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PROTECTING SMALL BUSINESSES AND PRO-
MOTING INNOVATION BY LIMITING PATENT
TROLL ABUSE

TUESDAY, DECEMBER 17, 2013

U.S. SENATE,
COMMITTEE ON THE JUDICIARY,
Washington, DC.

The Committee met, pursuant to notice, at 10:19 a.m., in Room
SD-226, Dirksen Senate Office Building, Hon. Patrick J. Leahy,
Chairman of the Committee, presiding.

Present: Senators Leahy, Feinstein, Schumer, Durbin,
Whitehouse, Klobuchar, Coons, Blumenthal, Hirono, Grassley,
Hatch, Cornyn, Lee, and Flake.

OPENING STATEMENT OF HON. PATRICK J. LEAHY, A U.S.
SENATOR FROM THE STATE OF VERMONT

Chairman LEAHY. Good morning, everybody. Senator Grassley
and Senator Hatch and I have been over voting, so that is why we
are starting a few minutes late. But I thank you all for being here.

I also wanted to check with Mr. Dwyer about the amount of snow
we had back home, because if we ever get out of here, my wife and
I want to go and spoil the grandchildren on the ski slopes back in
Vermont, which is probably what Senator Hatch wants to do on the
ski slopes out in Utah, too. So I was glad to hear about the 10
inches, which in Vermont is considered a heavy dusting, and in
Washington it is considered “Snowmageddon.” This is the only city
I have ever known that will close down for two or three inches.
That snow back home, we just take a broom and sweep it off the
walks. But, anyhow, on to more serious things.

Last Congress, Members of this Committee and the Congress
came together and passed common sense, bipartisan—Democrats
and Republicans working together—reform to modernize our patent
system. The America Invents Act has taken significant steps to im-
prove the quality of patents that are issued by the Patent and
Trademark Office. We have allowed outside parties to challenge the
validity of a patent after it issues and improves the information
available to patent examiners. This is the first real update of the
patent laws in over 50 years.

But having done that, there are still bad actors who are abusing
the patent system. I have heard from an increasing number of
businesses in Vermont and across the country that are being tar-
geted by so-called patent trolls. Instead of asserting a patent claim
against the manufacturer of a product, entities are targeting small
businesses that simply use the product, figuring it is better for
them just to pay them something to go away when they would not
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dare take on the manufacturer and could actually fight their spu-
rious claims.

In Vermont, small businesses have received aggressive demand
letters claiming payments of $1,000 per employee for using docu-
ment scanners in their offices. Across the country, and also in
Vermont, thousands of coffee shops, hotels, and retail stores re-
ceived demand letters and were threatened with patent suits sim-
ply for using a standard, off-the-shelf WiFi router. Many of the let-
ters are vague form letters. They have no description of how the
recipient infringes on a relevant patent. I have also heard examples
of patent assertion entities sending letters through dozens of dif-
ferently named shell companies so that businesses that receive the
letters cannot easily find out who sent them.

You do not have to be a patent expert to know what is going on.
I mean, this is as close to robbery as you can think of. These ac-
tions abuse the patent system, trying to extort settlements from
customers and small businesses that have no real means of fighting
back. Predatory conduct that simply takes advantage of end users
does not promote the important goals for which our patent system
was intended, to advance science and the useful arts. I have to
think how my parents with their small printing business would
have reacted to something like this. They would not have had the
ability to fight. But that is the same with small businesses every-
where.

Over the past eight months, I have worked with Senator Lee and
others to develop legislation to address these abuses in the system
and to have a bipartisan bill. Our bill targets the sending of mis-
leading demand letters as a deceptive trade practice that can be pe-
nalized by the Federal Trade Commission. It protects customers
who have been sued for merely using a product when the defendant
really should be the manufacturer who made the product and is in
a better position to argue whether their technology infringes a
valid patent. But usually it does not, and, of course, that is why
the trolls will not go after the manufacturer.

Our legislation promotes transparency so that those abusing the
system can no longer hide behind shell companies to advance their
scheme. It improves the PTO’s outreach to business defendants and
strengthens the post-grant review process implemented in the
Leahy-Smith America Invents Act to improve patent quality.

It takes significant steps to address the problem of patent trolls
and misuse of the patent system. But, importantly, the measures
also are balanced. They are targeted to preserve the rights of legiti-
mate patent holders whose inventions help drive our economy. If
they are not protected, we do not have new inventions. So as we
discuss proposals to address the problem of patent trolls, I urge the
Committee to stay focused on that balance. I want meaningful but
targeted reform that can actually pass and can be signed into law
by the President.

To the witnesses appearing today, I thank you all for being here.
I know it takes a lot of time out of your life, too. But it is important
to us, and it is important to all Members of the Committee who
want to reduce abuses in the patent system while ensuring that
innovators and inventors continue to drive our economy.
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[The prepared statement of Senator Leahy appears as a submis-
sion for the record.]

Senator Grassley, you have worked with me a long time on these
things.

OPENING STATEMENT OF HON. CHUCK GRASSLEY, A U.S.
SENATOR FROM THE STATE OF IOWA

Senator GRASSLEY. I have a longer statement I will put in the
record. I have some things, though, I want to say right now.

First of all, this is a very important hearing, Mr. Chairman, so
thank you. And since patents and our patent system are a very sig-
nificant component of our American tradition of invention and in-
novation, we have got to make sure that it does not get harmed.
And it is being harmed because the innovation and creativity that
patents are supposed to protect are being threatened by purposely
evasive and deceptive blanket demand letters and abusive litiga-
tion practices.

There has been an increase of 62 percent of all patent lawsuits
filed in 2012 under patent assertion entities; 92 percent of these
lose merit judgments. The bottom line is that patent litigation
abuse imposes high costs on American businesses, wastes precious
resources that ought to be used for research, development, job cre-
ation, economic growth.

The phenomenon of trolls has hit companies all over the country.
I had a meeting on this with a lot of business interests in western
Iowa, in Council Bluffs, where we heard stories. Then, in the mean-
time, I received a lot of letters. One letter, I have one long quote
I want to refer to.

“Fighting frivolous and burdensome patent lawsuits threatened
and filed by patent trolls is an extremely expensive distraction for
a large cross-section of Iowa businesses. Rather than focus their ef-
forts on important economic development catalysts such as innova-
tion, job creation, and business growth, entrepreneurs and business
owners from all industries and sizes are more frequently finding
themselves diverting valuable attention and limited resources to
defending expensive and unnecessary legal threats by patent trolls.
Indeed, businesses, everyday Iowans, and Iowa’s economy as a
whole are adversely affected by the trolls’ seemingly endless bar-
rage of legal threats and frivolous suits. The trolls’ misguided and
unbridled mischief unnecessarily drives up costs that are, in part,
passed on to Iowa’s hardworking families and consumers.”

I have another quote here that I am not going to give from
BettrLife in Urbandale; another quote from Kinze Manufacturing.
Maybe an important part of that quote would be to say that these
trolls’ experience has left a lasting impact ... . “Contract negotia-
tions with suppliers and service providers now routinely include al-
location of liability in the event of patent trolling. These negotia-
tions require additional resources and delay research, development,
and production of new products.” That is a partial quote, but just
to show you that a small convenience store—well, a big conven-
ience store in my—I mean, they have lots of stores throughout
Towa, Kum & Go, they talk about problems for their business. You
know, people would not anticipate that when you got into these
patent issues that a convenience store would be involved.
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So this is very important, Mr. Chairman, and I have still got a
longer statement to put in the record, but this gives you an idea
of where I am coming from.

[The prepared statement of Senator Grassley appears as a sub-
mission for the record.]

Chairman LEAHY. Well, I think there is a strong feeling and a
bipartisan feeling on this question of trolls, and I am glad that
John Dwyer, who is the president and CEO of the largest credit
union in Vermont, the Williston-based New England Federal Credit
Union, is with us. He joined the credit union in 1987. He has held
a variety of positions. He has served in his current role since 2010.
He also serves on the Association of Vermont Credit Unions’ Gov-
ernmental Affairs Committee. He also served on the boards of the
Greater Burlington YMCA, which is really a treasure in that
area—it is something also strongly supported by my wife’s family,
too—and the Lake Champlain Regional Chamber of Commerce. He
received his bachelor’s degree from the University of Vermont, his
MBA from RPI.

Mr. Dwyer, glad to have you here. Please go ahead. We are going
to hear from each of the witnesses. Then we will open it up to ques-
tions.

STATEMENT OF JOHN DWYER, PRESIDENT AND CHIEF EXECU-
TIVE OFFICER, NEW ENGLAND FEDERAL CREDIT UNION,
WILLISTON, VERMONT, ON BEHALF OF THE NATIONAL
CREDIT UNION ASSOCIATION

Mr. DWYER. Thank you, Mr. Chairman.

Mr. Chairman, Senator Grassley, and Members of the Com-
mittee, good morning. Thank you for inviting me to testify today.
As the Senator said, my name is John Dwyer. I am the president
of the New England Federal Credit Union. We are known as
NEFCU in Vermont. I am testifying today on behalf of the Credit
Union National Association representing nearly 90 percent of
America’s 6,800 credit unions, State and federally chartered, and
their 98 million members.

My testimony today will bring light to how patent trolls are tar-
geting small credit unions across the country with demand letters
and provide support for reforms that will offer some measure of re-
lief for credit unions.

My credit union received a demand letter in June 2012 from a
non-practicing entity whose only assets are a portfolio of highly
questionable patents and claimed infringement without, we believe,
having performed a proper investigation into whether NEFCU was,
in fact, violating any of its patent claims. For the purpose of my
testimony, I will refer to this entity as a “patent troll.”

The demand letter was vague, misleading, and lacking in critical
information. It broadly referenced patent claims that I have since
learned have been canceled by the Federal Circuit. Moreover, the
demand letter did not specifically identify what my credit union
had allegedly done wrong.

For the record, my credit union has 23 ATMs used strictly for
traditional banking transactions. The demand letter failed to iden-
tify any specific NEFCU ATM or indicate how NEFCU infringed
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any specific claim. NEFCU has no attorney on staff, so we hired
an attorney to help us with a reply.

The patent troll sent another demand letter a few months later,
making all the same mistakes as were in the first letter, and not
acknowledging our initial reply. My credit union is now in litiga-
tion with this patent troll. Therefore, there could be some questions
this morning that I am unable to answer.

We soon learned our experience with this patent troll was not
unique. In fact, the same demand letter was sent to almost every
credit union in Vermont, including one without any ATMs. While
we believe this patent troll must be stopped, unfortunately no end
is in sight. In fact, as recently as this past September, this patent
troll moved on to target small banks in Ohio and Pennsylvania.
And while the vague allegations and invalid patents in a demand
letter remain the same, the patent troll is now demanding $2,000
per ATM, and a couple months later, following up on that letter
with an 1ncreased demand of $5,000 per ATM.

Reform and relief are desperately needed. Credit unions believe
that true reform and meaningful relief will start at the beginning—
the demand letter. These demand letter-writing campaigns work
because patent trolls know that for a small credit union, an early
settlement is much cheaper than a fight. Just to pick up the phone
to consult with a patent attorney to determine the validity of the
demand letter’s claim and evaluate the demand costs tens of thou-
sands of dollars.

Chairman Leahy, we support your legislation to address the
problem of unfair and deceptive demand letters. At a minimum, de-
mand letters should require specific information to the end user—
in this case, me—such as a detailed description of each patent al-
legedly infringed and a detailed description of which product or fea-
ture is infringed, including names, model numbers, and how the
claim corresponds to functionality.

We also support your bill’s role for the Federal Trade Commis-
sion as an enforcement agency and encourage the addition of rule-
making to ensure that enforcement tools can evolve as patent trolls
continuously modify their tactics.

Because information is key, if credit unions have any hope for
dealing with demand letters, we also support the creation of a reg-
istry. A patent troll that sends more than 10 demand letters in a
year should be required to enter all letters into the registry that
would be publicly available and maintained by a federal agency.

Chairman Leahy, we also believe that your bill’s language ad-
dressing customer stay exceptions could be very helpful in some
circumstances. Unfortunately, most vendors have taken the posi-
tion that small credit unions are on their own, disclaiming indem-
nification in connection with patent claims. Perhaps with stronger
customer stay exception language, more vendors would step in to
defend their end users against frivolous litigation. We encourage
the addition of more end-user protections to assist those, like us,
who do not have the resources or the market power to receive nec-
essary assurances and indemnities from vendors.

Other proposed reforms will help credit unions as well. For ex-
ample, Senator Grassley’s bill to require heightened pleading
standards and fee shifting will make a patent troll think twice
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about harassing credit unions across the country with the same
vague demand letter.

In conclusion, without relief, small credit unions everywhere will
just have to cross their fingers and hope they do not receive a de-
mand letter like we did. Addressing demand letters will develop a
strong foundation for meaningful reform to curb patent trolls.

Thank you.

[The prepared statement of Mr. Dwyer appears as a submission
for the record.]

Chairman LEAHY. Thank you, Mr. Dwyer.

Michael Makin is the president and CEO of the Printing Indus-
tries of America, a position he has held since 2002. He is also fa-
miliar with my own background as a son of printers. He is origi-
nally from Montreal. He formerly served as president of the Cana-
dian Printing Industries Association. He has a degree in journalism
from Carlton University in Ottawa and an MBA from the Univer-
sity of Phoenix.

Mr. Makin, good to see you again. Please go ahead, sir.

STATEMENT OF MICHAEL MAKIN, PRESIDENT AND CHIEF EX-
ECUTIVE OFFICER, PRINTING INDUSTRIES OF AMERICA,
SEWICKLEY, PENNSYLVANIA

Mr. MAKIN. Thank you very much, Mr. Chairman and Ranking
Member Grassley. It is indeed a privilege to address the Members
of the Senate Judiciary Committee on a topic that is very near and
dear to printers all across America. It is also an honor to speak on
behalf of the largest graphic arts trade association, along with its
affiliates from coast to coast.

If ever there was an industry that typified small business in the
country, it is the printing industry. There are more than 30,000
printing plants all across the Nation in virtually every town and
city. Our industry is predominantly a family owned industry with
80 percent of companies employing fewer than 20 employees. In the
aggregate, 800,000 Americans earn their livelihood through print-
ing.

The roots of our industry date back hundreds of years, yet its
modern face is high-tech and innovative. It must be in order to sur-
vive. Today’s print marketplace is all about using an innovative
cross-media mix to drive the economy.

Unfortunately, we are also an industry that has attracted the at-
tention of patent assertion entities or “patent trolls.” We believe
this is the case because we are, in fact, small businesses and vul-
nerable to predatory legal actions which threaten our very viability.

Prior to 2013, it was unheard of for printing companies to be ac-
cused of patent infringement. This is no longer the case. Currently
we know of at least eight patent trolls that are seeking licensing
fees from printers or threatening costly litigation. For small print-
ers, especially, this is often their first experience with patent law
and civil litigation, not to mention trolling. And they are astounded
by the thuggish actions of these enterprises and the dollar figures
associated with their demand letters.

One extortive letter issued to a Kansas printer with just 40 em-
ployees demanded $75,000 in licensing fees. If they did not pay
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Wg:lhin two weeks, that would go up to $95,000. This is reprehen-
sible.

Needless to say, threats of litigation are intimidating and place
undue stress on an industry already struggling with low profits
and challenging demand. Our average printers are forced to spend
anywhere between $10,000 to $15,000 just to hire lawyers initially
to protect themselves. One of our members in Colorado reports that
he literally is bogged down under a stack of patent claim charts,
and his business has had to take the back seat. This is a very com-
mon story all across America.

Keep in mind, Mr. Chairman, that patent trolls do not innovate,
they do not promote economic growth, they do not contribute to the
good of education or scientific research. Most importantly, patent
trolls do not create jobs. Our businesses do. And yet their actions
threaten job creation. They hinder entrepreneurship and, most
frighteningly, intimidate hard-working Americans for standing up
for their rights. I have heard from dozens of companies who are
even afraid to share their experiences for fear of retribution.

In my written statement, I have included a chart that details the
known patent infringement actions against the printing industry.
Some of the technologies involved include:

Computer-to-plate work flow, which is a ubiquitous process that
has been used in printing plants for more than 15 years;

Web-to-print ordering and inventory systems used in our indus-
try, and countless others;

And quick response codes used in advertising mail, magazines,
and other printed material.

I cite these examples, Senators, because I can assure you, if you
were to ask small printers in the States you represent, the vast
majority would tell you that they consider using the above tech-
nologies as essential to their business. That they now even fear
being competitive because of patent trolls who have no intellectual
or innovative skin in the game is also reprehensible in our view.

Our overriding position is that legislation should demystify the
patent process for end users like small printing companies so that
their burden can be minimized and their solutions less costly. A
number of reforms are critical. Cracking down on the deceptive be-
havior that accompanies bad-faith demand letters is one example,
and kudos to Senators Leahy and Lee for this provision. Reforming
the system to include heightened pleading requirements to increase
transparency, as promoted by Senator Cornyn. Allowing businesses
threatened by similar suits to pool resources through an expanded
permanent CBM review. Thank you, Senator Schumer. And adopt-
ing fee-shifting strategies, as supported by Senators Hatch,
Cornyn, and Grassley, to deter frivolity within the patent system
and to require trolls to put their money where their threatening
mouths are.

To conclude, Mr. Chairman, without a doubt, both small business
and innovation drive the spirit of our economy and the Nation, and
both equally deserve to be protected from abusive patent trolls. We
believe that a common-sense, practical solution that protects all
users of the patent system is indeed possible. But time is of the es-
sence. The longer we wait, the longer we will expose innocent com-
panies to the peril of trolls, which flies in the very face of entrepre-
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neurship and fair play. We urge the Committee to take definitive
and bold action.

Thank you very much.

[The prepared statement of Mr. Makin appears as a submission
for the record.]

Chairman LEAHY. Thank you very much.

I should also note we have received a number of written submis-
sions for the record, and without objection, they will be included in
the record. The staff will work out the appropriate place.

[The information referred to appears as submissions for the
record. ]

Chairman LEAHY. Dana Rao is the vice president of intellectual
property and litigation at Adobe. He oversees all aspects of intellec-
tual property and litigation matters. Prior to joining Adobe, he
spent 11 years as associate general counsel of Microsoft where he
worked on patent-related matters. He has his undergraduate de-
gree from Villanova and his law degree from George Washington
here in Washington, D.C.

Please go ahead, sir.

STATEMENT OF DANA RAO, VICE PRESIDENT AND ASSOCIATE
GENERAL COUNSEL OF INTELLECTUAL PROPERTY AND
LITIGATION, ADOBE SYSTEMS, INC., SAN JOSE, CALIFORNIA

Mr. Rao. Thank you. Mr. Chairman, Ranking Member Grassley,
and other distinguished Members of the Committee, thank you for
inviting me to testify on this important issue. I am appearing be-
fore you on behalf of Adobe, and I oversee all aspects of our intel-
lectual property and litigation matters.

Adobe provides leading-edge software to consumers and career
professionals like Photoshop and Acrobat. We are also a leading
provider of digital marketing software, which provides software to
retailers and Websites all throughout the world. Today Adobe em-
ploys over 12,000 people and makes over $4.4 billion of revenue.

With over 3,000 patents and applications, Adobe is a strong be-
liever in the importance of the patent system to drive the innova-
tion economy. The inventions of Adobe’s scientists represent gen-
uine breakthroughs in 21st century technologies. With our prod-
ucts, you can use a video of your face to animate a 3D figure. We
can remove the blur from a photograph caused by your hand shake.
And we can even predict the audience reaction to a blog you post
before you post it, all through the magic of software.

And we rely on our Nation’s patent system to protect these inno-
vations and the investments we make and the jobs they create.
Weakening patent protection from software would be shortsighted
and would not help address the problem with patent trolls we are
here to discuss today, as the House rightly decided in passing the
Innovation Act with overwhelming bipartisan support.

There is a problem with patent trolls and the patent system.
Trolls are bad actors who are taking advantage of the asymmetric
costs in patent litigation to extort settlements, and they are dra-
matically increasing their activities. Before 2009, Adobe only had
faced 19 suits in the history of its company. Today, this year, we
have had over 20 lawsuits alone.
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Nationally the picture is also darkening. In 2007, trolls had tar-
geted 834 defendants. According to the GAO report, in 2011 this
number quadrupled to over 3,000 defendants of patent troll litiga-
tion.

One study estimates that troll litigation is a $29 billion cost to
our economy. And are start-up companies and entrepreneurs cele-
brating this trend? Not at all. Fifty-five percent of these patent
troll litigations are targeting companies that are making less than
$10 million. And only a fraction of these patent troll proceeds end
up in the hands of an inventor. This activity is not benefiting the
small guy. It is harming the small guy and the big guy alike.

The current patent litigation system is unbalanced in favor of
trolls. Patent law has evolved to enable lawsuits to be filed with
little diligence by the patent troll, high costs for the defendant, and
no adverse consequences for a meritless suit.

We are pleased that Chairman Leahy and Senator Lee have in-
troduced legislation to address this problem. Taken together with
other legislation by Senators Cornyn and Grassley and Senator
Hatch, we believe we have the tools for the comprehensive bill that
we need to address this problem.

Strengthening patent laws’ fee-shifting provision will be the most
effective tool we can use to address and disrupt the trolls’ business
model. In one recent case against our company, a patent troll want-
ed to settle with us before reaching the merits of the lawsuit. After
making a series of diminishing settlement offers to us, they grant-
ed us a covenant not to sue and settled for nothing, but only after
Adobe had spent hundreds of thousands of dollars in defense costs.
Pursuant to the existing fee-shifting standard in Section 285, we
asked the court to make the patent troll pay. Regretfully, the court
denied our motion, based on the belief that Section 285’s high
standard was not met.

This has to change. Section 285 needs to be amended so that fees
in patent cases are appropriately shifted to the prevailing party un-
less the non-prevailing party can show that they have a substan-
tially justified position. If you bring a patent lawsuit, you should
have a substantially justified position. If not, you are likely filing
a meritless lawsuit.

Fee shifting poses the only adverse consequence for the patent
troll behavior. Without the risk of incurring shifted fees, trolls, who
make no products and face no threat of a counterclaim, have noth-
ing to lose.

This business model will continue to grow and attract new inves-
tors. We need to give the courts the clarity they need to fix this
problem.

We also need to ensure that we can reach the real parties in in-
terest behind these litigations. Otherwise, trolls hiding behind shell
companies will not face any adverse consequences from these shift-
ed fees. A discretionary bond provision, as provided in Senator
Hatch’s legislation, would effectively address this.

Another important measure is Chairman Leahy and Senator
Lee’s customer stay provision. Staying suits in favor of the manu-
facturer’s case helps judicial economy and protects end users from
unnecessary litigation.
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Finally, we need to reform the patent litigation process. As a pol-
icy matter, we believe Congress should create heightened stand-
ards of quality throughout the patent litigation system to prevent
abuse by trolls. Pleading reform and discovery reform are critically
important to lower the costs of patent litigation for both plaintiffs
and defendants.

Troll litigation is a tax on innovation and innovators. We must
address it by changing the economics of the system. I respectfully
ask for this Committee’s help to end this burden on American busi-
nesses.

Thank you.

[The prepared statement of Mr. Rao appears as a submission for
the record.]

Chairman LEAHY. Thank you very much.

Our next witness, the last one on this panel, is Philip Johnson,
senior vice president and chief intellectual property counsel at
Johnson & Johnson. He joined the company in 2000. Before that,
he spent 27 years in private practice. He has extensive experience
practicing patent law. He advised law makers serving on this Com-
mittee and others on patent issues, including serving on a com-
mittee of experts formed by the Director of the PTO to help imple-
ment the Leahy-Smith America Invents Act. He has a bachelor’s
degree from Bucknell and a law degree from Harvard.

Mr. Johnson, welcome. Thank you for taking the time to be here.

STATEMENT OF PHILIP S. JOHNSON, SENIOR VICE PRESIDENT
AND CHIEF INTELLECTUAL PROPERTY COUNSEL, JOHNSON
& JOHNSON, COALITION FOR 21ST CENTURY PATENT RE-
FORM, NEW BRUNSWICK, NEW JERSEY

Mr. JOHNSON. Thank you, Chairman Leahy, Ranking Member
Senator Grassley, and distinguished members of the panel. I appre-
ciate very much the opportunity to testify today on the subject of
protecting innovation and small businesses while deterring troll
abuse. I am testifying here today as a representative of the 21st
Century Coalition for Patent Reform, 21C, the Steering Committee
of which also includes General Electric, Procter & Gamble, Cater-
pillar Tractor, Eli Lilly, and 3M.

By our definition, troll abuse is the misuse of a court proceeding,
or the threat thereof, to press specious patent claims or defenses
for the sole purpose of coercing an opponent to settle the dispute
to avoid otherwise inevitable litigation costs. This abuse can be per-
petrated by any litigant, and while the effectiveness of the tactic
will vary based on the party’s circumstances and means, the identi-
fication of the abuser turns not on who the party is but, rather, on
how they behave.

The problem of patent litigation abuse is not new to the patent
system, nor is it new to this Committee. You devoted a great deal
of attention to the problem while developing the Leahy-Smith
America Invents Act, and have already gone a long way toward giv-
ing the courts and the Patent Office the tools they need to address
the problem.

But not everything that can be done has been done. One prom-
ising proposal in S. 1720, the Leahy-Lee bill, cosponsored by Sen-
ators Klobuchar and Whitehouse, would favor suits between pat-
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entees and manufacturers of the allegedly infringing products over
suits against customers. If drafted properly to automatically stay
patent suits against off-the-shelf retailers and end users who are
doing no more than using purchased products in the manner as in-
structed, the troll business model of suing many customers, but
never their suppliers, could become a thing of the past.

The Leahy-Smith bill would also improve transparency of patent
ownership, correct an error in the AIA relating to the estoppel to
be applied in post-grant reviews, and properly direct the Patent Of-
fice to follow the same claim construction rules as applied in the
courts and the ITC. In addition, the Leahy-Lee bill proposes to
stem the use of bad-faith demand letters by authorizing the FTC
to treat them as unfair and deceptive trade practices. With further
development to address preemption, free speech, and safe harbor
issues, we see this as a promising approach for dealing with this
aspect of the patent abuse problem.

Until recently, I would have added to this list of remedies the
modified attorney fees shifting proposals advanced by Senators
Cornyn and Grassley in S. 1013 and Senator Hatch in S. 1612, but
because the Supreme Court has recently agreed to hear two cases
to address patent fee shifting, Congress should consider waiting for
the Supreme Court to act in these cases before legislating on the
subject. But whatever the Supreme Court decides, problems will re-
main when plaintiffs are structured as shell corporations so they
can bring specious suits knowing that they have insufficient assets
to satisfy any fee awards that they might incur. Of the three ap-
proaches suggested to address this aspect of the problem—joinder,
bonding, or legal recourse against persons with a financial interest
in the proceeds of the suit—our coalition favors the third. Treating
this aspect of the problem as the collection problem that it is will
preserve free access to the courts, not disrupt good-faith patent as-
sertions, and be the most difficult for abusers to avoid.

Other proposals relating to heightened pleading standards, man-
datory stays, and the specifics of managing discovery in patent
cases should be referred to the Federal Judicial Conference for fur-
ther development. Particularly troubling is the proposal to impose
mandatory discovery stays pending Markman rulings, leaving very
little discretion, if any, to the courts as to what is right for each
particular case. Such an approach would be an open invitation to
copyists to enter the U.S. market safe in the knowledge that the
patent actions brought against them will come to a virtual stand-
still for an extra year or more while the parties wrangle over the
meanings of patent claim terms. In the meantime, manufacturers’
market shares, and the jobs they support, will shrink as the in-
fringement continues.

Finally, especially now that the Supreme Court has agreed to
hear an overall challenge to the patentability of computer-imple-
mented inventions, 21C believes it would be best not to adopt Sen-
ator Schumer’s proposals in S. 866 to expand and extend the tran-
sitional program for financial sector business method patents.

The innovation ecosystem in this country is extremely sensitive
to changes in our patent system. With the help of this Committee,
our country has come a long way by enacting the AIA and the pilot
patent courts bill. Let us move forward with remedies that are
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sharply focused on abusive behaviors, while exercising restraint as
to those which may have broader ramifications on the innovation
community and our economy as a whole.

Thank you very much.

[The prepared statement of Mr. Johnson appears as a submission
for the record.]

Chairman LEAHY. Thank you.

I want to start with my questions. We have got a lot of people
here, so we will try to keep on schedule.

I would also note that Senator Cornyn, as the Deputy Republican
Leader of the Senate, may have to be leaving here at some point
for a leadership meeting, which I understand he has worked very,
very hard on this subject, and we will make sure both his state-
ment and his questions will be in the record. And to the extent
there are questions of members of the panel, I would urge them to
answer them as quickly as they could.

Senator CORNYN. Thank you, Mr. Chairman. If I could just beg
your indulgence a moment and thank the witnesses and the Chair-
man and the Ranking Member for taking up this important matter.

I would also like to note Harry Wolin from AMD from Austin,
Texas, which is my home town, is here as a witness, and I have
had a chance to thank him for his participation.

Thank you for your indulgence.

Chairman LEAHY. We are delighted he is here, and I appreciate
your helping to arrange that.

[The prepared statement of Senator Cornyn appears as a submis-
sion to the record.]

Chairman LEAHY. Mr. Dwyer, let me ask you about your testi-
mony about these abusive demand letters. I am hearing about this
issue from a number of different businesses in Vermont and, of
course, from across the country. The legislation Senator Lee and I
introduced targets those abuses by saying that it is a deceptive
trade practice to send these misleading letters. But, of course, we
also want to be able to distinguish such letters from legitimate li-
censing inquiries.

Give me some examples of how demand letters that you found
could be misleading or predatory or sent without any reasonable
due diligence.

Mr. DWYER. Thank you, Mr. Chairman. I think the best way to
frame that is that a person in my position, whether they are run-
ning a credit union or any other small business, when they receive
a demand letter, they are in the immediate position of trying to un-
derstand what the claim is. What is the basis for the claim that
the entity is infringing? What is the patent that is associated?
What is the terminology in the patent? A letter should put the per-
son who is receiving it in the best possible position to understand
where we sit and not have to spend a lot of time and resources hir-
ing somebody, in effect, to look up patent numbers, to try to under-
stand what the context of those patents is, what the content of
those patents is, and really evaluate whether your organization
would be infringing on that. We think that is reasonable. I think
it is reasonable to expect that that information would be provided
in a basic demand letter.
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Chairman LEAHY. I have had some people tell me they get this
demand letter, and they try to find where it comes from, and the
best they can do is trace it back to a mailbox somewhere or a shell
company. My measure, which would ensure that current ownership
information for a patent be listed on file with the Patent Office,
would that help some of these concerns?

Mr. DWYER. It would certainly help. To understand the true—you
know, the ownership structure behind—in most cases, the letter is
going to come from an attorney, so who is the entity that is work-
ing with that attorney. To be able to understand that from day one
in terms of when you receive the letter would be very helpful.

I work in financial services, and obviously financial services is
arguably one of the most transparent companies or industries that
exists.

Chairman LEAHY. If you send something out, the people have to
know where it came from.

Mr. DwWYER. Right. We need to tell our customers, we need to tell
our members, what the basis is for almost everything we do with
them, and that is the way it should be. When I get a letter claim-
ing that I am infringing and referencing a patent, it would cer-
tainly be helpful to understand the clarity around why we would
be—or why they think we are infringing.

Chairman LEAHY. And, Mr. Makin, I see these entities targeting
the users of a product, not the manufacturer who made the prod-
uct. My parents, as you know, as we have discussed before, had a
small printing business, the Leahy Press, which is a venture they
sold when they retired, but it is still operating in Montpelier,
Vermont. But we certainly did not keep a patent attorney on staff,
and I cannot think of many printing businesses that would, cer-
tainly not of the type you are talking about. I would think the man-
ufacturer who made the product is in the best position to litigate.

Have your members experienced this problem of being targeted
for products just because they are using them?

Mr. MAKIN. Absolutely, Mr. Chairman. It is the most frightening
component of the patent issue because innocent companies—small
printers, small American printers that employ, you know, 20, 30,
40 people, are being harassed by these entities claiming that they
have infringed something. Printers do not go to work every single
day, ladies and gentlemen, assuming that they are going to have
to be dealing with a patent issue. It is not even on their radar
screen. They purchase technologies, they purchase software from
multibillion-dollar companies assuming that the due diligence is
undertaken by those entities. And so for them to be held hostage
with these shell letters is very intimidating, and it is reprehensible.

We are all about protecting innovation in America, Mr. Chair-
man, but that does not mean that small businesses have to be pur-
sued in a very predatory, very threatening way, and it needs to
change. And we are very pleased to see some of the provisions that
you and your colleagues have introduced.

Chairman LEAHY. Thank you. I have other questions that I will
submit for the record for the next two witnesses because their testi-
mony has been extremely helpful, and some of these follow-up
things will be even more important.
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[Thde questions of Chairman Leahy appear as submissions for the
record.]

Senator LEAHY. I will try to set an example with everybody here,
and I will stop at this point and yield to the Ranking Member.

Senator GRASSLEY. Mr. Rao, you made clear that since you have
so many patents, defending against infringers is a top priority for
Adobe. Now, I want to say what a lot of people say would be bad
if we went in the direction of some of this legislation. Some patent
holders are concerned that proposals to heighten pleading require-
ments restrict discovery, institute fee shifting, that would hamper
the ability of small inventors and other legitimate patent holders
to enforce their patent rights.

I want to know your opinion, if you believe these concerns are
justified.

Mr. RAo. Thank you, Senator Grassley, for the question. The pro-
visions you just mentioned are designed to limit the troll abuse be-
havior that we are seeing today and we have talked about, and so
I will just start by saying that, you know, as I mentioned in my
oral testimony, 55 percent of these patent troll litigations are being
targeted against small businesses. So reducing patent troll litiga-
tion will help small businesses and entrepreneurs and small
innovators, first of all.

And, second, the reforms that you are talking about, the pleading
reform and the fee-shifting reform, these will have beneficial as-
pects for many people who are trying to enforce patents. Fee shift-
ing, I will note, also has—can have—a positive impact for the per-
son trying to bring the patent. First of all, getting fees in other
areas of law where fee shifting is allowed enables a small company
to retain a contingency fee lawyer because the fees are very attrac-
tive. The millions of dollars in defense costs that can be won by a
plaintiff in a fee-shifting case can be used in case the damages are
small. So fee shifting can actually work in favor of the plaintiff.

The other point in Senator Hatch’s fee-shifting standard—for ex-
ample, he also has the conduct of the party as a factor for fee shift-
ing. So one of the problems small inventors have when they bring
lawsuits is that the defendants engage in dilatory tactics and they
have discretion, and they are not going to shift the fees. All they
have to do is look at that provision.

The discovery aspects of the heightened pleading and the case
management, one of the other ways the defendant can use litiga-
tion tactics to defeat a small inventor is by dragging out the case
and making it very expensive. So these discovery provisions that
you have mentioned in these bills, they can actually lower the over-
all costs of the case for both the plaintiff and the defendant. This
allows the plaintiff to get to the merits of the case sooner. The fast-
er they get their claim construction, the sooner we are going to un-
derstand what the patent is about, and then they can start getting
settlements. So these provisions actually help both sides.

Senator GRASSLEY. I am going to ask a question of Mr. Makin
and Mr. Dwyer. I know that in general you would like to see patent
troll abusers stopped before any litigation actually commences, be-
cause it is risky and costly to engage in that litigation. However,
do you believe that the proposals to strengthen pleading require-
ments, institute fee shifting, and impose some discovery limitations



15

could have a beneficial impact in discouraging frivolous demand
letters and reducing litigation, extortion, and abusive practices?
And do you think that these reforms can make a positive dif-
ference? Mr. Makin and then Mr. Dwyer, and then that will have
to be my last question.

Mr. MAKIN. Thank you very much, Senator Grassley. We abso-
lutely support the measures that you have introduced. We do be-
lieve they will curb the activity.

Again, I stress that we need to have a balance in the system that
preserves innovation but also does not hinder the growth of jobs in
this country, which is the small business community. No printer is
going to go out of their way to purposely infringe upon an issue.
So all of the measures—heightened pleading, the fee shifting—they
all make it more difficult for these vile creatures underneath the
bridge to do the things that they are doing. It stops them from
doing that. We are not against people having the ability to protect
legitimate innovation in this country. What we are against is com-
panies that purchase antiquated patents for the sole purpose of ex-
torting money from small business. That is anti-American, and it
is just wrong.

Senator GRASSLEY. Mr. Dwyer, whatever you have to add.

Mr. DWYER. I would be happy to add to that, Senator. I think it
is important to state on behalf of CUNA and, arguably, all financial
services companies that if part of the result of legislation is to add
to the cost for the side—in this case, the plaintiff, that plaintiff
then has to really think through the complete process, not just the
ability to send a letter, which costs a buck, but all of the costs that
can be the result of what happens when they go forward with liti-
gation. So we are supportive of steps that are put in place to en-
sure that there is more balance. I think balance is an important
word in this context.

Thank you.

Senator GRASSLEY. Thank you, Madam Chairman.

Senator FEINSTEIN [presiding]. Thank you very much.

Senator Coons, you are next.

Senator COONS. Thank you, Senator Feinstein, and I want to
thank Chairman Leahy for holding this important hearing and to
the witnesses for sharing your experience with us today. As some
of you know, I was in-house counsel for eight years to a materials-
based science company that relied very critically on its patent port-
folio for its growth and its ongoing innovation.

The patent system in our country offers a basic trade-off to in-
ventors: Share with the world your greatest discoveries, and you
get a right to exclude others from practicing that for a limited pe-
riod of time. In fact, this is enshrined in our Constitution in Article
I, Section 8. It is a very important foundational idea that has led
to entrepreneurship and innovation in our country. And for many
sectors of our economy, patent protections are absolutely critical to
promoting innovation, and I think the title of today’s hearing sug-
gests two complementary goals, as you have stated: that we want
to limit patent troll abuse while also protecting small business and
promoting innovation.

From individual inventors who are just trying to solve everyday
problems to those who are discovering new pharmaceuticals or
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medical devices, certain companies and, indeed, whole industries,
rely on our patent system to attract investors and to create jobs.

And if intellectual property rights are to have any meaning, they
have to be enforceable. That means giving valid patent owners suf-
ficient access to the courts to deliver justice when they need it,
whether through injunctions or litigation.

But in different sectors, patents play different roles. For other
sectors, some companies value secrecy over the right to exclude, so
they choose trade secret protection over patents, for example. Other
companies value speed to market, and so the long time required for
quality patent issuance means they do not choose to pursue pat-
ents.

Ultimately, unfortunately, as you have described in detail, our
system has been subject to some abuse. Baseless demand letters
and frivolous lawsuits have harmed innocent end users and added
little value to our innovation economy.

Our task, I think, is clear but not easy, which is to provide relief
to small businesses and start-ups that are innocent end users with-
out weakening the economic value of U.S. patents, and I would like
to thank Mr. Dwyer and Mr. Makin for giving some examples from
credit unions and from printers.

In my view, strengthening the American patent system begins
with ensuring that we provide full funding for the Patent and
Trademark Office and for the federal courts to ensure, as Mr. John-
son suggested, that the judiciary is able to play its appropriate role
in managing litigation and to ensure that the patents that are
being enforced are sound and solid rather than the lesser-quality
ones that were referred to by Mr. Makin.

In my view, we are just beginning now to see the impact of the
Leahy-Smith America Invents Act, which has a number of provi-
sions designed to increase patent quality, not least among them
pre-issuance submissions, post-grant reviews, inter partes reviews,
and the transitional program for CBM, or covered business method,
patents. Each of these programs creates new hurdles for patent ap-
plicants and patent holders, and our hope is that, in return, we will
have higher patent quality in the market.

So as we consider the proposals before us, I think we need to un-
derstand the impact of these changes of the law, which was really
recently enacted and is only newly having an impact on the patent
system.

Let me, if I might, turn to some questions. Mr. Johnson, you of
the panel offered an interesting definition of a patent troll, which
I think is an important thing for us to focus on. You focused on dis-
tinguishing a troll from a valid patent owner based on their behav-
ior, on their litigation behavior, which also implies that there are
valid patent owners who also pursue patent litigation and that we
are at some risk if we do not correctly distinguish between them.

Our current patent laws protect against infringement by compa-
nies that make, use, or sell infringing products, and so our court
challenges protecting the innocent end user without destroying that
right.

How do you suggest, Mr. Johnson, that we draw a line between
innocent end users and companies that are profiting from the use
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and sale of infringing products in a way that does not hurt innova-
tion but defends the truly innocent end user?

Mr. JOHNSON. Well, you are absolutely right. There is a fine line
between someone who is zealously advocating a position on behalf
of their client, believing that the patent is infringed, and one who
crosses that line and overadvocates. But that line can be crossed
by defendants as well as plaintiffs. Large, well-heeled companies
faced with a small business trying to enforce a foundational patent
against them can press defenses, take unending appeals, and also
engage in behavior that I believe is abusive.

So we have to look at the merits of the behavior. Unfortunately
it is not as easy as categorizing people by who they are or what
their business structure is. We have to look at what they are actu-
ally doing, which is why the fee-shifting approach has some strong
advantages, because fee shifting only kicks in after the case is over
and you know and the judge knows whether or not the case was
frivolous or not.

Now, I do see the problem for some of the end users and small
businesses who say that is a very expensive trip for us to go on in
order to end up there. But certainly it will deter frivolous asser-
tions to some degree, I think coupled with the customer stay provi-
sions so that these actions do not proceed against the banks and
the printers themselves but, rather, the manufacturers of the tech-
nologies, because, after all, these end users are only using these
products in the manner in which they were intended and as in-
structed by the manufacturer. The real dispute should be between
the patent owner and whoever is manufacturing the product and
providing it with those instructions, not against the innocent end
users. And so the customer stay provisions, I think, and end-user
provisions are very important so that these cases can be consoli-
dated and fought out where they ought to be. Those two things
alone will go a long way toward helping this problem.

Senator COONS. Thank you, Mr. Johnson. I look forward to hav-
ing another round of questions.

Chairman LEAHY. And I appreciate your answer because it an-
ticipated one of the questions I was going to ask you. Thank you
very much.

Senator Hatch.

Senator HATCH. Well, thank you, Mr. Chairman.

Mr. Chairman, I ask unanimous consent that we place in the
record from the American Bankers Association, American Insur-
ance Association, the Clearinghouse, Credit Union National Asso-
ciation, Financial Services Roundtable, Independent Community
Bankers of America, National Association of Federal Credit Unions,
National Association of Mutual Insurance Companies, to mention
a few, in the record at this point.

Chairman LEAHY. Without objection. Some of them may already
be, but we will make sure

Senator HATCH. I think they may be.

Chairman LEAHY. They will be.

[The information referred to appears as a submission for the
record. ]

Senator HATCH. Let me go to you, Mr. Rao. The idea of using
mandatory fee shifting to discourage frivolous patent litigation is
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not a new concept. In fact, Senator Leahy and I first introduced the
proposal back in 2006 in that patent reform bill at that time. Our
fee-shifting language, similar to the test used in current law, would
require courts to award attorneys’ fees to the prevailing party in
cases where the non-prevailing party’s legal position was not sub-
stantially justified.

The House of Representatives recently passed its own patent bill
by a bipartisan vote of 325-91, which includes a fee-shifting provi-
sion similar to the 2006 Hatch-Leahy or Leahy-Hatch language in
my bill, the Patent Litigation Integrity Act.

Now, you stated in your written testimony that the standard for
fee shifting in current law is too high. In your experience, why
would changing the legal standard in the Patent Act make fee shift-
ing a more reasonable option in patent cases and do more to ad-
dress the threat of patent trolls?

Mr. Rao. Thank you for the question. In one recent case we just
had, a patent troll was suing Adobe, and when we were approach-
ing the merits, approaching claim construction, the patent troll
said, “I do not want to have my patent examined, so I am walking
away,” gave us a covenant not to sue, and it was settled for noth-
ing.
Unfortunately, as I mentioned earlier, we had already spent hun-
dreds of thousands of dollars at that point defending ourselves, and
we moved for fees. Under the current fee-shifting standard, you
have to show that the case was exceptional, so that they had to
have an objectively unreasonable position.

Well, the court found that since they had not gotten to the merits
of the case because the patent troll walked away before they got
to the merits of the case, they could not find exceptionality, so no
fees were shifted.

Under your language, where the prevailing party would get the
fees, unless the non-prevailing party could show substantial jus-
tification, in that case we were the prevailing party—right? The
patent troll walked away from the lawsuits—we would have gotten
the fee shifted, and the money would have moved over and the pat-
ent troll would have had to pay those fees. The patent troll could
not contest that because they did not get to the merits, so they
would not be able to show that they had a substantial justification
in their position.

So in that case, this is a perfect example of ensuring that people
who have got meritorious patent claims are going to be protected,
but if they do not have meritorious patent claims, they are not
going to be protected, and the new standard that is articulated in
these various bills would protect us in that situation.

Senator HATCH. Well, thank you. Many patent trolls are shell
companies with few or no assets, and any court-ordered award still
leaves defendants holding the bag. In my view, fee shifting without
the option to seek a bond is like writing a check on an empty ac-
count. You are purporting to convey something that is not, and to
obtain a fee award against a judgment-proof troll, some have ar-
gued for expanding the rules on joinder instead of bonding.

How do you compare the House and Senate joinder proposals
with the bonding provision I am advocating for in the bill that I
have presented?
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Mr. Rao. Well, first, I would absolutely agree with you that some
manner of reaching the real party interest is critical to give life to
fee shifting. If you are just awarding fees, the companies we are
being sued by were set up two days before the lawsuit. They have
a filing cabinet who is their CEO in a closet in Texas. There is
nothing there. There is no money there. Getting a fee award
against them is meaningless. So you need a way to reach the real
party, the investors who are driving this problem.

When we talk about the right way to approach it, we really think
the bonding approach is the correct way. The problem with joinder
is there are due process issues with bringing people into the case
after the judgment. So you have to join these people, whoever they
are, at the beginning of the case, or at least give them notice, and
that means in every single case you have to notice everybody who
might possibly be an interested party, even if you do not know if
you need fee shifting. And then you have to give them the oppor-
tunity to renounce their interest or engage in the process before
you can join them.

So you are either—you are going to have to set up a complicated
process for the defendant to join these interested parties, which is
going to be burdensome and expensive for the defendant, and they
would have to do it in almost every case.

The bonding procedure that you have outlined is much simpler.
You have a hearing. The court has total discretion. They may order
bond. And there are a bunch of factors the court has to look at be-
fore they decide to order bond. And the factors that are outlined
in your proposal protect the small inventor. They protect univer-
sities, they protect people who have the ability to pay. So it is a
hearing. Both sides would make the argument. The court decides
if a bond is appropriate or not. And the courts are smart. They
know what they are looking for in these situations. They know
what a patent troll looks like. And if it is a small start-up that is
entrepreneurial, they are not going to require a bond because they
know it is going to burden their non-patent activities.

But they look at that company, and they see it is Search Re-
trieval, Incorporated, LLC, who has only been in existence for a
week, they are going to say, you know, in this particular case we
probably need a bond. And so that is why we think your bond pro-
vision is much more effective.

Senator HATCH. Well, thank you.

Thanks, Mr. Chairman.

Chairman LEAHY. Thank you very much.

Senator Hirono.

Senator HIRONO. Thank you, Mr. Chairman.

I recognize that patent law is a very specialized area of the law,
and it is very complicated, complex. So I want to be sure to under-
stand the impact and potential unintended consequences of
changes to the patent law.

Mr. Johnson testified that the innovation ecosystem is very sen-
sitive to changes we make to the patent law, so, you know, I want
to understand what the impacts might be, and I certainly would
want to hear the perspective of, for example, small universities
that engage in this kind of research. I would like to hear from the
entrepreneur, the small inventors, before we go forward in a big



20

way. And I am glad that the Chairman mentioned that what we
are after is, of course, addressing the problem of the patent trolls.
None of us support those kind of activities. I think, though, that—
Mr. Chairman, I appreciate your saying that we would like to fash-
ion a bill that is focused on the problem that we are seeking to ad-
dress.

Mr. Dwyer, you testified that you support the bill’s provisions re-
lating to the FTC being empowered to pursue—to be engaged in
getting after patent trolls, and also you support the disclosures and
demand letters, et cetera. Do you think that it would be a good
idea to also empower State Attorneys General to also be able to en-
force these kinds of provisions?

Mr. DWYER. Senator, honestly, I am not an attorney, and I do
know that, obviously, in Vermont we have recently passed legisla-
tion to provide Vermont companies defenses in the situation of a
patent troll sending letters to Vermont companies. So with regard
to what State Attorneys General can do to follow up, I think the
real risk is that if this is handled on a State-by-State basis, it
would add to the complexity that we are very much trapped in in
terms of the patent law.

Patent law is federal law. It is something that is decided by Con-
gress. So for States to try to put in place enforcement capacity or
for a State’s Attorney General to do so, they are oftentimes working
in situations where the case is in federal court so that it may not
be as—there may not be as much capacity.

With regard to the FTC and the regulatory authority, CUNA is
supportive of that. It is fair to say that whatever—if there is legis-
lation passed, that the tactics that are utilized by some of the peo-
ple and some of the entities we are discussing will be modified, and
they will work within the legislation that is passed. And so for FTC
to have the authority or the rulemaking authority on a limited
basis, very structured perhaps, but to be able to adapt to those
changes could assist companies like mine from having to come back
and see you again, perhaps.

Senator HIRONO. I was going to ask you, Mr. Dwyer, this ques-
tion, because you noted in your testimony that perhaps a manda-
tory joinder would be a way to go. But you are not an attorney, so
perhaps Mr. Johnson might want to respond to this, because the
State provisions that we are contemplating only come into play if
a manufacturer actually agrees to step in, and many of them may
not want to get involved. And I do not know how this option of a
manufacturer stepping in, therefore resulting in a mandatory stay
of those proceedings on the end user, how that would help small
businesses. But maybe a mandatory joinder would work better for
small businesses. Mr. Johnson, would you like to opine?

Mr. JOHNSON. Sure. The biggest problem with joinder is that you
have to have venue in order to go forward with the proceeding. So
someone who is so inclined can structure the assertion so that join-
der of other parties will not be available in the jurisdiction that
they choose, so it is easily avoided, which is why we do not prefer
joinder. There are other issues that have been mentioned about the
need for notice if you are going to collect from people, but I do not
believe you need to join them in order to get that.
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Senator HIRONO. Since you are responding right now, Mr. John-
son, are you aware of efforts within the judiciary and also in the
Patent and Trademark Office to address some of the concerns that
are being raised in today’s hearing?

Mr. JOHNSON. Yes, I am. The Federal Judicial Conference is in
the process of addressing many of the issues, especially relating to
pleading, the pleading requirements, and also discovery, the
asymmetries in discovery and the best ways in which to efficiently
manage discovery in patent cases and in other complex cases. And,
in fact, there are advisory committee recommendations out that are
currently going through the public hearing process. The comment
period is open until February. This is the normal way that we man-
age the court docket and court procedures, through the Federal Ju-
dicial Conference process.

Senator HIRONO. I am running out of time so—well, it looks as
though my time is up. So is it your view that because of the very
sensitive nature of the innovation ecosystem, we should ask the ap-
propriate questions and understand what the ramifications of what
we are contemplating would be before we go forward in a rapid
way? I will put it that way.

Mr. JOHNSON. Absolutely. While we are focusing on one kind of
case, the troll type of case here, there are hundreds or thousands
of different kinds of cases involving different technologies, different
plaintiffs, different businesses. And it is very dangerous to try to
enact a one-size-fits-all-type approach, especially when it comes to
procedures and other things. And the courts, fortunately, have the
discretion under the rules to treat each case the way that is best
for them.

Senator HIRONO. Thank you.

Thank you, Mr. Chairman.

Chairman LEAHY. Thank you very much.

Senator Lee.

Senator LEE. Thank you, Mr. Chairman, and thank you, Mr.
Chairman, for letting me work with you on this legislation, which
I think is very important. And I want to thank all of our witnesses
as well for coming. This has been informative.

Mr. Johnson, let us pick up with you sort of where you left off.
I am curious to know why you seem to believe that the courts,
rather than Congress, should address these issues and why we
might want to wait for the Supreme Court, for example, to address
the issue in the Octane Fitness case and the Highmark case this
year before we act? I mean, after all, they are interpreting law, and
we make the law. So to the extent there is ambiguity in the law
that is requiring them to address it, why couldn’t we or why
shouldn’t we just address it on our own?

Mr. JOHNSON. Well, you certainly could. The issue here is wheth-
er the exceptional case standard has been interpreted too strictly
by the Federal Circuit in its decisions, and the Supreme Court
seems likely to reinterpret that in order to lower the standard for
fee awards to hold that exceptional cases are more of the kinds of
cases we have heard about. And if they do that, Congress may feel
that it is not necessary to act in that way. It is not that Congress
cannot or could not do that, but then by waiting for the Supreme
Court to act, you will be able to decide whether the way that they
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have acted is a better way to go forward than whatever legislation
you may wish to write.

Senator LEE. Right. But you would not disagree that we could
also just decide that we want to clarify the issue on our own?

Mr. JOHNSON. That is the way our government works, yes.

Senator LEE. Mr. Rao, I wanted to address with you the argu-
ment that some have been making that perhaps we need to give
the AIA a chance to work, that, you know, it has been just a couple
years since it was passed, and maybe the AIA can take care of
many of these problems that we are trying to address through this
legislation that we are talking about at this hearing today. What
do you say in response to that?

Mr. Rao. Well, the AIA has been enacted and some of the provi-
sions have been enacted over a year ago, and a lot of what we are
talking about today in terms of litigation reform and the fee-shift-
ing standard were actually discussed during the AIA and decided—
we did not move forward on them. So those issues were actually
discussed, and we did not move forward on them, and the provi-
sions we have in the AIA were there to address part of the problem
but not all of the problem.

Senator LEE. A different set of problems related specifically,
more specifically, to litigation involving patents.

Mr. Rao. That is right. And that is the topic we are here to dis-
cuss today, is how do we rebalance the patent litigation system,
which has really been untouched by Congress, to ensure this activ-
ity that we have all been hearing about today is no longer economi-
cal for these patent trolls. And that is the legislation today we will
address. The AIA, which is really focused on harmonization and
patent quality, is not going to address this patent troll industry.

Senator LEE. And as you know, one of the litigation reform meas-
ures that Chairman Leahy and I have included in this legislation
deals with the customer problem, when the customer is sued, and
allows for a stay to be issued in those circumstances. Can you just
describe for me the kind of scenarios in which this might be of help
to a company like yours?

Mr. RAo. Sure. So as I mentioned, we sell enterprise software to
retailers, retailers across the country. In one case, we have had to
grant indemnification to 10 of our customers. They ended up in six
different courts across the country. And so we filed declaratory
judgment in one of those courts because we wanted to defend the
product in one court. It makes it very expensive for a manufacturer
to have to defend their customers all across the country, and it
makes it—frankly, some manufacturers were reluctant to step in,
which are some of the problems we have been hearing about today.

So the ability to get a stay granted allows us to focus the re-
sources on one place. It is good for judicial economy. Only one judge
has to hear. It is the same patent, same product, the same validity
issues, same infringement issues all being decided in one place.
And then we can take that decision, and then all the other cases
can leverage the information from that.

So we really think it is helpful. It certainly would help Adobe in
its cost management. But we do actually look at it as more of a
case management issue as opposed to actually addressing the pat-
ent troll economics that we have talked about today.
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Senator LEE. And collateral estoppel would apply as to the issues
in common.

Mr. Rao. Correct.

Senator LEE. Finally, what do you say to those who criticize this
provision by saying there is a risk that defendants will collude—
collude so as to put off the litigation, collude by agreeing to a stay
where it might not be appropriate?

Mr. Rao. Well, first I would say the provision is drafted very
clearly to balance the patent holder, the manufacturer, and the
customer’s interests. There are three parties who have interests
here, and so in order to get the stay, the automatic stay, the cus-
tomer and the manufacturer have to consent in writing. They have
to agree to be bound by the issues. It has to be the same patent
or product. And then the patent holder can get the stay lifted. They
can move in the second action and say, look, this is not going to
resolve a major issue, so the stay can be lifted. Or there is going
to be some sort of manifest injustice or prejudice, and so the stay
can be lifted. So there is protection built in there for the patent
holder in case that sort of collusion occurs.

I will say from an economic perspective, it is rare as a manufac-
turer I am going to step into a case, spend my own money for
something I am not actually liable for.

Senator LEE. Fair point. Thank you very much.

Thank you, Chairman.

Chairman LEAHY. Thank you very much, Senator Lee, and thank
you—I thanked you before you came in, but I want to thank you
personally for all your help in developing this legislation.

Senator Feinstein.

Senator FEINSTEIN. Thank you very much, Mr. Chairman, and
thank you for holding this hearing. The one thing that I find there
is agreement on with the California constituency in this area is
please have another hearing. And as you know better than anybody
else, this is such a difficult, complicated arena that I have got uni-
versities weighing in, and they want an opportunity to come to the
table. And so I hope that there is another hearing.

One of the things that I have found and that I am very concerned
about is that the Patent Office, the Patent and Trademark Office,
in 1990 was changed through a 69-percent user fee surcharge so
that it became funded entirely through fees paid by its users. So
it became independent from government largesse.

So what has happened? By 1992, $886 million in fees that were
paid for the operation of the Patent and Trademark Office had
been diverted to other uses, and that has been a consistent thread.

Now, the procurement of permanent office space for two new sat-
ellite offices has been put on hold because of sequestration, and
this is for an agency that receives no taxpayer funds. They are in
Colorado and Texas. Detroit has gone ahead. And the office in San
Jose, California, has only gone ahead because San Jose is picking
up the charge along with California. And San Jose, the city, is pro-
viding pro bono office space. It should not be that way.

So it is my intention to introduce a bill that hopefully will be-
come an amendment on one of these that will contain a provision
that these patent fees cannot be diverted, that the Patent and
Trademark Office should remain wholly self-supporting. And I hope
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you, Mr. Chairman, will take that into consideration as you move
your bill.

I also wanted to go into this very convoluted process of joinder,
which I hear a lot of different things about. A company with ana-
Iytics in San Diego told my office of a case where they were sued
for infringement, and they actually managed to obtain an award of
costs against the plaintiff for filing an unjustified action. However,
the plaintiff had only $600 in their account. Now, if a separate in-
terest like a hedge fund was financially backing the litigation, the
proposed joinder reforms would have permitted this computer to
seek recovery of the award against the backer.

Now, a number of start-ups and small companies have criticized
the reform as being drafted overly broadly, encompassing share-
holders and investors. Language has been proposed, as I under-
stand it, that would keep paragraph 11 of this part of Senator
Cornyn’s bill, including an owner, co-owner, assignee, or exclusive
licensee of a patent, but would replace the reference in paragraph
13 which covers “any person with a direct financial interest in the
outcome of the action” with a “third party providing funds for the
litigation in return for an investment in the financial outcome but
that has no other involvement in the litigation.”

So my question to all of you is: Would this be an acceptable com-
promise? Mr. Johnson, you are smiling.

Mr. JOHNSON. Well, it is an interesting proposal, and we have al-
ways felt that, rather than joinder, recourse is what is needed, and
that the one way that you can get recourse is to go after the people
who have a stake in the proceeds of the litigation.

I am not sure I followed your substitution exactly, but it sounded
like that is what you were after as well, and provided appropriate
notice provisions were in place so that they knew that they were
on the hook in the event that a fee award was not going to be satis-
fied, I think you could overcome due process issues, which are al-
ways a concern, and go after them. And I think that the result
would likely be that when they put together these investment vehi-
cles, they would assure that the plaintiff was funded at least
enough to cover a fee award or they would take that into account.
And so I do think that the parties would be able to collect the fees
if that language could be worked out.

Senator FEINSTEIN. Could Mr. Rao just respond?

Chairman LEAHY. Sure. Mr. Rao.

Senator FEINSTEIN. Mr. Rao, would you respond? I would like to
have your—I am not sure of it myself. That is why

Mr. Rao. So as I understood the language, I think it said that
instead of having a direct financial interest, third parties would
be—could be joined to have no other interest in the litigation but
were funding the litigation, I think is

Senator FEINSTEIN. That is correct.

Mr. RA0. So I would worry a little bit about this idea that they
have no other interest in the company. It seems fairly easy, then,
for the patent troll backer to have some other—if this is the law,
to say, oh, I have some other interest now, so I cannot be joined
because I am really not this “no other interest” party.

Senator FEINSTEIN. Which I do not want to have happen.
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Mr. Rao. Right, exactly. So that would be my concern with that
approach.

Again, I would say, if your start-ups and small companies are
worried about being dragged unnecessarily, that Senator Hatch’s
bonding provision actually explicitly removed them from somebody
who might get a bond, and so we do not have a joinder issue, they
would not be someone the court would attach a bond to because
they have other activities unrelated to patent licensing or patent
litigation, and then the bond might avoid all of this complication.

Senator FEINSTEIN. Thank you.

Thank you, Mr. Chairman.

Chairman LEAHY. Thank you.

Senator Flake.

Senator FLAKE. Thank you, Mr. Chairman.

Mr. Johnson, it seems that the root of the problem is vague and
broad patents, some of which are close to expiration. The America
Invents Act was designed to correct some of that and to improve the
quality of these patents.

How has that helped? Mr. Rao seemed to suggest that the Amer-
ica Invents Act still will not get at some of these litigation issues?
Do you share that view? Or has it been given time to work? And
what can be done besides that?

Mr. JOHNSON. Well, first of all, I do not know whether I agree
with him, but I can say the America Invents Act established three
new post-grant proceedings which are available to people, including
people in litigation, if they start them in a timely manner, so they
can take the patent back and challenge the patent in the Patent
Office in an administrative proceeding. So the idea was indeed that
you provide a lower-cost forum to bring some of these issues to
bear, and perhaps that will result in the cancellation of any overly
broad or invalid claims so that that will be cheaper and quicker
than what would happen in court.

That is especially true where there are issues of prior art in-
volved, which there always are. But I do think that that is one way
the America Invents Act will help.

Of course, the real force of the America Invents Act is going to
a first-inventor-to-file system with objective patentability require-
ments and getting rid of secret prior art so that the Patent Office
will be able to do a complete examination and do a better job at
getting patents out that are truly enforceable.

Senator FLAKE. Thank you.

Chairman LEAHY. Thank you very much.

Senator Klobuchar.

Senator KLOBUCHAR. Thank you very much, Mr. Chairman. I am
proud to cosponsor your bill and know that this is a really impor-
tant issue in my State. We have many, many companies that are
innovative, and it is one of the reasons our unemployment rate is
down to 4.8 percent, the fact that we have invented things and
make stuff and export to the world. In fact, at 3M, we actually
have more patents than there are employees, so we like to say that
we have a patent for each employee.

I just met recently with about 30 patent lawyers—it was a lot
of fun—back in my home State for over an hour, and we talked
about this problem. And I thought one of the most startling statis-
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tics was that last year 62 percent of all patent lawsuits were filed
by patent trolls compared to 19 percent in 2006. So if that statistic
does not hit home, I do not know what will.

One of the most amazing stories I heard was a case that Smith’s
Medical, which is a Minnesota medical device company, has
brought against them for infusion pumps that they make to save
the lives of patients, including premature babies. They were sued
by a patent troll who is asserting a patent for a fuel delivery noz-
zle, and the cover page of the patent has a diagram of a tractor-
trailer on it. They have been forced to divert millions of dollars and
R&D resources away from innovative new solutions and instead
are defending against this lawsuit. So I love that example because
it just shows how out of bounds this is.

The American Intellectual Property Law Association estimates
that the median litigation cost of a patent case is now $2.6 million,
an amount that has increased by more than 70 percent since 2001.
So that is why I am so glad that we are moving forward with these
issues.

Now, my first question would be of you, Mr. Johnson, that exam-
ple I used. As a medical device manufacturer, how do you respond
to these? How do you settle them? And I am especially interested—
and this goes into the small-company issue about the stay that I
know both the big and small companies are interested in, because
the customer stay, I think, would help to do a better, more unified
defense against these atrocious suits. Mr. Johnson?

Mr. JOHNSON. Thank you. If you do not mind, I will not comment
on the tractor-trailer patent because my company is a defend-
ant

Senator KLOBUCHAR. Oh, really?

Mr. JOHNSON [continuing]. Because we also provide drugs that
are infused into the human body, which is alleged to be a “con-
tainer,” according to the plaintiff. So I will not comment on that.

But I will say that the considerations involving suits brought by
non-practicing entities against a company are quite different than
when you are a manufacturing entity and you have built a market
and you have products out there and then someone enters that
market who infringes. When they enter the market, especially for
a medical device type of product, you usually cannot get a prelimi-
nary injunction because the public interest is to keep medical prod-
ucts on the market, at least until it is proven that they are infring-
ing. And so you are after, in that kind of case, as quick a resolution
as you can, not only to stop the bleeding if they are taking your
market share, but to collect lost profits and hopefully to get a per-
manent injunction.

Now, the provision that you mentioned, the discovery stay, is
really very hard on manufacturers because it will add 12 to 18
months to the length of a case. The case will come to a virtual
standstill while people wrangle over the meaning of patent claim
terms, and all the while the infringement will continue, the market
share will be lost, the jobs will be threatened, and with no real ad-
vantage, because once—they come to a decision on what the claims
mean, then you start your case. And so that is very bad for manu-
facturing patentees, and there was a provision—there is a provision
in the Innovation Act which starts to address the problem, but




27

stops by saying it is only in cases where there are preliminary in-
junctions. And that is not enough. We need to protect all patentees
who are selling products, who have competitive entries, infringing
products entering their markets where they are enforcing their pat-
ents.

hSe})nator KLOBUCHAR. Anyone else who wants to comment on
this?

[No response.]

Senator KLOBUCHAR. Okay. I think one last question I have is
that I think we need to be mindful of the importance of these intel-
lectual property rights and the correspondence, the demand letters
that take place each and every day among patent owners and
innovators to assert their patent rights in good faith. And how can
we better ensure that patent licenses are based on the true value
of the inventions claimed in the patents rather than on the hold-
up value as measured by what a defendant is willing to pay in
order to avoid the cost of litigation? Do you want to tackle that, Mr.
Johnson? It is this balance of asserting rights but trying to take
on the patent troll issue at the same time.

Mr. JOHNSON. Sure. That is the trick, isn’t it? For one thing, we
know that certain things are required in order to run a patent troll
business model. You have to assert your patents against hundreds
or thousands of people, not just a few license offers but very large
numbers of license offers, and you have to make it clear that you
are offering—that the reason they should settle is to avoid the costs
of litigation, not because of the merits of the patent.

So when we look at this, when we start seeing these mass de-
mand letters, the widespread blanketing of industries as we have
heard about today, that is an immediate tipoff—and with very low
license demands, it is an immediate tipoff that that is what you are
looking at. And then we can look at the behaviors themselves. We
have heard it detailed today. The lack of information, the misrepre-
sentations, the deceptions are all part of that business model. So
we focus on that bad behavior and address that bad behavior. We
can leave the rest of American business to operate pretty much as
it does now. We offer licenses. We receive offers of licenses. We
freely communicate with our competitors to advise them and be ad-
vised of patents. We negotiate hundreds of licenses. We pay royal-
ties. None of the problems we have heard about affect legitimate
business. And so as long as we target this at the troll behavior, the
rest of business should be okay.

Chairman LEAHY. Thank you.

Senator Hatch, you said you had another follow-up question. Go
ahead, please.

Senator HATCH. This has been a very good panel, as far as I am
corﬁzerned. I think you all have acquitted yourselves very, very
well.

I have been asked to ask this question on behalf of Senator
Cornyn. Mr. Rao, in your view, are the reforms in Senator Leahy’s
bill adequate to address the threat from patent trolls that you con-
front? And if not, why not?

Mr. RAo. Thanks for the question. So I actually do not think they
are adequate to solve the entire patent troll issue, even with Sen-
ator Klobuchar’s examples that sort of remind us why. So in order



28

to disrupt the patent troll problem that we have today, we have to
look at the economics, and the economics are they face no risk from
bringing these lawsuits. And when their hedge fund investors are
choosing to invest in patent litigation as an asset class, as we have
heard, they are doing it because there is no risk to them. They
know that if they can invest in the patent troll industry, a public
company that just asserts patents, there is no downside. It is all
upside. They either walk away from the case, or they collect nui-
sance settlements, or they get the occasional big judgment. But
there is no penalty for their activity.

So unless we introduce some economic consequence into this be-
havior, it is not going to stop. So we absolutely need a fee-shifting
provision. Obviously we have talked about the bonding provision is
important to actually reach back to the real parties of interest. And
then even the heightened pleading issue is really important. As Mr.
Johnson just said, part of the patent troll activity is sending out
hundreds of demand letters. Well, they can do that right now be-
cause there is no requirement under the current law that they
state with any particularity what their claim is, what the product
is at issue, you know, even—they may accuse Adobe. They say, “It
is all of your products.” Well, it is not all 200 of our products. It
is one product that might infringe, but they are not required to say.
If they were required to say that in the law, it would be very hard
for them to send out 200 letters with that kind of level of detail,
and that would also help disrupt this model.

Senator HATCH. Thank you.

Chairman LEAHY. Thank you. I thank this panel very much, and
we will keep the record open for questions. I thank all the Senators
who came here. We will take a three- or four-minute break while
we bring the other panel up. And I am going to ask Senator
Coons—I have to be at another event for a little bit—if he could
take over as Chair.

I would ask the panel to stay. I have just been advised that Sen-
ator Schumer asked this panel to stay. Mr. Rao and Mr. Johnson,
if you could stay. Apparently

Senator COONS. I will offer another question, if I might, Mr.
Chairman, since we are asking the panel to stay.

Chairman LEAHY. You are going to be chairing, so why don’t you
move up here? And Senator Schumer and Senator Durbin are com-
ing back to ask questions.

Senator COONS [presiding]. If I might continue with this panel
simply by asking one question. Mr. Johnson, at the very conclusion
of your response to questions, I think posed by Senator Hirono, you
closed with a very intriguing question. You stated, and I think I
am roughly paraphrasing, that it is very dangerous to enact a one-
size-fits-all solution, and it has a potential for a negative impact on
the whole ecosystem of patenting and innovation.

Could you expand on that a little bit as we wait for my senior
Senators?

Mr. JOHNSON. Certainly. You mentioned how important it is for
innovators to get patents that they know that they can enforce, and
many of the provisions that we have talked about today—height-
ened pleading standards, stays of discovery, core discovery limita-
tions, and the like—while they may be appropriate for certain




29

cases—and the troll cases are what people have had in mind—they
may be completely inappropriate in other cases, such as the case
we talked about with Senator Klobuchar, where you have someone
who is suffering competitive harm, where you have extreme needs
to move forward with the case rapidly in order to get the competi-
tive relief that you need.

And there are many other different kinds of cases. I mean, we
have talked about the need, for example, to move the cases expedi-
tiously. Many cases do not turn at all on claim construction issues.
Yes, it is part of what has to be done. But many cases involve
whether the party is already licensed. Or perhaps there is not real-
ly a dispute over liability; the dispute is really over damages. And
the parties, if they move quickly to the damages issue, might be
able to resolve the case. But instead, if you have a one-size-fits-all
approach to patent cases, you end up going down a road you do not
need to go down in order to resolve them.

Senator COONS. Mr. Johnson, I have heard concern, as has Sen-
ator Hirono and Senator Feinstein, from the university in my home
State, from a number of small inventors, and from some very large
players in medical devices and pharmaceuticals who express con-
cern that some of these provisions, while they might be very effec-
tive in ending truly meritless patent troll litigation, which have the
unintended negative consequence of preventing a truly valid patent
holder from protecting their patent rights.

How would you narrow the provisions here in a way that deals
with the behavior that you described in your opening as patent
trolling without preventing those who need the financing to con-
tinue to invest, to continue to innovate, who are genuinely contrib-
uting to the innovation economy without harming them and their
interests?

Mr. JOHNSON. Well, the obvious way to do this is to narrowly
focus the provisions so that they are not going to affect people who
are true innovators, who have meritorious or good-faith claims.
And we have talked about having fee shifting decided at the end
of the case, when you know whether or not it was a frivolous case,
as one approach to that. Other approaches are to look at the kinds
of behavior and recognize who is truly innocent, such as the inno-
cent end users. That is not going to affect basic innovation.

But as to some of the other provisions that start to impinge on
the ability of the patent system to work for innovators, I think we
should be restrained when we look at those. It is important to ev-
eryone in this room and everyone in the country that universities
be able to continue to innovate and rely on the patent system.
Companies, down-the-stream people who take the insights from
universities and invest into turning them into useful medical de-
vices or pharmaceuticals, are the future of health care in this coun-
try. It is what is going to lower the cost of health care and keep
us healthy. We cannot do anything to upset the ecosystem and to
cut off the flow of innovation from the small companies, the start-
ups, the universities, and independent inventors. We have to be
very protective of them.

Senator COONS. Well, thank you, Mr. Johnson. I share that con-
cern that we both meet the very real concerns and threats facing
completely innocent end-user small businesses without causing
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needless harm to what is a very vital and, I think, somewhat frag-
ile ecoystem that is unique and vital to our economy.

I believe next is Senator Blumenthal.

Senator BLUMENTHAL. Thank you, Mr. Chairman.

I think we all approach this subject with a lot of humility be-
cause we know how important it is to American invention, job cre-
ation, and economic growth, but any of us who have been in litiga-
tion for a while also know that frivolous is often in the eye of the
beholder. And one of the extraordinary, distinguishing features of
American democracy is our court system, which gives to everyone
an equal right to be heard and essentially leaves a level playing
field so that everyone has that right to assert the claims that the
law gives to that company or individual without undue burdens.

And so I guess I am wary of overkill. I am wary of unintended
consequences and of limiting rights without knowing what the end
results are going to be. And as each of you knows, because each
of you has been both, I think, the beneficiary and perhaps the de-
fendant in cases where rights are asserted, we have a very impor-
tant obligation here to assure that we do no harm. First of all, do
no harm.

So let me ask you, Mr. Rao, do you see any unintended con-
sequences, any overbreadth here in the legislation either that has
been passed by the House or now before this Committee?

Mr. RA0. Thank you for the question. We agree that the patent
system is complicated, and we do not want to take measures that
go too far, and Adobe certainly believes that the judiciary has an
important role to play in case management. But we do believe it
is also Congress’ responsibility to act when there is a problem, and
I think there is very clear evidence on the record that there is a
problem and something needs to be done.

When we talk about fee shifting, which is one of the places where
people talk about barriers to access, again, I will note that fee
shifting is present in other areas of the law besides patent law.
There is already fee shifting in the patent law. And patent law is,
frankly, unique in how high the burden is to get fees with the word
“exceptional.”

So restoring patent law to mimic some of the other areas of the
law having that fee-shifting standard be similar, I think we can
take some comfort that there are other areas of the law where con-
sumers are regularly being able to file lawsuits. Under the Fair
Debt Collection Practices Act, for example, there is fee shifting. But
they can file it, and they are not concerned about the fee shifting.
And, frankly, they are getting their cases heard because there is
fee shifting, because the damages are low. A contingency fee lawyer
is going to look at the shifting fees and say, “I now have an oppor-
tunity to make some money off of this case.”

So we can take some comfort from other areas of the law and say
fee shifting has not suddenly barred the access to justice from
these plaintiffs, and there is already fee shifting in the patent law.
So I think we do need to act. I think there is a current and real
present problem, and I think fee shifting is a fairly safe way to ad-
dress it. And it certainly goes right to the heart of the economic
problem we have.

Mr. MAKIN. Senator, if I might.
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Senator BLUMENTHAL. Yes.

Mr. MAKIN. The notion of everyone having access to the courts
is great and it is part of the American system, but unfortunately
you have to have money to do that. And small businesses are not
equipped to utilize the current court system in this situation. And
it is really—as we continue to debate the merits of whether we are
going to disenfranchise this community or disenfrachise that com-
munity, we are going to continue to see innocent players hurt—in-
nocent players so hurt that they could actually go out of business
because——

Senator BLUMENTHAL. I understand that innocent players are
hurt by the costs of having to defend what are regarded as frivo-
lous lawsuits, and I think we have a responsibility to impose re-
sponsibility so as to alleviate those costs where they are truly frivo-
lous. But I think that our system also has trusted in the discretion
of courts to dismiss cases. That is part of this democracy as well,
that we accord a great deal of discretion to courts to look to the
merits and see whether, in fact, claims, valid claims are stated
under the law. That is the standard.

And so I think that, you know, I am just looking for a limited
solution to the problem that you have very well outlined here.

Mr. Johnson, do you have any additional comments?

Mr. JOHNSON. I do agree with Mr. Rao that fee shifting encour-
ages plaintiffs with meritorious cases to bring their actions and dis-
courages plaintiffs who see their actions as frivolous to withhold
bringing action. And in that sense, I do think it is a good balance,
it is a good shift.

But I would point out that the proposals that have been made
so far are far from the English rule of automatic fee shifting. There
is some question, given the limitations relating to whether the de-
fense—or the claim was substantially justified or whether there
was undue hardship as to how often fees actually will be shifted.

Senator BLUMENTHAL. Thank you. My time has expired, but I
want to thank each of you, and I would personally join a number
of my colleagues in seeking some additional perspectives. And I
think your thoughts and observations have been very illuminating.
I think that the Committee would benefit by hearing perhaps some
additional views as well, and thank you, Mr. Chairman.

Senator COONS. Thank you, Senator Blumenthal. I share your
concerns about the need for some additional voices.

Senator Durbin.

Senator DURBIN. Thank you, Mr. Chairman. I thank the panel
for your patience. I stepped out for a moment, but I was here for
some earlier testimony.

It strikes me when we try to take the high-altitude long view of
this, we are talking about access to our government, in this case
access to the court system—a concern that we share at the legisla-
tive level when people argue that, “Unless I can hire a lobbyist, I
do not have access to Congress. How do I petition for redress of
grievances?” The same question could be raised, of course, on the
executive branch.

And so I start with some skepticism when the premise is to re-
duce the access to the judicial system. And in this case, Mr. John-
son, I want to make certain that you and I are on the same page
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here, or at least understand the terms similarly. We are shifting
the presumption, are we not, when it comes to this question of fee
shifting? Currently, as I understand it—you are a practitioner and
I am an observer for the most part here. Currently, if I want to
prove up attorneys’ fees, I have got to come up with this excep-
tional test, which, as you mentioned, is going to be brought before
the Supreme Court. As I understand the Goodlatte, Cornyn, and
Hatch provisions, the presumption shifts and says that I have to
prove as the party who is being asked to pay, losing party paying,
I have to prove, as you mentioned here, reasonable justification
under law or fact and special circumstances that make the award
unjust. There is a shift of presumption, is there not?

Mr. JOHNSON. You understand it absolutely correctly. That is
what is happening.

Senator DURBIN. So since the trolls are not represented on this
panel, perhaps on a later panel, but I want to try to raise the point
that I have been told by people in Illinois, that when you think of
the mendacious, meddlesome lawsuits that cost money and take
time and are unfair and so forth, the complaints that I have re-
ceived about this loser-pays fee shifting have not come from cat-
egories that I consider to be adequately described that way.

For example, I received a letter yesterday from Northwestern
University, the University of Chicago, and the University of Illinois
saying that fee-shifting provisions in the Goodlatte bill would “cre-
ate a powerful disincentive for universities to enforce their patent
rights.” The argument, I believe, is that you need pretty deep pock-
ets to live under this new system, fee-shifting system, because you
may end up, if it does not turn out your way, holding a pretty big
bag of obligations. Is that true?

Mr. JOoHNSON. Well, I am surprised they feel quite as strongly
about it because they have many litigations, and generally if you
see yourself as bringing meritorious cases, you are going to come
out above instead of below the line in the end. But I would think
in terms of access to the courts they would be much more con-
cerned about the possibility of having to post bonds under some of
the proposals because bonding is extremely expensive and in some
of the proposals would be required in every case without any show-
ing at all that there was anything wrong with the claim that was
being brought. And if you take a small business or a university, the
cost of a bond can be the full amount of the bond plus additional
charges on top, which will have to either be posted or assets will
have to be frozen in order to satisfy the bond. So that to me is a
much bigger issue in terms of access to the courts than the fee-
shifting issue.

Senator DURBIN. Understood. This is clearly high-stakes legal
poker when we are talking about this. But in addition to the uni-
versities, many small start-ups and independent investors have
come in with the same worry about fee shifting.

I would like to address the change in discovery that has been
proposed in the House bill and Senator Cornyn’s bill, because the
argument comes from Illinois Tool Works—and you may be famil-
iar with the company—a large manufacturing employer in my
State. They are concerned about this provision and urge that it not
be included in the Senate bill. The letter that they sent me said
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this provision would unnecessarily increase the cost of litigation
when you limit the discovery to meet the Markman ruling,
Markman test, between competitors where the issues can be easily
defined or where the defendant can prove through discovery that
no infringement occurred.

Mr. Johnson and anyone else on the panel, do you agree with
this company’s conclusion that this stay of discovery provision
could have the effect of prolonging litigation and making it even
more expensive?

Mr. JOHNSON. Yes, it will in every case.

Senator DURBIN. Is there anyone who disagrees?

Mr. RAo. We do. We actually think that Markman is something
that is part of every case, and so everybody has to reach this point.
And we also have found—and I think it is fairly common—that
once the parties agree what the patent is about, then there are a
lot of cases that end at that point because now we know what the
patent holder thinks, what the court thinks the patent is, and now
the patent—either the plaintiff or the defendant is in a better posi-
tion and cases go away. We had a case recently where we had
Markman, we had a good ruling in our favor, so the plaintiff stipu-
lated non-infringement. The case was over. They appealed it. And
the case just ended right there.

So we actually think in a lot of cases it will actually shorten
time, because you get to the merits of what is the patent about.
And then once you know what the patent is about, it also reduces
the cost of discovery because now discovery can be focused on the
particular infringement theory that fits this claim construction.

Senator DURBIN. So I am just going to close by recalling some
words from law school. I believe the goal is to create a chilling ef-
fect on trolls who are misusing and abusing the system. It seems
to me that it goes too far and it reaches into possibly meritorious
cases that would be discouraged if not stopped by these rules that
are really put in place to try to deal with the exceptions rather
than the rule.

Thank you, Mr. Chairman.

Senator COONS. Thank you very much for your questions, Sen-
ator Durbin.

I believe next in the first round of questions is Senator Schumer.

Senator SCHUMER. Thank you. And first let me thank you, Mr.
Chairman, and the previous Chairman in this hearing for holding
the panel for me, and that it benefited both Senators Blumenthal
and Durbin, who came in as well. So thanks. And I want to thank
Chairman Leahy for his hard work on these issues and convening
the hearing, and our witnesses for being here today.

I have been very concerned about the problem of patent trolls for
years, and I think it comes down to two problems: one, there are
poor-quality patents out there being abused, and most businesses,
especially small businesses, cannot afford to lay out the legal costs
to see if they can win.

Another way to put it is this: Getting hit with a patent lawsuit
is like being forced onto a highway that has only two exits, both
of which exact a high toll. You can pay the plaintiff either as a set-
tlement or in licensing fees, or you pay your lawyers to litigate the
case and hopefully win. And we all know that patent litigation
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costs a fortune. It is often marginally cheaper and certainly less
risky for a defendant to pay up front and make the case go away.
So it is no surprise that the patent trolls take advantage of this,
and there is a cottage industry of patent trolls now.

This is particularly galling when patents that are being used to
sue are of poor quality to Dbegin with. A recent
PricewaterhouseCoopers study noted that patent trolls lose 85 per-
cent of the time when they assert business method or software pat-
ents. But we never see that most of the time because small busi-
nesses cannot afford to call the trolls on their bluff because of the
high cost of litigation. Eighty-five percent are not good patents.
That is outrageous.

My concern over this issue is why I fought to have Section 18,
the Schumer-Kyl Covered Business Method Patent Program, in-
cluded in the America Invents Act, and the CBM has worked. Ev-
eryone agrees it has worked. It has provided a cost-effective admin-
istrative review for the types of poor-quality patents that cover in-
tangible methods of doing business. The existing review program
under Section 18 has only been operational for about a year. It is
working well and as intended. Nearly 100 requests for review have
been made with the PTO, and the cases are proceeding smoothly.

So the CBM provides a cost-effective off-ramp from the patent
litigation highway. That is why I introduced the Patent Quality Im-
provement Act earlier this year to expand it and make it available
to all poor-quality business method patents, not simply those that
read on financial products or services. We need to make it perma-
nent.

The expansion of Section 18 is especially important for small
businesses who cannot afford to engage in lengthy litigation in
hopes of prevailing.

For any business that actually has been sued, it provides a
cheaper exit strategy. More broadly, the very existence of this off-
ramp discourages patent trolls from suing using invalid patents. If
a troll knows he can no longer trap a defendant in expensive litiga-
tion, his interest in the suit will diminish.

At the end of the day, if we do not address the fundamental prob-
lem of patent quality, trolls continue to abuse poor-quality patents,
and we will be right back having the same debate. A patent reform
bill that does not address patent quality is like treating the symp-
toms instead of the disease.

I understand my proposal is not without detractors, but if anyone
thinks they have valid patents, they should not be afraid of a pre-
liminary proceeding. The only people who are afraid of this know
their patents are invalid. And it is really a shame that those who
believe in valid patents are so strongly defending the invalid pat-
ents as well. I find that appalling, frankly.

So let me ask a few questions of our witnesses. I do not have too
much time left.

Mr. Makin, I was pleased to see an endorsement of the CBM ex-
pansion in your testimony. I would like you to explain why it is
helpful for businesses like those—like your members to have it.
And, Mr. Dwyer, credit unions are exactly the type of small busi-
nesses the CBM program is intended to help. Do you agree that
making it more widely accessible would be a useful tool in your
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fights against patent trolls? Mr. Dwyer first, then Mr. Makin, and
that is my final question.

Mr. DWYER. Senator, first of all, thank you for your efforts in
providing both credit unions and banks the Section 18 tool that you
described. It is very effective in providing financial institutions a
way of, as you said, addressing the validity of the patents early on,
and it is a tool that we all appreciate. We do not take a position,
as I speak for CUNA, in the expansion of it. It is really not a posi-
tion that we are involved in.

Senator SCHUMER. Mr. Makin.

Mr. MAKIN. Thank you, Senator Schumer. Obviously we applaud
your fortitude on this issue. It is not a politically popular position,
but we think it is the right position. You are exactly right that
small businesses in America are being held hostage by the patent
trolls who count on leveraging fear and the fear of the litigation
system to their benefit. They want people to settle. They want the
low-hanging fruit. They want to intimidate people.

Senator, Tony Soprano has nothing on these patent trolls. They
are thugs and reprehensible entities. And for us to just debate the
merits of very esoteric patent legislation when real people in this
country are hurting through no legitimate fault of their own, it is
un-American and it is wrong.

And so we do need to have off-ramps, to use your eloquent words,
to be able to get out of that system. We want to avoid litigation
at all costs. Small companies, printers, you name it, they are not
interested in going into litigation. They are afraid. So all these
measures after the fact of fees, et cetera, are too late. We have al-
ready seen the problem.

Senator SCHUMER. We have seen in New York many high-tech
businesses put out of business by illegitimate patent trolls, new
start-up businesses. We have also seen companies that will not
even start up because they know they will be pounced upon by
these patent trolls, and a new business that is just starting up can-
not afford to hire the lawyers. And I have to say, a lot of companies
I work with in New York, they are protecting their own patents.
But it is really wrong for them to say, “I want my protection to be
so complete and so great that I am going to allow the patent trolls
to continue.” I find it disgraceful. Disgraceful. Because this is hurt-
ing start-up businesses, high-tech businesses, the future of Amer-
ica. It is the little people who cannot afford the suits.

Mr. MAKIN. Right.

Senator SCHUMER. The future of America. So your words were
very strong, Mr. Makin.

Mr. MAKIN. Thank you.

Senator SCHUMER. I tend to think they were appropriate in this
particular case, and I would urge those larger companies, those
large universities that have the ability and have counsel on their
staff to look at this carefully for the good of the country. It does
not hurt you to go to court. It hurts the small businesses that are
represented here. And, again, in New York, when you ask our high-
tech businesses, our booming high-tech businesses, what is their
number one problem, it is probably getting good people. That is
why we need an immigration bill. Their number two problem is the
patent trolls. Seriously.
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Thank you, Mr. Chairman. Sorry I went on. I feel really strongly
about this issue.

Senator COONS. Senator Lee has got a second question.

Senator LEE. Thank you very much, Mr. Chairman.

First of all, I would like to ask Mr. Rao and Mr. Johnson if they
would like to respond to the argument that we need to expand
CBM and also, secondarily, whether that impacts, whether that
lessens the need for patent litigation reform like fee shifting or
anything else.

Mr. Rao. I will go first. So I do think that CBM, the Covered
Business Method Patent Program, was sort of referred to as an off-
ramp, but it is still expensive. You still have to hire a lawyer to
prepare the petition. You still have to spend hundreds of thousands
of dollars to go through the process. So it is not a free process. It
is not a solution for small businesses to say, “I can avoid a patent
troll litigation without spending any money.” And typically people
are only going to file this while they are in litigation. No one is
going to incur this cost, especially not small businesses, just be-
cause they got a letter. They are going to incur this cost if they
have been sued. So they are already in the mix once this has hap-
pened, and that is why we think the other provisions are much
more important because they are a disincentive and a disruption
to the business model. Fee shifting is a disruption to the business
model, and without that disruption, these acts are going to con-
tinue.

And I think Senator Klobuchar’s example of the medical device
patent troll is another example of you may take away a particular
field from the patent troll, but if you do not disrupt the business
model, they are just going to move to another place that is not cov-
ered and then flourish there.

So we really need to address the economics as opposed to just
this one particular issue.

Senator LEE. Mr. Johnson, do you concur with that?

Mr. JOHNSON. The covered business method patent provision is
a transitional program that was put into the America Invents Act
because of a very small class of patents that was perceived to have
quality problems, having been issued after the State Street Bank
decision and before In re Bilski cabined down the number—the
type of patents. And therefore, it’s titled a transition program, it
was designed to sunset, and it was designed to address a very nar-
row slice of financial services business method patents, and the leg-
islative history on that is very clear.

The rest of the AIA puts in overarching post-grant proceedings,
the post-grant reviews and the inter partes reviews that are avail-
able for all patents, in the case of inter partes reviews for the life
of the patents.

Senator LEE. And do any of those reforms obviate the need for
any of the reforms we are discussing today?

Mr. JOHNSON. No. The reforms that we have recommended as-
sume that those programs will stay in place and that they will be
part of the solution going forward, but that more is needed.

Senator LEE. Thank you. And, Mr. Rao, how do you respond to
the argument that access to justice will be limited? You know,
whether it is Brigham Young University or some other university
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or some other entity or individual who wants to sue, do they still
have access to justice? And how do you respond to this point that
thej?r access to justice will be unfairly, unjustly limited by fee shift-
ing?

Mr. Rao. I think we have discussed the issues around how fee
shifting can actually help plaintiffs have access to justice because
with the ability to get fees from the defendant, they are going to
be able to retain contingency fee lawyers who are going to be able
to take the fees in case the damages are low. So I think the point
we have not, maybe, discussed as much—Mr. Johnson did touch on
it—is why the fee-shifting standard is not a burden for the univer-
sities. And, again, the fee-shifting statutes that we have been dis-
cussing all have this provision that says if you have got a substan-
tially justified position, the fees are not going to shift. The court
has discretion to not shift the fees. And if your university—Adobe
collaborates with a lot of universities. A lot of the technologies that
enter into our products like Photoshop are the result of university
collaborations. We license patents from universities. These are
high-quality patents. I do not really feel that they should be the
ones who are worrying about meeting this bar. This bar is fairly
low. And it seems to us that the universities are going to be able
to meet it.

Senator LEE. With regard to some of the pleading requirements
and the filing requirements that we have talked about, aren’t we
really talking about infringement here? In a real property context,
if somebody infringed your property, you would want to identify the
metes and bounds of the property alleged to have been infringed.
Isn’t that all we are doing here? And wouldn’t it be unwise for us
not to require that kind of metes and bounds description?

Mr. RAo. Absolutely. We do believe that the heightened pleading
requirement that we have been discussing is merely setting forth
the basic information that we think they should know anyway, any
patent holder has to know anyway, in order to satisfy the federal
rules. They need to know this information. Unfortunately they are
not required to disclose this information today, and so this height-
ened pleading requirement will force them to say what the patent
is, who they are, is there a real party of interest. They have to say
what product is being accused, and, amazingly, today they do not
have to say what product is being accused. And they have to allege
a theory of infringement, which is very helpful for the defendant
to understand why they think the product is being infringed.

So these are the basic requirements that we think should be part
of every patent case, and very similar to the real property concerns
that you mentioned.

Senator LEE. Thank you. I see my time has expired. Thank you,
Chairman.

Senator COONS. Thank you, Senator Lee.

Senator Whitehouse.

Senator WHITEHOUSE. Thank you, Chairman.

Rhode Island is facing this same problem. Darrell Ross is the
CEO of Ross-Simons, which is a big retailer of jewelry. He writes
that “At Ross-Simons, we have been the target of a number of
these frivolous patent troll threat letters and lawsuits, faced with
years of expensive litigation versus paying a license fee. We often
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settle even though we believe the underlying patent is of highly du-
bious quality. This is extremely frustrating and diverts capital that
could otherwise be used to invest in our business, to create jobs,
refurbish stores, and better serve our customers.”

We have a start-up accelerator named Betaspring, and Allan
Tear, who is its founder, states “Small businesses, like the tech
start-ups we work with, are forced to settle these challenges out of
court as they lack the financial resources necessary to fight back
against patent troll’s frivolous infringement claims. That is billions
of dollars every year that could go toward developing innovative
new products and services that is instead going to patent trolls.”

David Baeder is the founder and CEO of a Cranston-based mes-
saging technology and communications company called Alert Solu-
tions. He says, “Alert Solutions has received a number of threat let-
ters from patent trolls claiming infringements related to things as
basic as sending emails and faxes.”

And I could go on. We have industry leaders like Charlie Kroll
and Kathy Shields who have written about this in the Providence
Business News. We have a good Providence Journal commentary on
this by Rhode Island business advocates Michael Beckerman and
Paul DeRoche. And I would ask unanimous consent that letters of
support from the Greater Providence and Newport County Cham-
bers of Commerce be added to the record.

Senator COONS. Without objection.

[The letters appear as submissions for the record.]

Senator WHITEHOUSE. I raise all that to say that, you know, I
think Rhode Island is very much with you and attentive to these
concerns. But I would humbly suggest some advice to you, and that
is that, first off, you have a pearl beyond price. You have a bill that
the House has passed. The House has not been very effective at
passing legislation recently, unless it is the 42nd repeal of
Obamacare, as you may have noticed. So being able to get a bill
through the House is very significant.

You now need to get a bill through the Senate, and it will then
go to conference with the House bill, and that conference will be
a very important conference. You do not want to vindicate your ire
at the deplorable conduct of these patent trolls at the expense of
getting a bill through the Senate, because you do not get to con-
ference if you do not get that. So be as flexible as you can be to
get a bill through the Senate that can then get you into conference
with the House.

And do bear in mind, as you face these choices, that there are
very strong interests here in Washington that have very strong ul-
terior motives to try to knock down and diminish the civil justice
system as much as they can because, frankly, big corporations do
not like being sued. They like coming to the branches of govern-
ment where they have greased them with campaign contributions
and lots of lobbyists and super PAC threats and all that good stuff.
They do not like getting in front of a civil jury, for instance, where
if you try to tamper with them, it is a crime and where they have
to stand equal before the law with ordinary mortals.

So beware of pushing or being pushed too far into that fight.
That is not a fight you need to have. You need to get a bill through
the Senate that gets you into conference with the House. And then
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the conferees, I think, can work on sensible legislation that will
help get after these patent trolls while protecting the innocent ga-
rage inventor who is still, I think, at the heart of all of your con-
cerns. It is not any of your desire, as I understand it, to roll over
the garage inventor who has a legitimate claim but no resources,
really, to defend it with. So for what it is worth, Mr. Chairman,
those are my hopes for progress going forward.

Senator COONS. Thank you very much, Senator Whitehouse, and
thank you very much to the four members of our first panel. This
has been a broad and rich and informative conversation, and I look
forward to our second panel, which also includes a wide range of
practitioners. I think a number of us have expressed concerns that
we still want to hear from, at some future hearing, representatives
of universities and small inventors, but I look forward to the sec-
ond panel and we will thank the first panel.

Senator COONS. Ladies and gentlemen, I would like to continue
this hearing and proceed to the second panel, if we might. Folks,
if we could have order in the room, please, so we could proceed
with the second panel of this hearing.

Let me briefly introduce our next three witnesses and then ask
you to proceed in series to your opening statements.

First, Dr. Steve Bossone is the vice president for intellectual
property at the biotech company Alnylam in Cambridge, Massachu-
setts, and you will correct my pronunciation if that was wrong, Dr.
Bossone. Dr. Bossone has unique experience on this panel as he
has worked both as a lawyer and a scientist in the field of bio-
technology. He joined Alnylam in 2010 and previously was senior
patent attorney at Shire. He began his career at Millennium Bio-
therapeutics, where he worked as a scientist in oncology. Dr.
Bossone received his doctorate from SUNY Stony Brook and law
degree from Suffolk. Thank you for joining us today.

Mr. Harry Wolin is senior VP and general counsel for AMD, Ad-
vanced Micro Devices. He joined AMD in 2000 and served as VP
for intellectual property before he became general counsel in 2003.
Prior to joining AMD, he spent 12 years at Motorola. Mr. Wolin
also serves on the Board of Governors of LifeWorks, one of the larg-
est nonprofit organizations in the Austin, Texas, area. He received
his undergraduate degree from the University of Arizona and his
law degree from Arizona State. Thank you for joining us, Mr.
Wolin.

And Mr. Dickinson, the Honorable Q. Todd Dickinson, is the ex-
ecutive director of the AIPLA. Mr. Dickinson also has extensive ex-
perience in the intellectual property field, having served as Under
Secretary of Commerce and Director of the Patent and Trademark
Office. Mr. Dickinson has served as vice chair of the Intellectual
Property Law Section of the American Bar Association and on the
executive committee of the Intellectual Property Owners Associa-
tion. He received his bachelor’s degree from Allegheny and law de-
gree from the University of Pittsburgh.

Gentlemen, thank you so much for joining us. If I might invite
you to make your opening statements first, Dr. Bossone.
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STATEMENT OF STEVE BOSSONE, PH.D., VICE PRESIDENT, IN-
TELLECTUAL PROPERTY, ALNYLAM PHARMACEUTICALS,
CAMBRIDGE, MASSACHUSETTS

Mr. BOSSONE. Senator Coons, Members of the Judiciary Com-
mittee, thank you for inviting me today to testify on the subject of
protecting small businesses and promoting innovation through fur-
ther patent reform.

By way of personal introduction, I am vice president of intellec-
tual property at Alnylam Pharmaceuticals in Cambridge. I am a
registered patent attorney and have a Ph.D. in experimental biol-
ogy and over 18 years’ experience in the biotech field, both as a
bench scientist and as a lawyer. While I speak today on behalf of
Alnylam, my views are informed by the shared corporate experi-
ence of many of my colleagues in the biotech industry from compa-
nies both large and small.

Alnylam is an innovator company. We actively practice our intel-
lectual property to develop cutting-edge medicines for patients suf-
fering from diseases such as liver cancer, heart disease, and many
other serious conditions.

My emphasis today is going to be on the collateral impact of
pending legislation on investment-intensive innovation, especially
in the life sciences sector. And to start, I would like to share with
you three things my experience has taught me relevant to today’s
hearing.

First, the interplay or, as some have termed it, the “innovative
ecosystem” of university research, technology transfer to the pri-
vate sector, venture capital funding, and industry collaborations,
all contributing to drug development, is a lengthy, expensive, and
high-risk enterprise.

Second, changes that create uncertainty about the strength and
enforceability of patents threaten to perturb this interplay and the
jobs created by hundreds, if not thousands, of companies such as
ours.

And, third, this perturbation has real health care consequences,
namely, patients, caregivers, and families who are affected by life-
threatening and debilitating illnesses and are counting on these
partnerships to produce the next wave of cures and therapies for
so many currently unmet medical needs. Let us not ignore them in
this debate over patent litigation reform.

So I am here today not to defend or attack the abusive patent
enforcement practices of the so-called patent trolls. I am here today
because I am concerned that many of the proponents of patent liti-
gation reform, in their well-intentioned efforts to curb objectionable
patent enforcement practices, are clamoring to remake the patent
litigation system in fundamental and untested ways while insuffi-
cient consideration is given to the impact of these changes on the
vast majority of those companies like Alnylam who engage in legiti-
mate and good-faith patent licensing and enforcement.

I am also concerned that several of the pending bills threaten to
selectively strip the courts in patent cases of the discretion to allow
legitimate cases to proceed unencumbered by needless and some-
times senseless procedural obstacles. These concerns are especially
acute for fields such as biotech, which is largely made up of small
investment-intensive businesses like Alnylam that are at the cut-
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ting edge of innovation in America. We are particularly concerned
with several of the pending litigation provisions such as routine
delays of discovery until claim construction hearings have taken
place, excessive pleading requirements, and the byzantine, overly
broad joinder and fee-shifting provisions. These and other pro-
posals routinely and indiscriminately increase cost, risk, and delay
for all the patent owners and licensees who must protect and en-
force their patents, and cause serious harm, especially to the life
sciences innovators.

We do believe, on the other hand, that willing manufacturers
should be better enabled to step in and relief infringement litiga-
tion pressure on their small business customers and end users. But
the scope of such a provision needs to be carefully tailored to avoid
allowing such manufacturers to deflect their own liability to their
parts suppliers, for example.

As the Committee assesses the impact of such proposals on the
life sciences sector, I ask that you consider the views submitted by
our research partners in academia as well as the views of the ven-
ture capital community, without whom many inventions would
never be developed into life-saving products.

We are all united in supporting targeted reforms that will protect
all of us from unscrupulous patent assertion activities. But we also
firmly believe that if we do not go about such reforms in the right
way, the long-term costs to the entire innovation sector and overall
American job creation will be far greater than any short-term bene-
fits that might accrue primarily to large companies in one or two
sectors of our economy.

I commend Chairman Leahy for holding this hearing with a vari-
ety of stakeholder perspectives. I urge the Committee and the full
Senate to proceed thoughtfully in this complex area and to focus
on those reforms that would clearly target abusive behavior with-
out undermining the ability of small investment-intensive busi-
nesses to rely on the enforceability of their key business assets—
their patents.

I appreciate your attention to our concerns and am happy to take
any questions. And I also would like to ask that a letter from the
Biotechnology Industry Organization dated December 3, 2012, be
made part of the hearing record.

Thank you very much.

[The prepared statement of Mr. Bossone appears as a submission
for the record.]

Senator COONS. Thank you, Dr. Bossone. The letter will be made
a part of the record, without objection.

Mr. BosSONE. Thank you.

Senator COONS. Mr. Wolin.

STATEMENT OF HARRY A. WOLIN, SENIOR VICE PRESIDENT,
GENERAL COUNSEL AND SECRETARY, ADVANCED MICRO
DEVICES, INC., AUSTIN, TEXAS

Mr. WoLIN. Thank you, Mr. Chairman.

Mr. Chairman and Members of the Committee, thank you for the
opportunity to share information about abuses plaguing the U.S.
patent system and the significant harm they are causing to U.S.
companies and the U.S. economy. I am the senior vice president,
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general counsel, and secretary of AMD. I am also a registered pat-
ent attorney and spent the last 25 years working for technology
companies on IP protection, licensing, and enforcement. AMD has
been both a plaintiff and a defendant in patent litigation matters,
and I share that perspective in my testimony today.

AMD is a semiconductor company headquartered in Silicon Val-
ley. We design technology that powers personal computers, some of
the U.S. Government’s most powerful supercomputers, and game
consoles like the new Microsoft Xbox One and Sony Playstation 4.

AMD invests approximately 20 percent of our annual revenues
on research and development activities, and we have built a large
patent portfolio that represents an investment of many billions of
dollars. AMD’s business depends on our ability to vigorously pro-
tect our IP.

Each year, AMD is forced to spend millions of dollars to defend
against patent infringement allegations that are often completely
unfounded. Every dollar we spend to defend against a frivolous
claim reduces the number of jobs we can create or we can retain.
In my written testimony, I have provided two examples of lawsuits
faced by AMD that demonstrate the cost, harm, and disruption
that patent litigation abuses impose. These cases demonstrate that
defending against frivolous patent cases is very expensive and that
discovery is often used as a weapon to drive up costs in approach-
ing an often meritless settlement.

The courts do not have the tools needed to address these prob-
lems, and without legislative reform, the current abuses will con-
tinue. We are encouraged by the legislation introduced by Senators
Leahy and Lee which will increase transparency by shedding light
on the patent marketplace and curb the abusive practice of mass
mailing frivolous demand letters in the hope of securing settle-
ments from unsuspecting victims.

These provisions alone, however, are insufficient to address wide-
spread abuses plaguing our patent system. We urge the Committee
to include the heightened pleading, discovery reform, and fee-shift-
ing provisions, such as those found in the bill cosponsored by Sen-
ators Cornyn and Grassley. We note that these provisions are in-
cluded in the Innovation Act, which was overwhelmingly passed by
the House earlier this month. This was an encouraging show of bi-
partisan support, and the bill also has the support of the White
House.

First, heightened pleading requirements will require a plaintiff
to allege patent infringement with specificity, identifying the par-
ticular products at issue and the plaintiff’s reason for believing that
these products infringe. This provision will require the plaintiffs to
do their homework before subjecting a defendant to millions of dol-
lars in attorneys’ fees and expenses, reducing the number of frivo-
lous lawsuits clogging our courts, and without placing an unreason-
able burden on legitimate plaintiffs of any size.

Second, discovery reforms will reduce the cost and the efficiency
of discovery in patent cases—I am sorry—and improve the effi-
ciency. Discovery cost shifting will dramatically reduce a litigant’s
ability to use discovery as a tool to increase an opponent’s cost. The
discovery staging proposals are even more important to reduce cost
and inefficiency because a claim construction order will often sim-
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plify the disputed issues. This makes it clear what discovery is nec-
essary.

Third, attorney fee shifting will provide a particularly strong de-
terrent to frivolous patent suits. Today many patent assertion enti-
ties have little risk in litigating meritless claims. A defendant,
however, is almost always assured of high litigation costs. The risk-
reward imbalance results in uneven bargaining power, which is
often used to unfairly extract settlements. This imbalance can be
corrected by enacting legislation that awards attorneys’ fees and
expenses to the prevailing party when the losing party does not
have a justified position. This provision will have no effect on legiti-
mate plaintiffs who justifiably pursue their claims.

Finally, I urge the Committee to act quickly. Unwarranted pat-
ent litigation acts to the detriment of U.S. companies of all sizes
as well as to consumers and the U.S. economy.

[The prepared statement of Mr. Wolin appears as a submission
for the record.]

Senator COONS. Thank you, Mr. Wolin.

Mr. Dickinson.

STATEMENT OF THE HONORABLE Q. TODD DICKINSON, EXEC-
UTIVE DIRECTOR, AMERICAN INTELLECTUAL PROPERTY
LAW ASSOCIATION, AND FORMER UNDER SECRETARY FOR
INTELLECTUAL PROPERTY AND DIRECTOR, U.S. PATENT
AND TRADEMARK OFFICE, ARLINGTON, VIRGINIA

Mr. DICKINSON. Senator Coons and distinguished Members of the
Judiciary Committee, on behalf of the American IP Law Associa-
tion, I would like to thank you for the opportunity to present our
views today.

Founded 116 years ago as the American Patent Law Association,
and with 15,000 members, we believe that AIPLA brings a unique
perspective to the questions before this Committee. We are law-
yers, we are judges, we are law professors and patent examiners,
and our members represent a diverse spectrum of policy and p ke
issues.

Accordingly, when we as an organization develop our positions,
we try to achieve a necessary consensus, and to do that we must
strive to find not what is right for this entity or that technology,
but hopefully what will achieve the best outcome for the intellec-
tual property system as a whole.

Also, as you noted in your introduction, prior to becoming the ex-
ecutive director, I was also the Under Secretary of Commerce for
IP and the Director of the USPTO, and so I come here today to ad-
dress these issues with the benefit of those perspectives.

We once again find ourselves discussing the issue of the behavior
of certain patent owners, and as far back as 2005, we came before
you to testify on this same broad question. Someone who owns a
patent was using the procedures of patent litigation in an infringe-
ment dispute with another party, often in a high-tech field. The
specific litigation issues then were different. Injunctive relief and
damages were on the table then, but the charge was the same: that
the state of these legal issues at the time gave too much power to
the patent owner in settlement discussions.
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You will recall that we spent almost six years together debating,
tinkering with language, trying to find good compromises. You did
that. We did that together. We found collectively broad support,
and the Senate passed the Leahy-Smith America Invents Act,
which we at AIPLA were proud to support.

So what brings us back here today only two years later? Well,
a key aspect of that business has changed. It has been addressed
many times today. Before, it was primarily large aggregators going
after large businesses. Now you have this phenomenon of wide-
spread distribution of demand letters to small end users with little
experience with the system and less resources. Vaguely worded,
i)verthreatening, and very persistent are the folks who send these
etters.

We believe that this is a significant and corrosive problem, not
only for those on the receiving end but one that undermines the
American public’s confidence in the patent system as a whole. We
also believe, however, that it is a focus problem that we should deal
with in a focused way. Fortunately many of the provisions of S.
1720 hone in on this problem in just that way.

So in that light, let me turn to our broader recommendations
today.

First, I was very pleased to hear Senator Feinstein address the—
and I would be very remiss as a past Director of the USPTO if I
did not address the question of funding for the PTO, sustainable
funding. No issue is more important to the quality of patents over-
all and to solving the issues that come before us today than solving
that problem. You all, we all thought that that problem was solved
in the ATA. We thought we put it to bed. And less than two years
later, the problem came back again, this time in sequestration. We
have to solve this problem. The stakeholders need it and the sys-
tem needs it.

But, first, to other issues, we find that we feel it is important to
let the reforms of the AIA have a chance to do their work. As we
said, one of the major reforms to deal with the troll issue was the
expansion of the post-grant processes in the PTO. These were in-
tended to create alternative means to improve the quality or chal-
lenge the validity of patents in lower-cost, expedited proceedings.
Now, these various post-grant processes have only recently come
online. There has only been one CBM case proceeding to comple-
tion, and the first PGR case was just filed. Early indications are
that these procedures are working as they were intended, and as
a former Director of the USPTO, I urge you to let the PTO proc-
esses play forward before we consider changing them or instituting
other options. We do not know where this is all going to lead. It
is too soon to start experimenting again.

Second, the courts continue to understand and deal with the
problems of reform as they did during the debates on the AIA.
Back then, on litigation after litigation issue, whether it was in-
junctions or damages or willfulness or venue or obviousness, they
reformed surgically and deliberately. And this continues, as has
been pointed out. Just this term, the Supreme Court will take up
the issue of fee shifting. AIPLA has filed amicus briefs in both
those cases, and we have advocated a more aggressive approach in
the awarding of such fees.
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On the procedural side, the dJudicial Conference, the body
charged by statute with promulgating procedural rules, has gotten
the message, and they have begun to draft rules which will govern
patent trials more uniformly.

Third, more reliable data is needed to understand the nature and
scope of the problem. For example, a lot of early studies came out
that suggested big increases in patent litigation were due to patent
assertion entities. Recently, however, more empirically based stud-
ies suggest that any increase is due to other causes, in particular
the unintended consequences of the joinder provisions of the AIA.

Finally, and most importantly, we need to remember that some
of these proposals apply to all patent holders, not just the bad ac-
tors, and we need to assure that attempted solutions are not so
broad that they have unintended consequences.

I was going to turn to some of the provisions of 1720, but I see
the time is running out, and so I will let my written statement
speak for itself. But let me address specifically, however, the one
issue that I touched on, and that is, bad-faith demand letters.

We believe this is primarily a consumer fraud issue and it is best
dealt with by those traditionally tasked with combating it, such as
the FTC and the State Attorneys General. And we urge you to con-
sider the fact that those entities have dealt with these as consumer
fraud and are to be charged with doing it again. However, care is
needed, however, to make sure that the proposals do not impede
legitimate licensing activities.

Excuse me, Mr. Chairman.

As a Time Magazine poll recently noted, our patent system is the
envy of the world and the gold standard of protection. Forty per-
cent of respondents, more than four times the next closest nation,
viewed the U.S. as the country that does “the best job of protecting
ideas.” We need to remember that the stewards of that system,
when considering changes to it, need to take a sober, careful, and
empirical view of the concerns at hand and deliver a measured and
appropriate response.

Thank you, Mr. Chairman.

[The prepared statement of Mr. Dickinson appears as a submis-
sion for the record.]

Senator COONs. Thank you very much, Mr. Dickinson. And I take
to heart, given the breadth and the character of the organization
you represent and its unique role in America’s intellectual property
system, the charge for us to take a measured and thoughtful re-
view here and to focus in our potential solutions.

You have suggested that it is too early for us to start experi-
menting again, that we took six years to craft the Leahy-Smith
America Invents Act, and that it is just a few years past that, and
that we do not have enough empirical evidence to really draw con-
cise conclusions about what is the scope of the patent troll phe-
{wmenon. And you urged us to find a focused solution to that prob-

em.

Let me support Senator Feinstein’s call for more PTO funding
dealing with the quality of patents and patent issuance by pro-
viding the PTO the resources it so badly needs and richly deserves,
in part by ending diversion, I think should be one of our first prior-
ities.
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But I would be interested if you would speak to the patent qual-
ity improvement programs embedded in the AIA. You briefly ref-
erenced that post-grant review, inter partes review, the CBM tran-
sitional program were all just beginning to work. Given the claims
made in the first panel that this is a widespread terrible problem
that is really affecting small businesses across the country, how
long would you ask them to wait for the AIA to work? Or as you
suggested, do you think there are other consumer fraud-based
mechanisms or the specific provisions that have to do with engag-
ing the FTC in the Leahy-Lee bill that could appropriately deal
with this without causing needless harm?

Mr. DickINSON. Thank you, Mr. Chairman. To go to your first
point, I absolutely believe that the USPTO was given the charter
by the AIA to take up this broad question of improving the quality
of patents, and that is, for example, as the GAO study indicated,
at the heart, at the root in many ways of the troll problem that we
are discussing today.

And so the principal recommendation that came out of the Na-
tional Academy study that started the whole thing back at the turn
of the last century was to have very vibrant, robust post-grant
processes, a post-grant system, which we did not really have.

It comes in two types, and it was the product of a very careful,
very long-discussed negotiation. There is a first part called the
post-grant review, called the first window sometimes. It is a fairly
wide-open process. Almost any grounds can be used during that
process. It comes right after the patent issues, and it allows third
parties to come in and to make the case that the PTO overlooked
something, there was some art they were not aware of, there was
an argument not made, and that office is charged within nine
months of taking care of that.

We urge that most people—we hope that most people will use
that process, and we think there are things built in that would
incent that process. We also, by the way, support the clarification
and a correction of the estoppel provision in that, which we believe
would do the same thing, to try to get people to use that process
early before investments are made, before jobs are created, before
people have relied on those patents down the road.

The second phase is a rework of the traditional re-examination
process, now called inter partes review. It is a somewhat higher
threshold. It relies on traditional factors like the use of patents and
publications, and it is available throughout the life of the patent
as that patent progresses through the system.

The CBM we have significant difficulties with. We think the bet-
ter approach, by far, since that was intended to attack a very, very
narrow slice of patents for a short period of time, the kinds of
things, for example, which Senator Schumer was addressing, can
be best addressed in the IPR system.

Senator COONS. Thank you, Mr. Dickinson.

Dr. Bossone, before my time runs out, if I might, I was interested
in Alnylam and its specific sort of example. This is a company that
is investing a huge amount of money in developing new intellectual
property in inventions that could have a significant impact on
human health and the quality of life. But you have to get investors
to buy into and support your commercialization efforts.
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How would the loser-pay rule or the other provisions, the proce-
dural obstacles that I think you suggested were excessive, if adopt-
ed, how would they impact the balance of power between a start-
up innovator and a larger company if it is infringing your patents?
How would it impact your ability to attract investors and to get the
capital formation that you need to continue to invent and innovate?

Mr. BOSSONE. Senator Coons, you are actually correct. We would
be impacted in a negative way if all of these provisions in these
bills were put in in the aggregate. For instance, in fee shifting, if
we were to enforce our patents and there was the threat that, you
know, considering the vagaries of litigation that we could lose, we
may have to make a hard choice of whether actually to file that
litigation in the first place. I am the one that actually has to go
before the board and justify filing this litigation, knowing that the
cost associated with filing the litigation has to come from some-
place else. So maybe it is a clinical study that we would not be able
to complete.

Now you add the added burden of shifting fees in a case where
I cannot predict whether I am going to win or lose. I think I have
a good case, but the standard that has been proposed, you know,
is the same standard that has been adopted from the Equal Access
to Justice Act where, you know, veterans who have lost benefits
will sue the government and then they will try to get, you know,
the government to pay. And I think in about 30 percent of the
cases the government cannot meet that burden.

So I would have to then say maybe there is a 30-percent chance
that we are going to have to pay if we lose. So that may make a
difference with my being able to assert these patents. If I cannot
assert these patents, what value do they have to a large company?
So if the company knows that I am not going to be able to assert
these patents, what is the incentive for them to actually license
these patents from us?

We have had a great deal of success in offering these patents for
license. We have taken that money, put it into our R&D. We have
accelerated development to a point where our technology was dis-
covered in 1998 in the worm, and a mere six years later, because
of this, you know, intellectual property that we held, using it to at-
tract investors, taking that money, putting it into our business, six
years later we actually had clinical trials in humans. So this would
negatively impact our ability to get this capital that we need.

Senator COONS. Dr. Bossone, just in closing, to summarize, if we
were to adopt all the provisions that are in the House bill—fee
shifting, discovery limitations, customer stays—in your view, for
your company, the ability to the raise the capital to continue with
innovation would be significantly harmed and your ability to assert
your patent rights would be significantly harmed, and those would
be of some significance or consequence, and thus those proposals
might be overreach if that is the way we are trying to stop a class
of baseless demand letters that are really problematic for commer-
cial businesses, retailers, but that are not involved in innovation.
Is that your testimony today?

Mr. BossoNE. That is exactly correct.

Senator COONs. Thank you, Dr. Bossone.

I will turn to Senator Lee.
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Senator LEE. Thank you very much, Mr. Chairman.

Mr. Wolin, I would like to ask you a couple of questions. First
of all, we have heard today some examples of how patent litigation
abuse can negatively impact businesses. But, of course, before we
enact legislation, we need to make sure that there is empirical evi-
dence behind the data to back up the claim that this is a suffi-
ciently significant problem that it warrants action by Congress.

Would you agree with the assertion that there is adequate evi-
dence? And what would you point to as evidence that action by
Congress is warranted here?

Mr. WOLIN. I do believe that action by Congress is warranted,
and I do believe that there is empirical evidence to point that out.
I think if you look at some of the various studies that have been
done, if you look at the one that was mentioned earlier today with
62 percent of all patent litigation cases being brought by patent as-
sertion entities and upwards of 85 percent of those cases that go
to trial end up being losers, I think that is pretty good empirical
evidence that this is a pretty significant toll that is being taken on
U.S. industry and patent defendants as a whole.

From my own personal experience, I see a number of issues. Sig-
nificantly more than 62 percent of the patent litigation that we face
is brought on by patent assertion entities. But what I am proposing
in fixing this problem is something that I would be willing to take
on not only as a defendant but also as a patent plaintiff, as a com-
pany that asserts, you know, its patent’s rights—I will not say a
lot of the time, but it is not rare that we do that.

And so I think the three things that I outlined in my remarks—
the attorney fee shifting, the heightened pleadings, and the dis-
covery reforms—are something that would increase the efficiency of
our patent litigation system and put us in a position to streamline
that patent litigation and get us to a point where it would be much
more manageable with getting rid of some of the spurious cases
that we see today than what we currently have.

Senator LEE. And as someone representing a business that has
a significant patent portfolio, I am assuming that you have got
pretty strong views regarding the importance of intellectual prop-
erty and the need to safeguard it, you know, within the debate that
we are having about patent litigation abuse. I think it is important
for us to keep our focus on bad behaviors within patent litigation
rather than focusing on anything that would tend to minimize or
undermine the rights of property owners of intellectual property in-
terests.

Do you agree that we ought to focus on these bad behaviors in
this debate? And do you think that the legislation we are talking
about today maintains adequately a focus on those bad behaviors?

Mr. WoLIN. I think that it does, because if you looked at the
three things that I mentioned in my last answer and that I pro-
posed in both my opening testimony and in my written testimony,
those are things that are specifically aimed at the bad behaviors
that we are seeing in patent litigation today. So, for example, when
you are in a position when an entity can assert a patent against
you for a nominal fee and put you in a position where it costs mil-
lions of dollars to defend against that often spurious assertion, that
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is, you know, taken well by both the attorney fee shifting as well
as the heightened pleading requirement.

When somebody can assert a patent against you by just saying,
“Your microprocessor infringes,” well, that is equivalent to some-
body telling Ford that their car infringes. They do not say which
car. They do not say what part of the car. They do not say whether
it is the wheels or the steering wheel or the trunk. And you are
left to spend a lot of money to find that out and have to bring to
bear what their case might be and often educate them in doing it.
That is what discovery is for when you get down the line, but it
is not what it is for at the very beginning of the case. When a pat-
ent asserts—when an owner of a patent asserts that, they should
have some definiteness of what they are asserting and what their
reason for believing there is infringement is.

Senator LEE. Thank you very much.

Thank you, Mr. Chairman.

Senator COONS. Thank you, Senator Lee.

Senator Hirono.

Senator HIRONO. Thank you, Mr. Chairman.

In my remarks before I began questioning to the first panel, I did
note that we need to be very careful in proceeding in an area as
complex as patent law, and I mentioned that I would like to hear
from universities and from inventors. And a group that I neglected
to mention that I would like to hear from are the venture capital-
ists, because these are the folks who are providing the early stage
funding for inventors.

Mr. Dickinson, I found it very interesting when you talked about
the focus of this hearing, which is on the bad practices of patent
trolls, and my understanding of what you were saying is that many
of these kinds of behaviors really rise to consumer fraud kinds of
activities that are dealt with both at the federal level and at the
State level, and there are certain State Attorneys General who
have become very aggressive in pursuing these kinds of folks.

So I take it that you would support the FTC authorization lan-
guage that is in the Leahy bill?

Mr. DicKINSON. Thank you, Senator. You are correct in focusing
on that piece of my testimony which we believe is a major issue
and maybe ought to be the focus of a lot of this, which is indeed
the big widespread demand letters that get sent out, oftentimes,
oddly enough, even without filing litigation. The Vermont Attorney
General’s complaint, for example, notes that one of the most egre-
gious sent something like 10,000 letters and never filed a single
lawsuit. And so that literally rises to consumer fraud.

This was similar to about 10, 15 years ago, we had a problem
with invention promotion firms, when people would go after small
inventors and say, “We will give you a patent and promote your
patent,” and that was fraudulent. And the FTC and the State At-
torneys General went after those folks. We think they can do that
again.

The question of whether or not the FTC needs additional author-
ity or not, I think, is one that is open to debate. The FTC has got
a study they have just initiated now, and I think that study will
shed a lot more light on that question. And so I think at the mo-
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ment it is something of an open question, but it is certainly one
worth considering.

Senator HIRONO. Well, we have certainly heard evidence of abuse
by patent trolls, and, yes, there is a question as to how extensive
this kind of abuse is. And there have been references by a number
of our testifiers regarding, I think, references to the GAO study
that was done, which, in fact, indicated that those who make prod-
ucts brought most of the lawsuits, and that the non-practicing enti-
ties who brought lawsuits represented about 20 percent. So I would
just like to set the record straight on who is doing what in this
arena.

Mr. DICKINSON. Senator, could I——

Senator HIRONO. That is not to say that we do not have a prob-
lem.

Mr. DICKINSON. I agree. Can I have two seconds? Because part
of the challenge here is definitional, to be real honest about it. It
has always been definitional as to how we define “troll,” how we
define “patent assertion entities.”

One figure that gets tossed around a lot is the study that showed
that, allegedly, $29 billion in direct costs are associated with this.
But the definition there is so broad, for example, all universities
get swept in. I dare say that the Members of the Committee’s State
universities, when they assert patent, do not really feel they are
being a troll, but some of this definitional question is one that rides
over top of all this data, and it is an example of why we need to
make sure we look behind it.

Senator HIRONO. Mr. Bossone, one of the proposals—this is Sen-
ator Cornyn’s proposal—would require heightened pleadings, very
specific as to what the assertions are. Can you share your thoughts
on how such a heightened pleading proposal would impact a typical
patent dispute? Would it lead to fewer of these cases being brought
even in the legitimate infringement type of cases? Would it result
in delays? You know, can you share with us your thoughts?

Mr. BOssSONE. Yes, thank you. I think that it would—could yield
delays. You have this incredible amount of detail that a lot of it is
not really known until you get into the discovery process. Perhaps
if you are accusing someone who has a machine out in the public,
the earlier examples of an ATM machine, you may understand how
that works, and you know if you have a patent that covers a par-
ticular piece of equipment, it may be easy to identify exactly the
claim that it covers. But if you have, for instance, in our field a
pharmaceutical product or if you have a manufacturing process
and, you know, companies have—a lot of their manufacturing proc-
esses are secret, and, you know, we may see that—or may think
that because there is a particular product that it had to have been
made by a manufacturing process that would infringe, for instance,
a patent that we held, if we wanted to assert that, we would not
be able to rise to this level of this incredible amount of detail.
Should we not be able to assert that patent that we actually, you
know, got, we paid a lot of money, we put a lot of effort into getting
it?

I think that could then lead to, for instance, litigation, a lot of
early motion practice on sufficiency of our pleading. And so there
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I think it would actually delay the case and create, you know,
issues for a small company like ourselves.

Senator HIRONO. Thank you, Mr. Chairman.

Senator COONs. Thank you, Senator Hirono.

I would like to thank our second panel, Dr. Bossone, Mr. Wolin,
and Mr. Dickinson. Thank you for the perspectives you have
brought and for the breadth this has added to this hearing. Like
a number of the other Senators, I look forward to further briefings,
sessions, and hearings on this topic. If we could dedicate six years
to getting the AIA right, I think we could dedicate a few more
months to making sure that we get this topic right and that we
find a narrowly tailored solution to address what I think is a real
challenge with patent trolls without risking unintended con-
sequences for the whole ecosystem of innovation.

I would like to thank Chairman Leahy for convening this, and
I would like to thank our panel. We will leave the record open for
a week for those Members of the Committee who had further ques-
tions or who were unable to attend.

Thank you.

[Whereupon, at 1:06 p.m., the Committee was adjourned.]
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PREPARED STATEMENT OF HON. PATRICK LEAHY

Statement of Senator Patrick Leahy
Chairman, Senate Judiciary Committee
Hearing on “Protecting Small Businesses and Promoting Innovation by Limiting Patent
Troll Abuse”
December 17,2013

Last Congress, members of this Committee and the Congress came together to pass common-
sense, bipartisan reform to modernize our patent system. The America Invents Act has taken
significant steps to improve the quality of patents that are issued by the Patent and Trademark
Office, by allowing outside parties to challenge the validity of a patent after it issues and
improving the information available to patent examiners.

Unfortunately, bad actors are continuing to abuse the patent system. I have heard from an
increasing number of businesses in Vermont and across the country that are being targeted by so-
called “patent trolls”. Instead of asserting a patent claim against the manufacturer of a product,
entities are targeting small businesses that merely use the product.

In Vermont, small businesses have received aggressive “demand letters” claiming payments of
$1,000 per employee for using document scanners in their offices. Across the country,
thousands of coffee shops, hotels, and retail stores received demand letters and were threatened
with patent suits simply for using a standard, off-the-shelf, WiFi router. Many of the letters are
vague form letters with no description of how the recipient infringes on a relevant patent. Thave
also heard examples of patent assertion entities sending letters through dozens of differently-
named shell companies, so that businesses that receivc the letters cannot easily find out who sent
them.

These actions abuse the patent system to extort settlements from customers and small businesses

that have no real means of fighting back. Predatory conduct that simply takes advantage of end-

users does not promote the important goals for which our patent system was intended, to advance
science and the useful arts.

Over the past eight months, I have worked with Senator Lee and others to develop legislation to
address these abuses in the system. Our bill targets the sending of misleading demand letters as a
deceptive trade practice that can be penalized by the Federal Trade Commission. It protects
customers who have been sued for merely using a product when the defendant really should be
the manufacturer who made the product and is in a better position to argue whether their
technology infringes a valid patent. Our legislation promotes transparency, so that those abusing
the system can no longer hide behind “shell companies” to advance their scheme. It improves
the PTO’s outreach to business defendants, and strengthens the “post-grant review” process
implemented in the Leahy-Smith America Invents Act to improve patent quality.



56

These measures take significant steps to address the problem of patent trolls and misuse of the
patent system. Importantly, the measures also are balanced and targeted to preserve the rights of
legitimate patent holders whose inventions help drive our economy. As we discuss proposals to
address the problem of patent trolls, I urge this Committee to stay focused on that balance, so
that we achieve meaningful but targeted reform.

I thank the witnesses for appearing today to discuss this important issue. I look forward to
working with you and with all members of the Committee to reduce abuses in the patent system,

while ensuring that innovators and inventors will continue to drive our economy.

H#
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PREPARED STATEMENT OF HON. CHUCK GRASSLEY

Senator Grassley’s Opening Statement for Senate Judiciary Committee Hearing, “Protecting
Small Businesses and Promoting Innovation by Limiting Patent Troll Abuse,” December 17,
2013

Mr. Chairman, thank you for holding this important hearing today. The United States is a global
leader in innovating, creating and developing new technologies and products. Intellectual
property protection plays a critical role in supporting technological advances, innovation and
creativity. Patents and the U.S. patent system are a significant component of the American
tradition of invention and innovation.

However, the innovation and creativity that patents are supposed to protect is being
threatened by purposely evasive and deceptive blanket demand letters and abusive litigation
practices. According to one study, lawsuits by patent assertion entities have increased at an
alarming rate — in fact, 62% of all patent lawsuits filed in 2012 were cases brought by patent
assertion entities. Patent litigation abuse imposes high costs on American businesses, wasting
precious resources that could instead be utilized for research, development, job creation and
economic growth.

Patent assertion entities, also known as patent trolls, focus on buying and asserting patents,
rather than on developing or commercializing patented inventions. Patent trolls often assert
these weak or poorly-granted patents against companies that are already utilizing technologies
as ubiquitous as wireless email, digital video streaming and the internet. These entities
frequently carry out their tactics behind the shield of patent holding subsidiaries, affiliates and
shells of operating companies.

Patent troli lawsuits rarely have merit: the statistics are they lose 92% of merits judgments.

But the extent of the problem cannot be quantified by looking at these numbers alone. Most
cases don’t even get to this stage. Patent assertion entities usually set their royalty demands
strategically below litigation costs. Consequently, companies make the determination that they
should settle weak or meritless cases rather than run the risk of taking on expensive and risky
patent litigation. The bottom line is that many small businesses just don’t have the resources to
litigate and so they submit to this kind of patent extortion. That’s not right.

This phenomenon of patent trolis has hit companies ali over the country, and they've targeted
my state of lowa as well. | recently met with a group of lowans in Council Bluffs and heard
stories about how patent trolls utilize overly broad patents to make claims of infringement
against their businesses that are either simply engaging in normal business practices or have
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bought a technology product or service from a vendor. Further, 've received a number of
letters from lowans outlining their problems and frustration with these abuses. They say that
these trolis have forced their businesses to divert resources from productive endeavors to
instead focus on researching vague demand letters and defending questionable infringement
tawsuits. They ‘re concerned that billions of dollars are being spent in unwarranted legal costs
that could be put to more productive use. According to one of my constituents, “this practice it
now completely out of control.”

1'd like to quote from a letter that | received from groups representing a wide swath of
businesses in my state. This letter is from Hy-Vee Food Stores, the lowa Association of Business
and Industry, the lowa Lodging Association, the Motion Picture Association of lowa, the lowa
Grocery Industry Association, the Technology Association of lowa, the lowa Restaurant
Association, the lowa Credit Union League, the lowa Association of Realtors, the fowa
Telecommunications Association, the lowa Biotechnology Association, the lowa Bankers
Association, the Independent Insurance Agents of lowa, and the lowa Retail Federation.

They write, “Fighting frivolous and burdensome patent lawsuits threatened and filed by patent
trolls is an expénsive distraction for a large cross-section of lowa businesses. Rather than focus
their efforts on important economic development catalysts such as innovation, job creation,
and business growth, entrepreneurs and business owners from ail industries and sizes are more
frequently finding themselves diverting valuable attention and limited resources to defending
expensive and unnecessary legal threats by patent trolls. Indeed, businesses, everyday lowans,
and lowa’s economy as a whole are adversely affected by the trolls’ seemingly endless barrage
of legal threats and frivolous suits. The trolls’ misguided and unbridled mischief unnecessarily
drives up costs that are, in part, passed on to lowa’s hardworking famities and consumers.”
These groups are supportive of Congress taking action because they believe “meaningful
reforms that make it difficult for patent trolls to continue their destructive business models,
improve patent quality, and streamline patent infringement disputes will drastically reduce
costs for lowa businesses.”

1 have other letters from lowans describing their experiences with patent trolls. Quotes from
some of these letters - according to BettrLife in Urbandale, “we must find a way to strengthen
the requirements around patent infringement so unscrupulous lawyers can’t work through
loop-holes to take resources and dollars from companies that are trying to make a positive
impact on businesses in their community and the overall economy.” According to Kinze
Manufacturing in Williamsburg, their patent troll experience “has left a lasting impact .. .. .
Contract negotiations with suppliers and service providers now routinely include allocation of
liability in the event of patent trolling. These negotiations require additional resources and

2
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delay research, development and production of new products. This slows farmer’s access to
the latest technology. Technology which will help them get more out of every acre while
reducing their costs and protecting their soil.” According to Kum & Go based in West Des
Moines, claims of patent trolls have cost the company “thousands of dollars in legal fees and
corporate counsel has wasted numerous hours dealing with these frivolous claims — time and
money that should have been spent on core business functions.”

Y've also heard from lowans that are concerned about the ability of patent hoiders to protect
their intellectual property rights and enforce them against infringers. While they agree that
litigation abuse does occur in the patent system, they are concerned that certain proposals will
undermine the ability of legitimate patent holders to enforce their patent rights. These
constituents include lowa State University, the University of lowa and independent inventors
Robert Rees and Paul Morinville.

| agree that it is important to maintain an appropriate balance between protecting the rights of
legitimate patent holders and protecting against abusive practices and weak patents. We need
to preserve patent property rights and valid patent enforcement tools which will promote
invention, while targeting bad actors and their tactics that target and shake down businesses
with weak and frivolous claims for a quick payday. This will strengthen our patent system and
benefit inventors, businesses and consumers alike.

Mr. Chairman, V'd like to put in the record letters from lowa constituents, both expressing
support and concerns with the various proposals we are considering in the Senate. 1 also have
for the record letters from the National Retail Federation and Stop Patent Abuse Now Coalition
expressing concerns with the customer stay provision as currently drafted in the House and
Senate bills.

Doing something about the abusive practices plaguing our patent system is important to
keeping the United States competitive, creating jobs and boosting our economy. Members on
both sides of the aisle agree that this abusive patent litigation hurts the ability of businesses to
expand and flourish. We should pass effective legislation to curtail abuses of the legal system.
’m encouraged that the House passed the Innovation Act by a large margin, and the White
House issued a statement in support of that bill.

So | look forward to hearing from our witnesses today about their experiences with abusive
patent litigation tactics by patent trolls. 1 also look forward to hearing from our witness about
their views on how we in Congress can help find a solution to this problem. And Mr. Chairman,
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t look forward to working with you to pass meaningful legislation that can alleviate the
problems that many of our constituents are dealing with and that are harming our economy.
Thank you.
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ADDITIONAL PREPARED STATEMENT OF HON. CHUCK GRASSLEY

Senator Grassley’s Opening Statement for Senate Judiciary Committee Hearing, “Protecting
Small Businesses and Promoting Innovation by Limiting Patent Troll Abuse,” December 17,
2013 ’

Mr. Chairman, thank you for holding this important hearing today. The United States is a global
leader in innovating, creating and developing new technologies and products. Intellectual
property protection plays a critical role in supporting technological advances, innovation and
creativity. Patents and the U.S. patent system are a significant component of the American

tradition of invention and innovation.

However, the innovation and creativity that patents are supposed to protect is being
threatened by purposely evasive and deceptive blanket demand letters and abusive litigation
practices. According to one study, lawsuits by patent assertion entities have increased at an
alarming rate — in fact, 62% of all patent lawsuits filed in 2012 were cases brought by patent
assertion entities. In addition, these lawsuits rarely have merit: they lose 92% of merits
judgments. The bottom line is patent litigation abuse imposes high costs on American
businesses, wasting precious resources that could instead be utilized for research,

development, job creation and economic growth.

This phenomenon of patent trolls has hit companies all over the country, and they’ve targeted
my state of lowa as well. | recently met with a group of lowans in Council Bluffs to hear their
stories. I've received a number of letters from lowans frustrated with these abuses. According

to one lowan, “this practice is now completely out of control.”

Let me quote from a letter | received from over ten groups representing a wide swath of

businesses in fowa.

They write, “Fighting frivolous and burdensome patent lawsuits threatened and filed by patent
trolls is an expensive distraction for a large cross-section of lowa businesses. Rather than focus
their efforts on important economic development catalysts such as innovation, job creation,
and business growth, entrepreneurs and business owners from all industries and sizes are more

frequently finding themselves diverting valuable attention and limited resources to defending
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expensive and unnecessary legal threats by patent trolls. Indeed, businesses, everyday lowans,
and fowa’s economy as a whole are adversely affected by the trolis’ seemingly endless barrage
of legal threats and frivolous suits. The trolls’ misguided and unbridled mischief unnecessarily

drives up costs that are, in part, passed on to lowa’s hardworking families and consumers.”

These groups are supportive of Congress taking action because they believe “meaningful
reforms that make it difficult for patent trolls to continue their destructive business models,
improve patent quality, and streamline patent infringement disputes will drastically reduce

costs for lowa businesses.”

Other letters from lowans describe their experiences with patent trolls. Quotes from some of
these letters — according to Bettrtife in Urbandale, “we must find a way to strengthen the
requirements around patent infringement so unscrupulous lawyers can’t work through loop-
holes to take resources and dollars from companies that are trying to make a positive impact on

businesses in their community and the overall economy.”

According to Kinze Manufacturing in Williamsburg, their patent troll experience “has left a
lasting impact . ... . Contract negotiations with suppliers and service providers now routinely
include allocation of liability in the event of patent trolling. These negotiations require
additional resources and delay research, development and production of new products. This
slows farmer’s access to the latest technology. Technology which will help them get more out

of every acre while reducing their costs and protecting their soil.”

According to Kum & Go based in West Des Moines, claims of patent trolls have cost the
company “thousands of dollars in legal fees and corporate counsel has wasted numerous hours
dealing with these frivolous claims —time and money that should have been spent on core

business functions.”

P've also heard from lowans that are concerned about the ability of patent holders to protect
their intellectual property rights and enforce them against infringers. While they agree that

litigation abuse does occur in the patent system, they’re concerned that certain proposals will

2
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undermine the ability of legitimate patent holders to enforce their patent rights. These
constituents include lowa State University, the University of lowa, and independent inventors

Robert Rees and Paul Morinville.

1 agree that it’s important to maintain the right balance between protecting the rights of
legitimate patent holders and protecting against abusive practices and weak patents. We need
to preserve patent property rights and valid patent enforcement tools which will promote
invention, while targeting bad actors and their tactics that target and shake down businesses
with weak and frivolous claims for a quick payday. This will strengthen our patent system and

benefit inventors, businesses and consumers alike.

Mr. Chairman, I’d like to put in the record letters from lowa constituents, both expressing

support and concerns with the various proposals we are considering in the Senate.

I also have for the record letters from the National Retail Federation and Stop Patent Abuse
Now Coalition expressing concerns with the customer stay provision as currently drafted in the

House and Senate bills.

Doing something about the abusive practices plaguing our patent system is important to
keeping the United States competitive, creating jobs and boosting our economy. Members on
both sides of the aisle agree that this abusive patent litigation hurts the ability of businesses to
expand and flourish, and undermines the integrity of our patent system. I'm encouraged that
the House passed the Innovation Act by a large margin, and the White House issued a

statement in support of that bill.

Mr. Chairman, | look forward to working with you to pass meaningful legislation to alleviate the
problems that many of our constituents are dealing with and that are harming our economy.

Thank you.
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PREPARED STATEMENT OF HON. JOHN CORNYN

Mr. Chairman, | wish i could stay and engage with the fine witnesses before the
committee, but | have other obligations.

1 did want to at least briefly stop by to say that this is a very important issue and to
ask if | could submit written questions to the witnesses.

Those questions emphasize that litigation is the alternative to arbitration.

The bill before us would not only prohibit arbitration, but actually terminate
arbitration agreements that parties have already entered into.

Before taking a dramatic step like that, we must consider whether the alternative of
litigation would be even worse in various respects than what critics say about arbitration.

Is the case against arbitration so complete, and the alternative of litigation so much
better, than we should prohibit arbitration clauses altogether?

1 am very skeptical about the answer but want to explore that with the witnesses
through the written questions | will submit.

Thank you, Mr. Chairman.
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“Protecting Small Businesses and Promoting innovation by Limiting Patent Troli Abuse”

Senator Comyn Statement

Chairman Leahy and Ranking Member Grassley, { want to thank you both for calling this

hearing and for your leadership on this critical issue.

The interest in this hearing and the outcry we’ve all heard from our constituents testify to
the need for meaningful patent reform. The House of Representative’s recent passage
of the Innovation Act — by an overwhelming 325-91 — and the Administration’s support
for that bill testify to the depth of the problem, the breadth and bipartisanship of support

and the kinds of solutions we need.

The Constitution empowers Congress to “To promote the progress of science and
usefut arts, by securing for limited times to authors and inventors the exclusive right to

their respective writings and discoveries.”

Patents play a crucial role in encouraging the innovation that helps make our country
great. However, the recent growth in patent litigation now threatens the very innovation
patents were created to protect. That is a result the Founders did not intend and one we

must prevent.

The problem we face is characterized by “patent trolls,” and it is the direct result of rules
that create an imbalance in the costs of litigation. Whereas a troll can threaten or begin
an infringement fawsuit for little more than the cost of stationery, defendants, particularly
small businesses, must invest time and resources into hiring attorneys, going to court
and producing discovery. Facing these costs, most defendants simply settle — which, in

turn, makes the troiling model profitable. This is nothing more than legal extortion.

The costs are not limited to extorted settlements. The threat of patent litigation keeps

businesses from growing and innovating, killing jobs in the process.

Take the recent experience of Whataburger, a great Texas company and, sadly, an

exemplar of how out of hand this problem has become.
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When Whataburger wanted to offer WiFi in its restaurants in response to customer
demand, it learned that the provider was in litigation with a patent troli that was also
targeting customers. Having dealt once before with a troll, Whataburger set aside pians
for offering WiFi.

More recently, Whataburger was sued by a troll for placing a menu on its website that
allowed users to tally up the fat and calories of the selected items. After a year of
litigation and thousands spent on discovery, the court has stil} not held a Markman

hearing ~ it still hasn’t ruled on what the patent even means.
This is a hamburger company, Mr. Chairman!

That is one example why | have introduced the Patent Abuse Reduction Act, S. 1013.
My bilt would make changes to balance costs of patent litigation and deter bad actors

while ensuring that legitimate patent holders still can defend their intellectual property.

The reforms | propose are common sense. S. 1013 would require the plaintiff to give

adequate notice to defendants so that they can evaluate why they are being sued.

It would permit the court to join a party making money off the lawsuit where the plaintiff

has little interest other than litigation.

8. 1013 would limit discovery until “claim construction,” where the court determines
what rights the parties are litigating.

it would allow parties to get the basics of what they need to litigate for free, but require
them to pay if they want more,

These latter two provisions would ameliorate the imbalance in discovery costs
underlying the troll economic model.

Finally, S. 1013 would require courts to make non-prevailing parties pay the fees of the
prevailing party, unless the claims and conduct of the parties were reasonable and

justifiable.
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Together, these reforms will provide American companies with meaningful relief from
patent litigation abuse without prejudicing the rights of responsible intellectual property

holders.
That is why they enjoy wide support.

Mr. Chairman, I'd like to add to the record some letters and statements | have received

in support of my bill and its reforms.

From Texans like the Austin Technology Council; JCPenney; Rackspace; and Texas

Association of Business.

From innovators like the Application Developers Alliance; the Coalition for Patent
Fairness; the Computer and Communications Industry Association; the Consumer
Electronics Association; the Internet Association; the Internet infrastructure Coalition;
the Software and Information Industry Association; and the Semiconductor Industry of

America.

From old fashioned American businesses like the members of the National Retail

Federation.
From the experts, 60 law professors who write about intellectual law and policy.

Mr. Chairman, I'd also like to introduce a letter we received two months ago, in support

of the ideas in my biil. This letter is signed by over 60 companies and industry and

advocacy groups, from across the political and industrial spectrum, from Facebook to
Ford Motor.

The companies on this letter are located in many states represented on this committee:
Alabama, California, Texas, lllinois, Connecticut, Hawaii, New York. And elsewhere.

Mr. Chairman, there are more statements and letters | could offer.

But the strongest statement came just two weeks ago, from the House of
Representatives. The Innovation Act, which includes the concepts in my bill, passed by

an overwhelming margin.
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What is more, the Administration issued a statement in support of the Innovation Act.

Mr. Chairman, American businesses are clamoring for meaningful reform. The
American people are, too. 1 urge you to work with me on commonsense ideas that will
deliver meaningful reform.
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Chairman Leahy, Ranking Member Grassley, and Members of the Committee:

Thank you for inviting me here to testify at today’s hearing. My name is John
Dwyer, and I am President and Chief Executive Officer of New England Federal Credit
Union, a member-owned not-for-profit financial cooperative headquartered in Williston,
Vermont., Nearly 89,000 members have entrusted us with $982 million of their assets. I
am testifying today on behalf of the Credit Union National Association (CUNA), the
largest credit union advocacy organization in the United States, representing nearly 90%
of America’s 6,800 state and federally chartered credit unions and their 98 million

members.

Mr. Chairman, the mere fact that someone like me is here today is emblematic of
how the problem of patent trolls has gotten out of control. I am an accountant by trade,
serve a relatively small community that I love, and with the supervision of my volunteer
Board of Directors, am in the business of empowering our member-owners to make good

financial decisions so they can improve their overall quality of life.

“Although my institution sometimes buys technology to use in the service of our
members, until about a year and a half ago, patents are not something that ever crossed

2
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my mind. I believe that is what Congress intended when it created the patent system to
begin with. Financial institutions like ours are the quintessential end-users of technology.
Every piece of technology we have in our institution was purchased with good money
from a reputable vendor, who we assumed was selling us something free of any claims
like these. Legal issues are also generally something that we try our hardest to avoid,
although we operate in one of the most highly regulated sectors of our nation’s economy,

we operate without an attorney on our staff.

My institution is now in the middle of expensive discovery in a patent
infringement case I never could have imagined related to our 23 ATM machines. A total
of 25 financial institutions, gas stations, and convenience stores from at least six states
are or have been part of this case. The case has been a costly and distracting headache,
and due to the fact my case is pending, I hope the Committee can appreciate that there are

certain things I won’t be able to discuss with you today.

But I am happy to discuss how I got here, beginning with an ill-researched, vague
demand letter from a company that has made a business out of what, in my opinion, in
another context, might look like extortion. It’s a business model that has become a drain
on the economy, one that tens of thousands of American financial institutions and small
businesses hope this Committee will commit to stopping. During my testimony today, I
will focus my remarks on my own experience with demand letters, and what the
Committee can do to address the problems, including clarifying the Federal Trade
Commission’s (FTC) enforcement authority, increased transparency requirements, and

providing protections to end-users of technology.

A Business Model Based on the Cost of a Stamp: Unfair and

Deceptive Demand Letters and their Harmful Effects
In June 2012, my credit union received a letter from an entity vaguely suggesting

that one or more of our ATM machines infringed one or more of 13 patents. The letter
did not specify which of our, at that time, 21 ATM machines it believed infringed, nor

did it link specific ATM machines to specific patents. In fact, it was obvious to me that
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the entity and its lawyers performed little or absolutely no research prior to demanding
money from our credit union, as the letter was addressed to my predecessor, who
departed our credit union a full two years earlier. It had other elements that pointed to it
being a form letter, as it referred to us as a “bank,” even though, as a credit union, we
have a different legal structure, are supervised by a different regulator, and have many
other ways in which we are substantively different from other types of financial

institutions.

The letter also contained absolutely no information as to why the entity believed
we infringed, leaving us with no way to evaluate the claims. Rather, the letter provided a
simple list of patent numbers. It also did not provide us with a comprehensive list of
prior licensees, so we could not tell if the manufacturer of our ATMs entered into a
licensing agreement in the past. The letter also did not include a key fact that we later
learned: two months earlier, many of the patents on that list were declared invalid by the
Federal Circuit, after being held invalid at the Patent and Trademark Office (PTO) and by

a district court years before.

Nevertheless, I consulted with a lawyer and conducted due diligence both into the
patents and the way our machines work, learning that the way modern ATMs function,
there was no possible way our ATMs could infringe. I wanted to confirm a few things
with our ATM vendor, however, and dispatched a reply letter to the troll in July 2012

asking for more time to evaluate the claims.

In October, I received another letter from the entity, again addressed to my
predecessor, which again repeatedly referred to us as a bank. This letter did not
acknowledge my earlier reply. It merely included the same list of patents, including
those held invalid at the Federal Circuit, and more explicitly threatened litigation if we

could not “amicably settle this matter.”

During this letter writing campaign, a scary feeling was wondering if I was alone.
When you receive a series of letters like these, you begin to think that maybe the author

knows something you don’t. Perhaps, you think, the author personally visited one of

4



73

your ATMs while he was on vacation, and recognized something that triggered an
infringement claim in his mind. I’'m not a lawyer, but I knew litigation is expensive,
risky, and time consuming, so I started to wonder whether I was better off just writing a

check to make the issue go away.

Before doing so, I reached out to our state trade association to see if other credit
unions were receiving similar demands. [ learned that nearly every other credit union
across Vermont received similar letters, including, amazingly, some that do not own or

operate ATMs.

I also sit on the Community Depository Institution Advisory Council for the
Federal Reserve Bank of Boston. Through this group, I learned numerous financial
institutions across New England received the exact same letter. I started to conclude that
the business model of this entity was to take a directory of financial institutions, dump it

into a mail merge program, send out letters, and wait for the settlement checks to roll in..

The troll has recently turned up the heat in its rhetoric. The troll is now sending
an initial letter offering “a special one-time limited time offer for smaller Banks such as
yours to receive a fully paid up sub-license™ for $2,000 per ATM. (Emphasis in original).
Frankly, this language sounds a bit more like a late-night infomercial than a serious
attempt at dispute resolution. For my institution, this demand would be $46,000 based on
our current number of ATMs, Should the financial institution fail to respond, they
receive a follow-up letter stating that the entity is prepared to file suit “if we are unable to
reach an amicable resolution,” and attaching the front page of a draft “complaint,”
containing nothing more than a case caption. In addition, the second letter states that the
price to reach a settlement has increased to $5,000 per ATM — an amount 250% higher
than the initial demand. For my institution, this demand would be $115,000 based on our

current number of ATMs.

In addition, the troll has recently become more aggressive at filing suit. In 2013,

this entity actually filed a case against a New York credit union that has no ATMs. We
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are unaware of a single instance where this entity has prevailed when it has decided to

actually go to court.

CUNA believes that the troll has sent many hundreds, if not thousands, of demand
letters across the Northeast, Southeast, and Midwest—perhaps coast to coast. Financial
institutions are also not unique. A 2013 White House report noted that one patent troll
sent eight thousand demand letters to coffee chains, hotels, and retailers seeking
compensation for use of Wi-Fi equipment made by several manufacturers that the patent
troll alleged to infringe on its patents.

Economic Realities

‘These letter writing campaigns work because trolls know that an early settlement
is much, much cheaper for a defendant than fighting. In almost every case, just to pick
up the phone to consult a patent lawyer to determine the validity of the infringement
claim and evaluate the demand costs tens of thousands of dollars. Litigation, whether in
court or before the PTO in a covered business method proceeding, is even more
expensive—and in the latter, as discussed below, the fees just to bring the proceeding
could exceed the cost of the demand. Although it violates one’s basic sense of right and

wrong, paying up makes some economic sense for a credit union of my size.

It is because of their size that small financial institutions are especially vulnerable.
Banks and credit unions are filled with staff in the business of managing risk, and in
targeting small institutions that may not have a lawyer on staff competent to evaluate the
claims, demand letters are sure to reach a captive mass of people who will be afraid of
getting sued. Community bank and credit union CEOs like me will be willing to do

almost anything to avoid the risk and uncertainty litigation creates.

Unchecked, the problem of demand letters will deter institutions like mine from
using new technologies at all. The technologies for which patent demand letters and
litigation have become common against credit unions and community banks include
some of the things that make financial services most accessible to consumers — ATMs,

online and mobile banking, remote check capture, and check processing, just to name a
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few. CUNA has received calls from credit unions worried about making things like
smartphone applications available to their members because they are afraid of getting
sued. Many institutions will decide these technologies — however much they help their

members — aren’t worth the risk. If that happens, consumers lose.

Solving the Demand Letter Problem
CUNA strongly supports Section 5 of the Patent Transparency and Improvements

Act of 2013, and though it is not a silver bullet that would solve the demand letter
problem, appreciates its inclusion in the introduced legislation. The provision would
clarify that the Federal Trade Commission has enforcement authority over patent trolls
that operate in unfair or deceptive ways, but it does not provide the FTC with the ability
to make rules in this area. We believe the FTC should have the ability to evolve in its
enforcement powers as trolls evolve, and rulemaking authority would provide the agency

with the means to do this.

Increased Transparency and Disclosure Standards in Demand Letters. In the
same way heightened pleading requirements can help keep frivolous lawsuits out of
court, minimum disclosure standards would help ensure that only demand letters truly
asserting a potentially valid claim of infringement are sent. This would also benefit small
businesses and small financial institutions by providing them with information necessary
to evaluate the merits of the demand. There are a variety of requirements the Committee
could consider, including some or all of the following:

1) A detailed description of each patent allegedly infringed and each claim of each
patent that is allegedly infringed;

2) Each claim must include a detailed description of which product, feature, method
or process is allegedly infringed, including the name or model number; and how
the terms of the asserted claim correspond to the functionality of the accused
product/method;

3) A description of the direct infringement, the acts of the alleged indirect
infringement that contribute to or are inducing direct infringement;
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4) A description of the right of the party alleging infringement to assert each patent
identified and patent claim identified;

5) A description of the principal business of the party alleging infringement and
ownership of the principal business;

6) A detailed description of any past litigation involving direct or indirect
infringement and the status or validity of each patent infringed; and

7) The party alleging infringement must identify and disclose any licenses associated
with the asserted patent.

Regisery, In addition, an entity that sends more than 10 demand letters in a single
calendar year should be required to enter all letters into a registry that would be publicly
available and maintained by a federal agency, perhaps the PTO or FTC. This is
important for a variety of reasons. First, it would provide businesses that receive a
demand letter with the ability to communicate with one another. Knowledge is power in
these situations, and knowing who else is dealing with the same problem from the same
entity provides information necessary to get others to join in your fight. This would
allow the efficient forming of joint defense groups to pool knowledge and strategy, assist
small businesses in identifying competent counsel familiar with the specific troll at issue,
and could reduce defense costs. A registry would also provide the FTC with the
information it needs to conduct enforcement proceedings against abusive trolls, and
would also remove one of the biggest factors of intimidation — the fear that you, alone,

are being targeted.

End-User and Indemnification Issues
As noted above, credit unions and banks are mainly buyers or end-users of

technology and rarely develop it themselves. A particularly frustrating problem for small
financial institutions, including mine, is that the vendors that sell us the technology very
often refuse to stand by it when an infringement claim is brought. In my case, the
manufacturer of our ATMs explicitly told us that we are on our own in defending this

case. CUNA understands that other vendors, particularly those that make key
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technologies necessary for financial institutions to operate in a safe and sound manner,
are now explicitly disclaiming any representation or warranty as to intellectual property
in their agreements. I find this trend troubling for a variety of reasons, especially because
vendors are in the best position to know who has the best prior art, what licenses they
entered into when they manufactured their technology, the terms of those licenses, and
how the technologies they built work from the ground up. Some companies, such as
Cisco Systems, have made it a very public priority to defend their customers, and they
should be commended for doing so. We worry, however, that companies like Cisco are

the exception, rather than the rule.

We appreciate the efforts to address the concerns of end-users in Section 4 of the
Patent Transparency and Improvements Act of 2013. However, we encourage the
Committee to go further. Because this section makes a stay of a customer’s infringement
case available only if the manufacturer consents in writing, it may not address the
problem faced by many end-users. Indeed, if the trend of technology service providers
refusing to stand behind their customers continues, we expect few will consent. We
believe that adding a right of contribution and/or mandatory joinder to the patent law

would enable a more equitable distribution of liability between end-users and suppliers.

Enhanced Pleading Standards

For many of the same reasons minimum demand letter disclosure standards will
provide much-needed transparency related to the merits or weaknesses of a demand,
enhanced pleading standards will give would-be defendants better information able to
make determinations regarding licensing or litigation. CUNA commends Ranking
Member Grassley and Senator Cornyn’s efforts in this area. The limitations on discovery
and fee shifting in their bill would also help balance the costs of litigation, and would be

of great benefit to credit unions like mine when confronting cases like these.

Covered Business Method Patent Program
We also urge the committee to make improvements to the Transitional Program

for the Review of Covered Business Method Patents (CBM), which was created in

9
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Section 18(a) of the America Invents Act of 2011. As implemented by the PTO, the
program is out of reach to most small financial institutions because the filing and post-
institution fees charged by PTO together are more than $30,000. This is more than the
total settlement amount involved in many of the cases confronted by small financial
institutions, and comes before the substantial legal fees involved in bringing the case to
the PTO. We urge the Senate to follow the lead of the House and grant the Director of
the PTO the authority to waive the program fees to accommodate community banks and

credit unions.

We also encourage the Committee to follow the lead of the House and include
language in any Committee Report that clarifies that a demand letter or other pre-
litigation communication suggesting that infringement may have occurred can trigger the
right to bring a Section 18 proceeding. While we understand this was Congress’s intent,
outside patent attorneys involved in CBM cases advise us this is not always the case in
the real world; much depends on the substance of the demand letter. It is our
understanding that the key question is if an entity has been “charged with infringement”
in the demand letter such that the petitioner would have standing to bring a declaratory
judgment action in federal court. A vague demand letter that does not explicitly say
something to the effect of “you infringe” may not meet the PTO’s standard. As trolls are
savvy, they may word the letter such that it may not rise to the level of being charged

with infringement.

We also share the views of many other members of the financial services industry
in encouraging the Committee to make the CBM program permanent, and commend
Senator Schumer’s efforts to do this. We believe that to artificially constrain the program

is to ensure that low-quality business method patents remain in the hands of trolls.
Conclusion

Mr. Chairman, for those operating community-based financial institutions,

demand letters represent a great and growing threat. We applaud the Committee for

10
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addressing these issues and recognizing the threats demand letters can pose to end users
of technology.

On behalf of America’s credit unions and their 98 million members, thank you
very much for allowing me to testify at today’s hearing. I am happy to answer any

questions the Members of the Committee may have.
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Introduction

Thank you, Chairman Leahy and Ranking Member Grassley. It is a privilege
to address the members of the Judiciary Committee on an issue very near and
dear to the printing industry in America. Protecting small business and
promoting innovation are passions of mine; therefore, I am pleased the
Committee is examining the harm caused to both by abusive patent

practices in this country.

Pure and simple, printers promote free speech. Our mission is entirely
compatible with the promotion of progress and the useful arts which is the
constitutional beacon of this nation’s copyright and patent laws. Print is also
the proverbial “poster child” for Main Street and small business.

Today I’m speaking on behalf of America’s largest trade association
representing the printing and graphic communications industry. There are
more than 30,000 individual printing plants in this country in virtually every
city and town in America. The average printing company employs just 27
workers and more than60 percent of printing companies are family-owned
businesses — a statistic to which I know the Chairman can relate personally. In
aggregate, we employed over 800,000 workers and in 2012 shipped over $147
billion in products.

Print is an historic industry that traces its roots to Johannes Gutenberg and
Benjamin Franklin; yet, its modern face is high-tech and innovative — it must
be in order to survive. Today’s print marketplace is all about using a cross-
media mix to drive the economy. Companies are transforming themselves
well beyond the traditional stereotype of a printer. They set up digital
storefronts to make it easy for customers to order print over the Web; execute
personalized marketing campaigns for customers that integrate print, digital
communications, and social media; and offer a host of other services such as
database management and fulfillment. Digital printing as a process has
grown from just under one percent of the overall printing industry in 2009 to
10.6 percent in 2010 — and continues to be one of the fastest growing
segments in our industry. In fact, many printing firms are changing their
company names to reflect the new world of integrated communications.
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II.

Unfortunately, we’re also an industry that has attracted the damaging attention
of patent assertion entities (PAE) or “patent trolls.” I realize that there

is no concrete legal definition of a patent troll, so my testimony will be based
on the belief that a PAE is a company whose business model is to

obtain patents primarily to pursue licensing fees and/or litigation against
manufacturers that are already using a patented technology. Patent trolls in our
estimation do not innovate, do not promote economic growth, and do

not contribute to the greater good of education or scientific research. Most
importantly, patent trolls do not create jobs — our businesses do.

Patent trolls are increasingly aggressive and more and more predatory. A
study commissioned by the US Government Accountability Office found
trolls now account for almost 60 percent of patent infringement lawsuits in
America. In 2011, patent troll activity cost the US economy $80 billion dollars
and productive companies made $29 billion in direct payouts. In 2012, trolls
sued more non-tech companies than tech, spanning a wide range of industries.
Given all of this activity, it was only a matter of time before trolls began
targeting America’s quintessential small business industry ~ the printing and
graphic communications industry — an industry in transition and one which
employs new developing technologies every day.

Patent Trolls Target the Printing Industry

Prior to 2013, it was relatively unknown for printing companies to be accused
of patent infringement. That is no longer the case. Owners of patents covering
Quick Response (QR) codes, scanning, computer-to-plate workflow, and
online ordering are all approaching printers demanding a licensing fee or
threatening costly litigation. Currently we know of eight patent owners —
many of which may be considered trolls — that are seeking licensing fees from
printers. All encounters follow a similar path, with printers receiving a mailed
letter, often from an attorney, alleging infringement of a specific technology
used in the company’s administration, production, or customer
communications. The letter briefly describes the patents and technology in
question and offers to provide a license for their continued use. The fee may
be identified and the threat of a lawsuit is either stated or implied. Rarely will
the patent owner provide specific evidence of infringement and the specific
claims at issue.
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For small printers especially, this is often their first experience with patent law
and civil litigation — not to mention “trolling” — and they are astounded at the
dollar figures included in these demand letters. One common demand letter
issued to a Kansas printer with just 40 employees asked for a $75,000
licensing payment within two weeks of issuing its notice; after two weeks, the
letters indicated the amount would rise to $95,000.

Needless to say threats of litigation are intimidating and place undue stress on
an industry already struggling with low profits and challenging demand. The
general estimate is that printers are forced to spend between $10,000

to $15,000 initially just to hire lawyers to investigate the claims of their
apparent infringement. This is on top of anywhere from 125-150 hours
printers must devote to this activity. One of our members in Colorado reports
that he has a two-inch pile of patent claim charts on his desk; his company is
already in its six month of ongoing patent troll activity.

Keep in mind, Mr. Chairman, that these are job creators in the manufacturing
sector; these are not attorneys. Yet, there are now dozens upon dozens of
printing company owners who have been forced to become patent ligation
experts. As the president of one Virginia printing company aptly stated:
“Patent trolling is a colossal distraction and...a drain on everybody.”

Patent Trolls Chill Growth & Innovation in the Printing Industry

In our estimation, the stock-in-trade of patent trolls are software- and
computer-related patents that have broadly written claims addressing the
method of accomplishing certain activities. The patents are often years old
with trolls asserting that their patents cover technology that has already
advanced a generation or two since the patent was issued. In my written
statement, I’ve included a chart that details the known patent infringement
actions against the printing industry, but I would like to highlight three
examples:

Computer-to-Plate Technology: This patent relates to how a digital file, like a
PDF file, is handled and manipulated in a print production operation up until
the time it is used to image a printing plate. This method of digital workflow
and plate imaging was new in the 1990s when the patent was issued but has
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become ubiquitous in the industry now. We believe there is compelling
evidence to support that it should never have been issued to begin with and
have a petition to this effect before the United States Patent &

Trademark Office (PTO). Fast forward 15 years later, however, and a shell
company run by lawyers, which acquired the antiquated patent and which has
no technological or innovative tie to the patent, has issued demand letters to
printers all over the United States seeking licensing fees or threatening
litigation. At least 35 of these companies have been sued.

Web-to-Print Technology: In this case, the combined patents describe the use
of an on-line system for pricing and accepting orders, accepting payment,
checking inventory, preparing shipments and more. Thousands of companies
inside and outside of the printing industry use this general method of
accepting orders on-line today. To date, we know of seven printers — that have
been sued based on this technology. Ironically, they are being sued based on
technology methods invented in the mid-1990s to accept orders for products
other than what our members produce. Essentially, the claims are from a pre-
Internet era where nobody used a web portal to conduct business. The patent
troll in this case will not even reveal how much the licensing fee is until a
printer signs a non-disclosure agreement with it. So far, the printers in
question have refused to sign.

OR Code Technology: This patent deals with a use of an “indirect link” ~
using a short URL, such as TinyURL, bitly, or any other shortener in a QR
Code. Quick Response Codes are proven to make print advertisements and/or
product packaging more effective. In fact, I would bet if you perused the
advertising mail delivered to your homes today, you would find a printed
catalog, a sales circular, a coupon, or even a political fundraising

envelope with a QR Code on it. QR Codes are also commonly used in printed
magazines and on billboards. The patent infringement cases related to these
patents made news this year when well-known craft store chain Michael’s was
hit with a lawsuit for using QR codes in its printed circulars. Other brand
name companies, such as Taco Bell and Bed, Bath & Beyond, have been sued
as well. In an effort to embrace cross-media offerings that link printed
material to mobile devices, printers flocked to offer QR codes and purchased
the technologies and software from leading multi-billion dollar software
companies. The current threat of litigation, though, now means that small
printers may have to pull back on this competitive, high-tech offering due to it
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becoming a litigation trap. If you’re a small business owner with no in-house
attorney, is it worth the risk of being targeted? Many have concluded it is not.

I cite these three examples because, Senators, I can assure you that if you ask
small printers in the states you represent, the vast majority will tell you they
consider using the above technology essential to their business growth and
success. That they now even fear being competitive because of patent trolls
who have no intellectual or innovative skin in the game is reprehensible in our
view.

Legislative Solutions to Combat Patent Troll Attacks on Printing
Industry

Printing Industries of America commends this Committee for exploring
legislative solutions to address the complexities of patent law, and we
encourage a healthy debate on these ideas. Our overriding view is that
legislation should deter patent trolls from the outset to protect printing
comparies from ever becoming part of the cycle of abusive patent

litigation. However, if printers do in fact find themselves involved in
extortionate legal situations, we hope that new laws will be in place to provide
less costly, less burdensome courses of defense.

Solutions we support include:

Bad Faith Demand Letters

One of the fundamental problems with the current patent litigation system is
the inherent vagueness that permeates it. Parties are able to send ambiguous
letters en masse to industry members, such as those I have described received
by members of the printing industry, demanding exorbitant sums of money. If
a member company should have the fortitude to refuse these demands, they
learn little more about the patent in question, the nature of infringement, or the
party asserting the patent in the notice of suit. We believe a simple solution to
this is to require parties asserting patent rights to include more information,
both in the demand letters and in the pleadings they file.

Section 5 of S. 1720, the Patent Transparency and Improvement Act of 2013,
introduced by Senators Leahy (D-VT) and Lee (R-UT), is directed at
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fraudulent or misleading patent demand letters. Specifically, it is focused on
the increasingly common practice of PAEs blanketing entire populations of
potential patent infringers with unspecific written notices of potential
infringement seeking remuneration. Oftentimes, these demand letters don’t
include information as to what the allegedly infringed patent covers or what
the party receiving the notice is doing that infringes upon it.

Section 5 clarifies that the Federal Trade Commission (FTC) has the authority
to target such abusive conduct as an unfair and deceptive trade practice. It is
carefully crafted to avoid impinging on legitimate licensing activity by
inventors and patent owners seeking to protect their rights. Because the
FTC’s mission is to prevent business practices that are deceptive of unfair to
consumers, and to accomplish this without unduly burdening legitimate
business activity, we believe that it is appropriate to enhance its enforcement
authority.

This deceptive behavior at the core of bad faith demand letters

is unacceptable. It does nothing to further the “arts and sciences” as the
Founding Fathers envisioned of our patent system, but rather is increasingly
the source of drag on our economy.

Heightened Pleading Requirements

Unfortunately, though, the lack of information in demand letters seems to be
just the beginning of where the current patent litigation system falls short, in
terms of providing information to the parties experiencing it. Another area
that we believe could be improved is the pleading standard for patent
infringement cases, which is currently far too low. Under current law, a
patentee may file a complaint for patent infringement merely alleging that: (1)
the court has jurisdiction; (2) the plaintiff owns the asserted patent; (3) the
defendant is infringing that patent; and (4) the plaintiff notified the defendant
of the alleged infringement. With respect to the third allegation (the statement
of infringement), a patentee need assert only that the defendant has imported,
made, used, sold, or offered to sell a product “embodying the patented
invention.” These sparse allegations fail to provide any notice as to what the
patent actually covers, let alone what the defendant is doing that allegedly
infringes upon it. This information is materially important for anybody, and
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certainly member companies in the printing industry that are not as familiar
with the patent system, to craft a response and legal strategy.

Section 2 of S. 1013, the Patent Abuse Reduction Act of 2013, introduced by
Senator Cornyn (R-TX), requires more robust pleading requirements of patent
infringement complaints to ensure that defendants are provided with full and
fair notice of the asserted patent claims, the accused products, and the
plaintiff’s element-by-element infringement contentions for each accused
product. We believe that this provision will not only inject balance into the
patent judicial system, but will actually improve the quality of patent
litigation. Requiring parties asserting patent rights to conduct a proper pre-
filing investigation will limit the number of frivolous and baseless suits ever
initially filed in our courts as well as put accused infringers immediately on
notice of the patentee’s infringement theories. This helps all interested
parties—including the district court—understand the scope of the case from
the start.

Customer Stay
We believe that it is imperative for legislation to address the sharp rise in the
number of patent suits brought against end-users over the past several
years. We have personally experienced the increasingly common PAE tactic
of filing patent infringement suits against customers and/or users of a product
or service, rather than the manufacturer or primary seller of the product or
service. This is the nature of most of the suits brought against our smaller
members. In testimony before the House Committee on the Judiciary on
March 14, 2013, a member of this panel (Philip S. Johnson, Johnson &
Johnson) aptly explained the prejudicial and coercive effects of current troll
tactics to bring lawsuits against large numbers of printers, retailers and other
end users rather than an original manufacturer:
“This tactic takes advantage of the fact that such suits threaten defendants
with the disruption of aspects of their businesses that are at best
tangentially related to the invention which is the subject of the patent,
and that each individual defendant has less motivation to litigate the issue
to final conclusion that the manufacturer of the product at issue. The
result can be to collect enormous sums as the result of a very large
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number of small settlements whose cumulative value far exceeds the
amount that could have been recovered from the original manufacturer.”

In practical printing industry terms, our member companies are saying, “We
didn’t write the code, we didn’t develop the process,we didn’t steal someone
else’s idea. Instead, we purchased software from billion dollar corporations
who may or may not indemnify us...And even if they do, I'm still going to
spend tens of thousands of dollars.” A small printer in Kansas sums it up this
way: “Everything I’ve done in this business has been ‘by the book.” We go
out and find a reputable vendor who has the technology we need and then we
always buy the licenses and the maintenance agreements that go along with it.
And now we’re essentially being told by the troll 'we don’t care what you did,

1

you’re doing it wrong'.

We believe that Section 5 of S. 1720 is a step forward in addressing these
concerns. Although the courts currently may stay an infringement suit
brought against customers and users down the distribution chain in favor of a
suit against the manufacturer or supplier, many courts choose not to do

so. Section 3 is designed to protect customers, who are targeted in patent
infringement lawsuits by permitting the case against them to be stayed while
the manufacturer litigates the alleged infringement.

Covered Business Method

Assertion of low quality, functional patent claims brought by trolls is another
problem area that our member companies have faced first-hand this year.
While Printing Industries of America was not involved in the patent reform
debate last Congress, I do understand that the Covered Business Method
(CBM) review program was implemented as part of the America Invents Act
(AIA) as a solution to make it easier to have PTO review overbroad patents.
CBM review offers an altemative to exorbitant litigation costs and

allows businesses threatened over the same patent to pool resources to jointly
file a CBM petition. However, the AIA limited CBM review to financial
services patents that are non-technical. It is also a temporary program that
ends in the year 2020.

On June 4™ 2013, the White House Task Force on High-Tech Patent Issues
announced Executive Orders related to patent trolls. The White House
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acknowledged that software patent applications are key to stopping the
issuance of low quality, overbroad patents often used by trolls. Known as
“functional patent claims,” these allegations involve patents that claim a
general idea. The advocacy group PatentProgress.org describes functional
patent claims as “claims that drive us all crazy, where a patent just claims a
general idea, like.. filtering files that might be spam, or scanning documents
and sending by email, or backing up your computer over a network.” It is the
type of patent that trolls are using to attack the printing industry. For example,
printers have received infringement claims for use of a functional software
patent that allows for scanning equipment to send scanned images directly to
email on an internal network or an FTP/SFTP site. While this particular PAE
has sent letters to our member companies withdrawing claims following the
action of deep-pocketed suppliers filing invalidation claims at PTO, it serves
as an example of how patent trolls are wreaking havoc in the basic operation
of printing companies.

S. 866, the Patent Quality Improvement Act of 2013, introduced by Senator
Schumer (D-NY), also addresses this problem. S. 866 would expand and make
permanent CBM review in current law to go beyond financial services
products. As Senator Schumer explained in an op-ed in the Wall Street
Journal on June 12, 2013,

“The expansion of [CBM review] will benefit businesses in multiple
ways. For any business that has actually been sued, it provides a cheaper
exit strategy. More broadly, the very existence of this off-ramp will
discourage trolls from suing. If a troll knows he can no longer trap a
defendant in expensive and lengthy litigation, his interest in the suit will
diminish substantially. And American businesses can get back to the
work of innovation and growth, rather than frivolous litigation defense.”

We support the concept of expanding CBM review in order to deter patent
troll activity. We also realize that there is some controversy over this idea —
and, in particular, dissent from our view by some of our valued supply chain
partners — due to the question of how and/or if it is possible to separate “bad
actors” from patent holders that do not proactively engage in trolling behavior.
It’s clear, though, that the Senate should address the issue of patent
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quality, and I encourage the Committee to work together to best achieve a
consensus solution if at all possible.

More Transparency of Patent Ownership

Virtually all of the bills introduced to date recognize the need for greater
transparency into who is the real party-in-interest for the patent. Section 3 of
S. 1720 is drafied to promote transparency in patent ownership by requiring
plaintiffs who file a patent infringement lawsuit to disclose patent ownership
and financial interests.

We are greatly encouraged Congress is taking such an active interest in the
need to preserve the “grand bargain” of the patent system: namely, a party
seeking exclusive control over an invention must disclose not only the scope
of their invention but also who they are. Like real estate or other forms of
property (e.g., an automobile), it is appropriate that government records reflect
who owns patent rights. As another panelist (Dana Rao of Adobe Systems)
explained during House testimony on March 14™ of this year: “If anything, the
expectation [of transparency] should be greater in patent cases given the
ability to enforce that right through litigation and the strict liability for
infringement.”

We could not agree more. As honest small businesses without access to in-
house legal counsel, end users — like printers -- of patented technologies
would greatly benefit from knowledge about the ownership and financial
interests of our adversaries.

Balancing Discovery Demands

The printing industry currently faces a lose-lose situation of either settle with
a patent troll for some high five or six-figure number or mount an expensive
legal defense. For most who cannot afford to mount a multi-million dollar
legal defense, the only choice they have is to settle. The high price of
defending patent infringement lawsuits is due, in large part, to out-of-control
discovery demands and costs. Under current law, even plaintiffs asserting
meritless infringement claims often are allowed to impose expensive
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discovery demands on accused infringers, even before the parties know what
the patent legally covers.

Section 4 of S. 1013 includes provisions address limiting discovery. Asl
stated previously, we have found that PAEs commonly bring lawsuits
accusing broad swaths of the defendants’ businesses without any realistic
expectation that they will pursue those assertions to trial. This practice creates
high, unnecessary discovery costs for the defendants at the beginning of
lawsuits. S. 1013 would limit discovery initially to the information necessary
to resolve the claim interpretation dispute. As an initial matter, this would
address the high cost of patent litigation by staying discovery until a court has
had the opportunity to narrow a case to its appropriate dimensions and/or
potentially decide a motion to dismiss based on the scope of the patent
claims. By ensuring that parties are not faced at the outset of a case with
extensive discovery demands that could end up having nothing to do with the
case, we believe that more of our members will be empowered to fight
frivolous claims of infringement rather than settle.

Additionally, Section 4 of S. 1013 would limit initial discovery to the essential
documents that both sides need in order to litigate their claims and defenses,
such as information about the patents and core technical documents about the
accused devices. We believe that this would direct courts to rein in out-of-
balance discovery demands and require parties to anticipate and propose
solutions for potential discovery abuses as an initial matter. Critically, this
provision also requires that parties who later seek discovery beyond the core
documents must pay for the costs of that discovery. Any party seeking that
additional discovery must prove that it has the financial resources to pay for
the discovery or post a bond with the court covering those costs. This
provision is vital to protecting defendants from abusive litigation and is not
only supported by the printing industry but an extensive cross section of
industry, as demonstrated by a letter sent to Congress earlier this year that I
have included as an attachment. Often PAEs have few, if any documents,
while defendants are legitimate businesses with a large amount of
information. By forcing defendants to produce documents, PAEs drive up the
cost of litigation, forcing defendants to settle. This provision reduces that
abuse. If PAEs really want additional discovery beyond what is necessary to
resolve the litigation, then they should bear the cost of that discovery.
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The cost of mounting a legal defense is increasingly a drain on our

industry. As a printer in Colorado recently said, “The game is simple—sooner
or later the patent holder expects that I'll conclude paying them is cheaper
than going to court. I don’t think that they really believe they have a patent
covering what I do. Every conversation is about a settlement.”

We believe, though, that reasoned and moderate reforms, such as ensuring
balance in discovery demands, will ensure that small printers — and small
businesses in general — have a fighting chance in the current system.

Awarding Fees to Prevailing Parties
We would encourage the Committee to consider amending the current Section

285 of the Patent Code, which allows a party to recover fees and expenses in
“exceptional cases.” Under current law, this standard, in practice, means that
fees are almost never awarded, even in the most egregious of cases. AsIhave
explained earlier, we believe that it is imperative to ensure that the system not
only secures the ability for patent holders to protect their rights, but also the
ability for those accused of infringement to defend themselves. By providing
greater direction for courts to award fees to prevailing parties, we think that
more of our members would choose to fight claims of infringement, rather
than settle. Both the S. 1013 and S. 1612, the Patent Litigation Integrity Act,
introduced by Senator Hatch (R-UT), recognize that end-of-case fee shifting is
the simplest way to restore the proper financial accountability in the patent
system by reducing the incentives to filing unnecessary, abusive, and
burdensome litigation.

Assistance for Small Printers: Education. Qutreach, and Information Access
Regarding small printers, today I have shared the confusion,

exasperation, costs and diversion of resources experienced by small

printers that are targeted by abusive patent practices. While small printers are
not the type to come hat in hand to the government for help in managing their
companies, they do appreciate the intent of S. 1720 to direct the PTO to
develop educational outreach and online assistance tools designed specifically
for small businesses. Should a small printing company find

itself as a defendant in a baseless patent infringement case, this assistance will
provide great value. We support Section 6 of S. 1720.
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V. Conclusion

Without a doubt, both small business and innovation drive the spirit and
economy of this nation, and both should be protected from abusive patent
trolls. I commend the Committee for its action and bipartisanship on this
issue. Clearly, there is a complex, critical intersection between technology and
innovation, economic productivity and growth, and laws that protect valid
intellectual property. I hope the debate in this committee room today and in
future Senate proceedings will seek to balance these important goals. There
won’t be one simple solution to reform our nation’s patent process, but, to
borrow a phrase from President Obama, it’s critical that we build consensus to
produce “smarter patent law.”

Printing Industries of America looks forward to supporting that effort. I note
for the record that all of our regional, state and local affiliated associations are
also strongly supportive of this effort and I am including a letter to that

effect. Again, thank you for the opportunity to address the Committee. I look
forward to answering your questions.



Patents Infringement Actions in the Printing Industry

us.
Patent Owner {Lawfirm) Patent Technology Description
The combined patents describe the use of an on-
Standard Register, 5,666,493 line system for creating an electronic catalog,
Markzware, Lykes 5,963,641 pricing and accepting orders, accepting payment,
Brothers 6,076,080 | Web-to-print, checking inventory, examiningg and correcting files,
(SkipPrint*/Maschoff 7,050,995 | fulfiliment, sending files to a print station, and preparing
Brennan) 7,058,596 | preflighting shipments.
Use of scanning equipment that sends scanned
images directly to email on an internal network or
6,185,590 an FTP/SFTP site. Petition to invalidate patents filed
MPHJ Technology 6,771,381 | Scanned by Xerox and Ricoh with USPTO. Letter sent to
Investments {Farney 7,477,410 | Imagesto printers by MPHJ references agreement with Canon
Daniels) 7,986,426 | Email and sets aside claims.
Template-based visual design generation for
CreateAds (Bayard, P.A.} | 5,535,320 | Web-to-print creation of web to print materials
Use of an “indirect link”—using a short URL such as
NeoMedia Technologies 6,195,048 goo.gl, TinyURL, bitly or any other shortener in a QR
{Global IP Law Group) 8,131,597 | QR Code Code. Qwner has gone after big name retailers.
Techniques for the preservation, automated
measurement, controf, manipulation, and
RAH Color Technologies 19 | Color reproduction of color in digital systems. All
(Global IP Law Group) patents | management invented by Dr. Richard Holub.
Prepress workflows utilizing internal and external
Prepress, networks to generate "plate-ready files” and “plate-
CTP innovations {Baker 6,611,349 | computer-to- ready PDF files." Petitions to invalidate the patents
Donelson} 6,738,155 | plate filed with USPTO by Printing Industries of America.
Generating a personalized QR code, affixing the
personalized QR code onto a mail object, storing
related electronic data in a storage device, and
providing the electronic data to a reception device
{e.g., smart phone, etc.) in response to the
Secured Mail Solutions 8,260,629 reception device scanning the personalized QR
(O'Melveny & Myers) 8,429,093 | QR Code code on a mail object.
7,814,032 | Mail Tracking A system and method for generating, storing, and
Secured Mail Solutions 7,818,268 | with Intelligent | processing mail Identification data using the
{O'Melveny & Myers} 8,073,787 | Mail barcode intelligent Mail barcode {IMb}
Web-hased marketing and management system
Marketing that connects printer with customers and agencies
ADgiants {Locke Lord) 8,271,507 | management via Internet

* SkipPrint is the exclusive licensee of the patents.
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December 16, 2013

Senator Patrick J. Leahy

Chairman, Committee on the Judiciary
437 Russell Senate Office Building
Washington DC 20510

Senator Charles E. “Chuck” Grassley
Ranking Member, Committee on the Judiciary
135 Hart Senate Office Building

Washington DC 201510

Dear Chairman Leahy and Ranking Member Grassley:

We write today as representatives of regional, state and local associations of Printing Industries
of America to thank the Senate Committee on the Judiciary for holding a hearing to examine the
issue of “Protecting Small Business and Promoting Innovation by Limiting Patent Troll Abuse.”

Together, we represent are more than 30,000 individual printing plants in this country in virtually
every city and town in America. The average printing company employs just 27 workers

and more than 60 percent of printing companies are family-owned businesses — a statistic to
which I know the Chairman can relate personally. In aggregate, we employed over 800,000
workers and in 2012 shipped over $147 billion in products.

Unfortunately, we’re also an industry that has attracted the damaging attention of patent assertion
entities (PAE) or “patent trolls.” Patent trolls in our estimation do not innovate, do not promote
economic growth, and do not contribute to the greater good of education or scientific research.
Most importantly, patent trolls do not create jobs ~ the businesses we represent do.

We commend this Committee for exploring legislative solutions to address the complexities of
patent law, and we encourage a healthy debate on these ideas. Our overriding view is that
legislation should deter patent trolls from the outset to protect printing companies from ever
becoming part of the cycle of abusive patent litigation. However, if printers do in fact find
themselves involved in extortionate legal situations, we hope that new laws will be in place to
provide less costly, less burdensome courses of defense.

Some of these solutions include:
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e Deterring patent troll activity by cracking down on deceptive behavior that
accompanies bad faith demand letters. This would help tremendously in reducing
the vague and threatening aspects of demand letters our members currently receive.

» Protect customers who are targeted in patent infringement lawsuits by permitting
the case against them to be stayed while the manufacturer litigates the alleged
infringement.

o Ensuring end users have a robust defense against abusive patent claims through an
expanded, permanent Covered Business Method (CBM) review that would consider
the quality of functional patents in questjon.

e Reforming the patent litigation system to include new heightened pleading
requirements as well as increasing the transparency of patent ownership; and,
finally,

e Reduce the overall cost of abusive patent litigation by balancing discovery
demands. This would empower more of our member companies to fight frivolous
claims of infringement rather than settle.

The solutions above are all contained in some shape or form in one or more of the following bills
under consideration in the Senate:

e Patent Transparency and Improvements Act (S. 1720) (Sen. Leahy/Sen. Lee)
e Patent Quality Improvement Act (S. 866) (Sen. Schumer)

e Patent Abuse Reduction Act (S. 1013) (Sen. Cornyn)

e Patent Litigation Integrity Act (S. 1612) (Sen. Hatch)

We realize that there won’t be one simple solution to reform our nation’s patent process, but, to
borrow a phrase from President Obama, it’s critical that we build consensus to produce “smarter
patent law.” As an industry, we are committed to working with our elected officials to balance
the protection of small business and the promotion of innovation — and —above all - to
combatting the threat and damages caused by patent trolls.

Sincerely,

Great Lakes Graphics Association (IL, WI, IN)

Printing Industries Association, Inc. of Southern California
Pacific Printing Industries Association (OR, WA, HI, AK, ID)
Printing Industries Association of San Diego, Inc.

Printing Industry of the Carolinas, Inc.

Printing Industries of Arizona/New Mexico

Printing Association of Florida, Inc.

Printing & Imaging Association of Georgia, Inc.

Printing & Graphics Association MidAtlantic (VA, MD)
Printing Industries of New England (CT, RI, MA, NH, VT, ME)
Printing Industries of Michigan, Inc.

Printing Industry Midwest (MN, IA, NE, SD, ND)

Print Media Association (MO, IL)

Printing Industries Alliance (NY/CT)
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Printing Industries of Ohio & Northern Kentucky

Graphic Arts Association (NJ, PA, DE)

Printing Industry Association of the South, Inc. (AL, MS, TN, KY, WV, MS)
Printing & Imaging Association of MidAmerica (TX, OK, KS)

Printing Industries of America Mountain States (CO)

Printing Industries of the Gulf Coast (1X)

Printing Industries of Utah

Visual Media Alliance (Northern California)

Cc:  Members of the Senate Committee on the Judiciary
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PREPARED STATEMENT OF DANA RAO, VICE PRESIDENT AND ASSOCIATE GENERAL
COUNSEL OF INTELLECTUAL PROPERTY AND LITIGATION, ADOBE SYSTEMS, INC., SAN
JOSE, CALIFORNIA

“Protecting Small Businesses and Promoting Innovation by Limiting Patent Troll Abuse”

Statement of Dana Rao
Vice President and Associate General Counsel of intellectual Property and Litigation
Adobe Systems Incorporated

Committee on the Judiciary
U.S. Senate

December 17, 2013 at 10:00 a.m.

introduction

Mr. Chairman, Ranking Member Grassley and members of the Committee, thank you for convening this
hearing and for drawing attention to the importance of a well-functioning patent system to our nation’s
economic strength and vitality.

i would also fike to thank Chairman Leahy and Senator Lee for introducing S. 1720, the Patent
Transparency and iImprovements Act of 2013. in addition, | would like to thank Senators Hatch, Cornyn
and Grassley for introducing very important bills that will help curb abusive practices by patent litigants.
Together, these legislative proposals provide much-needed solutions to the patent issues 1 will talk
about today. | believe that all of these biils merit the support of this Committee and action by Senate.

My name is Dana Rao, and | appear before you on behalf of Adobe Systems Incorporated, where | serve
as Vice President and Associate General Counsel of Intelfectual Property and Litigation. { oversee all
aspects of our intellectual property and litigation matters, including obtaining, licensing and defending
Adobe’s patents, trademarks and copyrights.

I am pleased to have the opportunity to testify in front of this Committee about the problems that
patent trolis cause our country. There are two points in particular that | want to keep at the forefront of
this discussion:

1. Bad actors are taking advantage of asymmetrical costs of patent litigation to pressure
defendants into settlements.

2, Legislation now pending in this Committee will go a long way toward fixing this problem.
Specifically, the legistative proposals that | mentioned above can work together in a
complementary fashion to restore balance denying predatory litigants the ability to exert undue
leverage over defendants.

The patent system has become an avenue for abuse and economic gain for opportunists, and Adobe is
one of the many U.S. companies being victimized. Traditionally, the potential of a patent counterclaim
ensured that patent holders chose good patents and performed reasonable due diligence before
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bringing a suit against a competitor. But patent trolls make no product and therefore they do not have
the natural disincentive to bring meritless lawsuits. Unfortunately, the patent litigation system has not
developed to provide any other barriers to that behavior. In fact, the current system is quite easy for
predatory litigants to exploit. For example:

o The current fee-shifting standard is too high to provide any real disincentive for bad actors to
bring questionable patent lawsuits.

e The pleading standard is lower than many other areas of the law, making it easy to file a vague
complaint without performing any due diligence.

e The minimal information required in the current pleading standard allows broad discovery on
any product a defendant sells, which drives up the cost of defense for the defendant.

e Courts often do not decide dispositive motions or hearings early in a patent case, thus
lengthening the time a defendant must pay legal fees before being able to prove that the
asserted patent has no merit.

s Patent trolis have chosen to target end users, who have the least knowiedge of the infringing
technology.

All of these factors create a system in which a patent troli has all of the economic advantages, and
defendants face a Hobson's choice of settling to avoid these costs or paying a prohibitively high price to
prove their innocence.

The measures that | believe need to be included in any final legislative package are:

1. Strong fee shifting to address the imbalance in financial incentives that encourage opportunists
to adopt predatory patent litigation as a business model.

2. Bonding to render the tactic of setting up judgment-proof shell companies ineffective.

3. Customer stays to protect end users from being sued directly and improve judicial economy by
reducing the number of cases in the court system.

4. Heightened pleading to require patent plaintiffs to perform some minimal amount of pre-suit
investigation before launching a patent suit, so fewer meritless cases are initiated.

5. Discovery cost shifting and sequencing to control the cost of discovery in patent cases, which
trolls can now use to exert pressure on defendants.

6. Demand letter reform to deprive patent trolis of another tool in their chest: the use of vague
and misleading threats to convince businesses to pay a setttement before being sued.

These reforms are long overdue. Together, they insert heightened standards of quality throughout our
patent litigation system and thereby allow it to be used for its intended purpose — to promote the
sciences by allowing patent holders to validate their valuable innovations.

in addition to these patent litigation reforms, improving patent quality also should remain a high priority.
Under Chairman Leahy’s leadership, the America invents Act (AIA) made a number of important changes.
As a result, | believe the Patent and Trademark Office is functioning better and patent quality is
improving. For example, to challenge the validity of poor-quality patents, the AlA created post-grant and
inter partes proceedings, and it established ways to challenge business method patents related to
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financial services. These post-grant procedures are now in the early stages of implementation. We have
confidence they will work well. But | also believe strongly that now is not the time to make major
changes to legislatively expand or revise these procedures. | fear that premature changes will do far
more harm than good.

Background on Adobe

Adobe is, by any account, a tremendous international success story that exemplifies American ingenuity
and innovation. Founded in 1982 by two computer scientists, John Warnock and Charles Geschke,
Adobe’s products have created thousands of jobs directly and thousands of businesses indirectly. Adobe
brought the world Postscript, enabling printers to print easily from computers; Photoshop, creating an
industry around professional digital imaging; and Acrobat and the Adobe Reader, bringing the world
innovations in electronic document creation, publication, and management. More recently, Adobe has
entered into Digital Marketing, providing retailers and e-tailers the ability to customize and optimize
their web content. Charles Geschke and John Warnock created not oniy an iconic company 30 years ago,
but also a cuiture of innovation and entrepreneurship that fasts to this day.

From its beginning — two scientists with a good idea — Adobe today generates $4.4 billion in annual
revenues, employs more than 12,000 people, and continues to invest in innovation. Last year Adobe
invested 17 percent of its revenue in research and development, about $740 million dofars.

As a company, Adobe is a strong believer in the U.S. patent system’s importance to American
innovation. With over 3,000 patents and applications, Adobe has protected its leading-edge inventions
in photography, document management, web analytics and web software. The inventions of Adobe’s
scientists may be intangible, but they represent genuine breakthroughs in 21% century technologies. Our
technologies allow computers to recognize faces of loved ones or scenes from vacations and
automatically classify them into photo albums. They can remove biur from photographs, and can use a
video camera to create a 3D animated figure that mimics the movements of your head. We can
recommend goods for consumers to buy; we can predict how a blog will be perceived by the public
before it’s released; and we can report to a company how social media sentiment is rising or falling
based on its latest ad campaign.

These amazing inventions are the building biocks of the future — and they are all impiemented in

software. The software industry is now, and will remain for many decades to come, a critical sector of
our economy, contributing more than $400 billion to our nation’s gross domestic product, employing
more than two million U.S. workers, and paying salaries that are roughly double the national average.

The Current Landscape

| believe the challenge our patent system faces today is caused by bad actors taking advantage of
asymmetries in litigation costs. Trolis make no investments and have nothing at risk, but their targets,
such as the credit unions and print shops appearing here today, face the risk of paying off the troli or
losing their fivelihood. The solution to this problem is to recalibrate the troli's cost-benefit analysis by
taking away the leverage that creates the potential for windfall profits.
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i have heard some complain that the problem is the avaifability of patents for software, so software
should not be patentable. Adobe does not agree. The bad actors who choose poor patents and stretch
their claims beyond meaning are at fault. Software remains a vibrant fountain of innovation and the
source of many of the greatest inventions happening in our country today.

| believe we should continue to use the traditional ruies for determining if an idea is patentable. This
means we should not be allowed to patent abstract ideas. At the same time, we should not confuse
what is “abstract” with the “intangible” innovations found in software. A great many of the 21
century’s businesses are built on intangible ideas, and this trend will only continue. it is no coincidence
that America is the leader in providing patent protection for software and that America is aiso the worid
leader in software innovation. Congress should continue to support that protection going forward.

That being said, we should always be looking for ways to improve the patent system. The America
Invents Act was a landmark piece of legislation, a major overhaut of the patent system to modernize our
practices and prepare us for the next century. With harmonization as a key goal of the AlA, America is
now ready to lead the world discussion on the importance of patent rights. In addition, the AIA added
some important measures for helping improve the quality of patents, which has been and will continue
to be a critical focus for the United States Patent and Trademark Office, patent applicants and industry
participants. The AIA, however, did not focus on the problems currently associated with abusive patent
litigation practices. The problem was there, and it has only become worse.

Problem of Abusive litigation Practices

Before 2009, Adobe had only faced 19 lawsuits in its entire history. This year, we have had more than 20
patent litigations. Before 2009, we had received demand letters only eight times. in 2012 alone, we
received 33.

Nationally, the problem is worse. In 2007, patent trolls targeted 834 defendants. In 2011, they
quadrupled their targets, suing 3,401 defendants, according to the GAO report." A majority of patent
litigation is now brought by patent trolls. Patent monetization entities {typically trolls) filed 58.7 percent
of patent lawsuits, up from 24.6 percent in 2007.%

Not only have patent trofls dramatically increased the frequency of patent suits; they have also changed
the nature of these suits. instead of suing the party allegedly responsible for the use of the patented
technology, the patent trolls are targeting customers who are the end users of the patents, a
phenomenon unheard of just a few years ago. Since 2009, Adobe has received more than 130
indemnification requests. The reason for this change in target is an unfortunate one. Trolls are targeting
those most vuinerable and least suited to defend the case, which maximizes the advantages they have in
their cost-of-defense strategy. They know that end-user defendants — such as sporting goods stores,

t GA0-13-465, INTELLECTUAL PROPERTY: Assessing Factors That Affect Patent infringement Litigation Could Help improve
Patent Quality, pp18-19. )

2 Feldman, Robin, et al., “The America Invents Act 500 Expanded: Effects of Patent Monetization Entities,” forthcoming UCLA J.
L. & Tech. 2013
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clothing retailers and coffee shops — will pay a few hundred thousand doliars rather than incur the
millions of dollars required to mount an effective defense.

Adobe sees this type of extortive demand continually from these new patent fitigation plaintiffs. We
have received offers for settiement of $50,000, $30,000, and even $11,000. They ask for these smail
amounts, which are far less than the cost to defend ourselves in litigation, in exchange for us walking
away without forcing the patent troll to prosecute their patent. it is quite obvious that the patent trolls
do not want to see their patents tested. In fact, one study has shown that patent trolls will lose more
than 90 percent of their cases if the patents are taken to final judgment.? They know this, and so they
price their patent settfements accordingly.

Unfortunately, settling with the patent trolls does not always help. Adobe has been sued by one entity
through three different shell companies three times in just the last two years. Appeasement is not a
strategy that works, and Adobe no longer settles with meritiess patent holders. Rather, we are now
forced to pay the millions of dollars of defense costs to make the point. it costs, on average, $3 million
to $8 million for Adobe to defend itself in a patent fawsuit through trial. While Adobe has now chosen to
pay that cost to fight back against these trolls, many of the start-up companies and small businesses
targeted by patent troli litigation cannot.

Spending millions of dollars on litigation has an impact to Adobe. Adobe has more than 12,000
employees. The miilions we are spending on legal defense costs could be used to expand our hiring in
several of our U.S. facilities, collaborating with universities to bring forward the next great feature in
Photoshop, and investing in our communities.

Instead, the money is going to patent trolls. And make no mistake, these patent trolls are not the little
guy. They are muiti-million dollar ventures, in some cases publically funded. But patent trolis certainly
have no compunction about targeting the iittle guy. in a recent study, 55 percent of the NPE lawsuits
target companies that make under $10 million in annual revenue.” Targeting small companies makes
sense for this business modei, as trolls know start-ups can’t afford protracted and expensive litigation.
These decisions have real impact, not just in money, but in jobs, products and innovation. The same
study notated that 28 percent of the surveyed start-ups had one or more significant operational impacts
from an NPE assertion, and 12 percent had to exit a business line altogether. Forcing start-ups out of
business in favor of a paper-holding patent troll is not beneficiai to society.

And this not just a problem for start-ups. in my career, { have had to tell a business partner thata
patent license settlement with a troll was going to cost several hundred thousand dotlars. The business
owner responded that it was going to force them to [ayoff engineers to fund the license. Unfortunately,
there was nothing | could do to avoid paying this cost. No one wins when the patent trolls are allowed to
flourish. Their behavior is having a real impact on real people, and only Congress can stop the abuse,

Remedies

*Mark A, Lemiey, & Joshua Walker, Patent Quaiity and Settlement Among Repeat Patent Litigants, 93 Geo. L. J. 677, 694 {2011).
4 Colleen Chien, Startups and Patent Trolls, Santa Clara Univ, School of Law, Accepted Paper No. 09-12 {Sept. 28,
2012}
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It is easy to see that meritless litigation designed to force victims to pay extortive settlements is the
heart of the problem. The way to curb this abusive behavior is to rebalance the costs of patent litigation.
Any solution must take into account future changes in technologies and business models. That is why
proposals focusing on specific types of plaintiffs or types of technology are problematic. Proposals
aimed at curbing bad behavior — no matter who is doing it — are the right way to go.

1. Fee Shifting

Congress has already recognized that patent litigation is uniquely ripe for abuse. 35 U.5.C. §285 is one of
the few areas of the law that provides for fee shifting. Unfortunately, §285 requires a case to be
“exceptional” for fees to be shifted, and the lack of real-worid outcomes shows that the standard is too
high. Very few judges award litigation costs to a winning party who has been the victim of meritless
litigation. In an op-ed in the New York Times, Chief Judge Rader noted that only 20 of 3,000 cases
received fee shifting in 2011. it is certainly our experience that fee shifting is rare, and it is aimost not
worth the cost to bring a fee shifting motion given this high threshold. A court must find that the bad
actor was objectively unreasonable and had subjective bad faith in order to shift fees under the current
§285. When asked about their reluctance to shift fees, judges consistently cite the complexity of patent
cases and the difficuity of showing that a plaintiff had an unreasonable position, given their unfamiliarity
with the technology. Unlike copyright law, which aiso has fee shifting, the complexity of patent litigation
requires that the fee-shifting standard for patent litigation create greater certainty, or the desired
deterrent effect will not be achieved.

There are several legislative options before this Committee that would help provide that certainty, and
thus the deterrent effect the patent system needs. Two Senate bilis — one from Senators Cornyn and
Grassley (5.1013) and one from Senator Hatch {S. 1612} — along with the recently passed House bill
(H.R. 3309) all have simiiar provisions. The House bill provides that the non-prevailing party must pay
the fees of the prevailing party unless the non-prevailing party’s position has a reasonable basis in law or
fact, or the court determines special circumstances apply, such as that the shifting of fees would cause
severe economic hardship to the non-prevailing party. The Cornyn-Grassley bill would shift fees to the
non-prevailing party unless the non-prevailing party’s position was substantially justified or the court
determines in its discretion that special circumstances exist. Senator Hatch’s legislation provides a
similar position, but also takes into account conduct as a factor by which to determine whether fees
should be shifted.

All of these bills would establish effective, balanced, and fair fee shifting mechanisms. tn one recent case
for Adobe, a patent troll litigated a case against an Adobe customer. We stepped in to defend the case.
Before the merits wouid be heard, the patent troll wanted to walk away from the fawsuit. The troli
offered increasing smaller settlement amounts, but we declined. Finally, the troll gave up and granted
Adobe a free covenant not to sue. We moved for fees, but the court determined this was not an
“exceptional case,” because the plaintiff's position was not objectively unreasonable. The court found
that since the case hadn’t reached the merits, it had no way of knowing what the plaintiff's position
would be, For that primary reason, it chose not to shift fees. This is a good example of how the current
law fails in today’s patent litigation landscape. The patent troll can settle with hundreds of defendants
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and avoid fee shifting by walking away from a meritless case before the weaknesses are exposed or
before it can prosecute the case in its chosen plaintiff-friendly forum. Under any one of the three
proposed fee-shifting standards, the patent troil would pay in this situation. The new bills would create
incentives for patent hoiders to bring only cases for which they have a reasonable position. That is how
our patent system should work.

I should also note that the Supreme Court is currently reviewing the fee-shifting standard in 35 U.S. C.
§285. The statute is interpreted today to require both objective baselessness and subjective bad faith to
satisfy exceptionality. The Court may lower the threshold to find exceptionality. However, as noted
above, it is unlikely that it can sufficiently modify the standard to meet the problems of today. The Court
is still bound by the word “exceptional,” and that word creates an unreasonably high bar. The problem
of abusive litigation practices is a policy matter, and Congress is better suited to address the inadequacy
caused by the burdensome high standard in today’s statute. Given the central importance of fee shifting
to solve the patent troli problem and rebalance patent litigation to focus on merit based suits, we
strongly believe that a fee-shifting amendment must be added to any legislation that is passed by the
Senate.

2. Discretionary Bonding

1t is not sufficient merely to shift fees. In today’s litigation landscape, the patent trolls are very creative
and establish shell companies through which they bring their meritless cases. The patent troii stands in
the shadows behind these sheil companies. A fee-shifting statute must reach the patent troll, who is the
real party in interest. In other words, the deterrent effect of the improved fee shifting only works if
those who are receiving the direct financial reward for these suits are held accountable. Obtaining a fee
award against a judgment-proof shell company will have no deterrent effect on the patent trolis.

There are several approaches to securing fees against the real party in interest. The best of these
approaches is Senator Hatch’s discretionary bond provision. This carefully nuanced provision balances
the need for a bond against the importance of not unnecessarily or unfairly burdening every plaintiff
with the requirement of posting a bond. For example, this bond provision clearly addresses concerns
about burdening a small start-up or independent inventor. One of the key factors a court is asked to
consider is whether or not a bond would burden the patent holder’s non-patent activity. A small start-up
with a real business would not be required to post a bond under this provision. in addition, any party
that can demonstrate that they are able to pay for shifted fees and anyone who can find an entity willing
to be responsible for such fees on their behalf could also be exempted by a court from posting a bond.
These factors ensure that the court’s discretion will be focused on the real abusers of our patent system,
and those legitimate patent holders would be exempt.

There have been several bills that attempt to address this issue through expanding the rules on joinder.
We have some concerns with these proposals. First, we believe there are due process concerns with
joining a non-party without sufficient notice. Some proposals have attempted to address this problem
by creating complicated and expensive notice processes that potentially pose expensive burdens on the
defendants at a time when it is not clear fee shifting will be an issue. In addition, venue requirements
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can be easily avoided by the troils. Given the problems with making joinder an effective tool to ensure
that the shifted fees serve as a real deterrent, we prefer a discretionary bonding provision as discussed
above.

3. Customer Stay

As mentioned above, the patent trolls have shifted their focus to customers to fuef their business mode!
of predatory litigation. This is a very troubling development, disruptive to the economy as a whole and
to our specific relationships with our customers. it also unnecessarily diverts valuable judicial resources.
We urge the Committee to take action to address this problem. Trolis targeting of customers and
retailers has led manufacturers to defend their customers all over the country. This is an expensive
process. in one case, a patent troll filed 12 actions in 11 different districts against more than 200
defendants refated to one of Adobe’s products. in that suit, Adobe had to defend 10 of its customers in
six of those districts. To address this expense, manufacturers attempt to win stays against the patent
holder, to efficiently resolve the dispute in a single courtroom. There are often common issues of
infringement and validity that can be better considered in a single courtroom rather than spread out
over the country. in most cases, damages can aiso be considered equitably in the same courtroom.

There is littie iegitimate reason to prosecute multiple cases on the same patent against the same
product against a number of defendants, unless you are hoping to force settiements. However, since
these are not legitimate suits, the trolis oppose the manufacturer motions for stays and often are
successful in having them denied. In the case described above, Adobe’s motions for stay were denied for
several of our cases and granted in others. One court merely pointed to prejudice to the patent holder
by having to wait for the manufacturer’s case to go forward, which is, of course, always going to be the
case as the customer’s case is first filed {(or this problematic situation does not exist). This kind of routine
denial of stays impairs the ability of a manufacturer to defend its customers and is of no benefit to
judicial economy. The split in the courts’ use of the common law customer suit exception also dictates
that a uniform national law would better serve the industry.

S. 1720, the Patent Transparency and Improvements Act, provides a statutory system for making it
easier for manufacturers to defend their customers. A stay is granted if the manufacturer and customer
agree to be bound by common issues, the manﬁfacturer and customer agree in writing, and the same
patents and products are targeted in the two suits. However, to protect the patent hoider, the stay can
be lifted if the stay would be prejudicial to the case of the patent holder. This common sense provision
carefully balances the interests of the end user, the patent holder and the manufacturer. We support
the approach of the S. 1720.

4. Heightened Pleading

Another area of important focus is the reduction of discovery costs through an increased requirement
for detailed pleadings. Heightened pieading requirements and discovery cost shifting are closely related,
as a heightened pleading standard will provide a focused scope under which subsequent discovery will
be requested. In addition, both concepts strengthen another tool against the troll: a requirement that
patent trolls incur the expense of doing some pre-suit investigation, which should reduce overbroad



106

discovery. This helps remove discovery costs as a weapon to be used against the other party. Ensuring
that the conduct of patent litigation is not turned into a too! for bad behavior is an important policy
objective, and one where we urge Congress to act.

Today, the pleading standard for patent litigation is very low. We routinely receive complaints that do
little more than announce the name of the company and the patent, and make a generai assertion that
some Adobe product is infringing. There is no discussion about what product or what claim in the patent
is at issue. There is no provision describing the theory of infringement. There is no discussion of who the
real party in interest is, or if there are any licenses or standards commitments that might affect the suit.
Today, all that is required is compliance with Form 18 of the Federal Rules of Civil Procedure. This lax
standard fuels the rise of meritless patent litigation, as patent holders are able to easily file suits with no
pre-suit investigation and then begin their campaign for extortive settlements. it is typical for Adobe to
receive a call for a settiement days after a bare-bones complaint has been filed. The patent holder still
has no idea what product or claim is at issue, or why Adobe infringes. But since there is no requirement
for specificity, they are able to use the leverage of the lawsuit to extract a settiement.

There are several pending legislative proposals that address this issue, by eliminating Form 18 and
adding requirements for heightened pleading. H.R. 3309 and S. 1013 both provide for these measures.
Adopting these positions would merely bring patent fitigation in line with the recent Supreme Court
pleading standards set forth in Twombley and igbal.

H.R. 3309 adds important additional safeguards for the patent holder, including protecting trade secret
information from being disclosed in the pleadings and ensuring that the heightened information is only
required if reasonably accessible. As a patent holder, Adobe would like to see both of these safeguards
added to final legislation on this issue.

5. Discovery Cost Shifting and Seguencing

Discovery costs are another weapon in the patent troll’s arsenal. in an American intellectual Property
Law Association {AIPLA} survey, patent defendants revealed that cost of discovery can range from
$350,000 to $3 miltion® Adobe’s costs are typically in this range for cases that go the full length of
discovery. There might be a justification for spending this amount if these documents produced by
Adobe were actually used. But they are not. The GAO study issued this past summer noted that one
judge stated less than one in 10,000 documents are actually used at trial. This is commensurate with
Adobe’s experience as well. As a software company, we willingly provide source code in discovery
subject to appropriate safeguards. We believe that in most cases the plaintiff’s entire infringement case
can be built from this one response to discovery request. However, plaintiffs still ask for thousands of
documents in order to put pressure on us to settle. There is no legitimate reason for seeking such large
productions of documentation with low relevance. However, if the goal is to raise the cost of litigation,
seeking broad discovery requests fits nicely within that strategy.

® Report of the Economic Survey 2011 {Arlington VA: July 2011}
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The current proposals to allow discovery cost shifting in excess of core documents also allow the overall
cost of litigation to be reduced for the defendant at an earlier point than any end-of-case fee shifting
decision. By minimizing the discovery costs during the case, it is likely more cases will be heard on the
merits.,

Another key element of reducing the overall cost of litigation is to properly sequence discovery in patent
cases. The most important component of a patent case is the Markman decision, where the claims of
the patents are interpreted and become the law of the case. After this hearing, it can be quite clear to
both sides who has the winning position. Cases are often settled after Markman. in one recent {and
typical) case, Adobe had a successful Markman decision and the patent plaintiff decided to stipulate to
non-infringement and appeal the Markman decision. if affirmed, the case would end. Given the
importance of the Markman decision, it only makes sense that it should be rendered early in a patent
case, and discovery should be limited only to the question of claim construction for most cases untii the
Markman decision has issued. Both patent holder and patent defendant benefit from reaching the
merits of the case as quickly as possible for as low a cost as possible. Many cases could be conducted for
a far fower cost if the case proceeded to a Markman decision first, with {imited discovery. Discovery on
other aspects of the case can continue after Markman, assuming the case needs to go forward. Prior to
Markman, because of the lack of understanding of the scope of the claims, discovery can be very broad
and often results in document production and review of very little relevance, given the later
interpretation of the claims by the court. Both S. 1013 and H.R. 3309 have provisions to sequence
discovery in this manner. in addition, both provide discretion to the court to allow other discovery to
occur as appropriate. As a defendant, Adobe prefers the court to maintain discretion to allow other
discovery early to allow other dispositive motions to be brought as appropriate. However, for the
ordinary patent case, claim construction will be the most important component of the case, and limiting
early discovery to those issues will make for a more efficient and cost-effective litigation. Adobe does
support providing an exception for cases in which the patent holder is seeking a preliminary injunction.
For those cases, time to resolfution is of maximum importance and it seems appropriate that discovery
on all issues proceed in paraliel.

In addition, Adobe supports the brinciple that the judiciary is best able to dictate the specifics of their
case management practice, to address the different scenarios they routinely face. However, Adobe
strongly believes that Congress should set the policy goals as discussed above, to ensure the framework
of patent litigation is not enabling the abuses that are occurring today. To that end, Congress should
provide specific guidance to the Judicial Conference to ensure that those goals are met. in addition,
given the urgent and growing nature of this problem, Adobe believes that Congress should set a date
certain by which the Judicial Conference promuigates its rules, and such date should be set as early as
practical after the passage of this legislation.

6. Demand Letters

Finally, Congress should act to protect against the abuse of demand letters in patent assertions.
Legitimate patent licensing, where a patent holder is aware of a particular infringement and uses a letter
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to initiate discussion, is perfectly appropriate and protected speech. However, the demand letters being
sent in today’s environment often are deceptive and misleading.

in one situation, a patent holder is sending letters to Adobe customers asking for money to settle the
fawsuit. The patent is one for which Adobe has taken a license on behalf of itself and its customers.
Despite this, the patent holder fails to mention Adobe’s license in its letters. The only conceivable
motivation for this behavior is to hope that customers unaware of that license and pay the patent
holder out of ignorance. Adobe has had to move to intervene in one of the lawsuits filed merely to
publicize and have a court finding on the fact that its customers are covered by the contract, a fact that
the patent holder does not dispute. In a separate example, a patent holder continues to send demand
letters about a patent it has asserted against Adobe. However, in the case against Adobe, a material
question has surfaced regarding whether the troll even owns the patent. This issue was sufficiently
credible to cause the judge to stay the case on the eve of trial. However, while we are waiting to litigate
the ownership issue, the patent troll is continuing to send out demand letters to Adobe’s customers
without any reference to the fact that the troll may not be actually own the patent. if a customer pays
the patent holder, and the patent holder is found not to be the true and correct owner of the patent,
the customer could also be forced to pay the new patent holder on top of the previous payment.

This sort of behavior needs to stop. it is all a piece of the campaign to use patents to force extortive
settlements. S. 1720 would address this problem by asking the FTC to use its Section 5 authority to
enforce against deceptive and misleading practices. 5.1720 would specifically require demand letters to
include information about licenses and ownership, two easily provided and critical pieces of information
in any demand letter. In addition, a requirement to provide reasons for infringement will enable
recipients of the letter to assess the relevance of the threat, rather than merely acting out of the fear of
the unknown. We do have concerns with enforcing against a patent troll that falsely threatens that
“judicial relief will be sought.” Namely, we are worried it will actually lead to more lawsuits being filed to
satisfy this criteria, which is not the best outcome.

Importance of a Unitary Patent System

Some have argued that the real cause of the patent troll problem is that patents are available for
computer-implemented inventions, or software patents. | strongly disagree. At Adobe, we believe all
technologies should be treated equally under the patent system. Our software patents are sound and
protect true innovations. These patents play an indispensable role in making our company viable.
Diluting or casting a shadow over these essential components of what makes Adobe competitive would
be a huge probiem.

At the same time, improving patent quality is essential and was the central focus of the AIA, which
established a number of important measures that we believe are making a real difference. Some are in
the early stages of implementations. The ability to challenge issued granted patents in order to weed
out patents that should not have been granted is making a real difference. The AlA created two
permanent ways to challenge issued patents — inter partes re-examination and post-grant review —
which balanced the need for patent validity review with the need for a patent owner to have certainty
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as to the value of their patent. The AlA’s Section 18 created a third, and purposefully narrow way to
challenge business method patents related to financial services. Section 18 is a transitional component
of the faw and was not meant to be a permanent feature. Section 18 targets a very small sector of
improvidently granted patents. That was and should remain its focus.

| fear that call for expanding the scope of Section 18 challenges to cover all or virtuaily all software
patents would be harmfu, especially given the evidence that the inter partes review process is working
as intended. Such an expansion would impose unnecessary cost and burden on the patent owner and
significantly delays the enforcement of valid patents, creating opportunities for litigation abuse by
infringers.

Improvements to Post Grant Proceedings

The Post Grant proceedings, a central feature of the American Invents Act, are a valuable tool for
improving patent quality. Adobe supports the removal of the “reasonably could have been raised”
estoppel requirement in the Post Grant Review procedure {PGR}. This very broad estoppe! standard
would effectively preclude any practical utility of the PGR process, as chaliengers would have to give up
too many rights in order to seek the benefits of this provision. Within the first nine months of patent
issuance, challengers are not well positioned to bring every possible defense they “reasonably could
have raised” in a PGR proceeding. However, creating estoppel for arguments actually raised during the
proceeding is fair, and serves the purpose of this Program.

In addition, Adobe supports maintaining the “broadest reasonable interpretation” (BR!} standard for
post-grant proceedings. This standard, supported by the Patent Office, ensures a consistent
interpretation of claims by the Patent Office where the applicant has an opportunity to amend their
claims. Using the BRI standard also allows the Patent Office Trial and Appeal Board to review
petitioner’s petition without any further input from the patent holder on the proper interpretation of
the claims, as might be required if another, fact-intensive, standard were applied. This serves the goal
of ensuring that the post —grant proceedings are conducted expeditiously and inexpensively. Adobe
does support requiring the PTAB to consider other factors such as patent prosecution history estoppel
or district court claim constructions, as they interpret claims under the BRi standard.

Conclusion

Thank you again for allowing me to testify. The problem of patent litigation abuse has evolved and
grown. It is an urgent threat that costs our economy billions of doflars and causes real-world impact in
jobs and innovation. There are a number of common-sense, fair and balanced reforms Congress can
enact to address these problems. They include fee shifting, to restore the economic balance in the
litigation system; discretionary bonding, to ensure the fees are actually paid; heightened pleading and
discovery reform, to lower the costs of patent litigation for all parties; customer suit protection, to
redirect litigation toward the proper parties; and demand letter reform, to help the end users defend
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themselves against patent misuse. Together, these provisions will restore the integrity of patents and
the patent litigation system that our economy needs.

Fortunately, the Leahy-Lee bill contains several of these measures. Combined with the other legisiative
proposals { have discussed, it will have a positive impact on the U.S. economy by restoring a strong and
flourishing patent system, free from the taint of abuse. | think we all understand how vital this is to the
continued growth of American innovation.

| ook forward to answering your questions.
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Executive Summary
Statement of Philip S. Johnson,
Chief Intellectual Property Counsel,
Johnson & Johnson
On Behalf of the
Coalition for 21% Century Patent Reform

Executive Summary

Mr. Chairman and distinguished Members of the Judiciary Committee: Thank you for the
opportunity to testify on the subject of “Protecting Small Businesses and Promoting Innovation by
Limiting Patent Troll Abuse.”

Although 1 am active in a number of professional organizations with interests in patent law
reform, including the American Intellectual Property Law Association, PARMA, B1O and the Intellectual
Property Owners Association, I am testifying today as a representative of the Coalition for 21* Century
Patent Reform (*21C”).

In the view of our Coalition, patent trolt abuse involves the use of court proceedings, or threats of
them, to press specious patent claims or defenses for the purpose of coercing settlements driven solely by
the desire to avoid litigation costs. Such practices can be perpetrated by any litigant who is so inclined,
and while the effectiveness of the tactic will vary based upon the parties’ circumstances and means, the
identification of the abuser turns not on who the party is, but rather how they behave.

The problem of patent litigation abuse is not new to the patent system, or to this Committee. You
devoted a great deal of attention to the problem while developing the Leahy-Smith America Invents Act
(“AIA™), and have already gone a long way towards giving the courts and the USPTO the tools they need
to address the problem. Open and transparent patentability criteria, enhanced USPTO funding, the
establishment of new post grant and inter partes review proceedings, limitations of joinder in patent suits,
elimination of non-competitor false marking suits, and the pilot patent courts bill have given the USPTO
and the courts important new weapons that they are now just beginning to employ. Nor is Congress
acting alone, as the courts themselves have handed down a series of constructive decisions starting with
the elimination of automatic injunctions in patent cases, rulings addressing overbroad patents, especially
in the software and business method fields; and new precedents that reign in speculative damages awards,
particularly when the infringing component is part of a much larger system. In addition, the Federal
Judicial Conference is now very active proposing reforms to procedural rules refating to pleadings and
discovery in patent cases, particularly to address cases where discovery burdens are asymmetrical.

This is not to say that everything that can be done to stop abusive patent litigation practices has
been done. One promising proposal in S. 1720 (the Leahy-Lee Bill) would automatically stay patent suits
against off-the-shelf distributors, retailers and end users who are doing no more than using purchased
products in the manners instructed by the manufacturers, in favor of suits joined or separately brought by
manufacturers or suppliers to resolve the issues. The Leaty-Lee Bill would also improve transparency of
patent ownership, correct an error in the AlA relating to the estoppel to be applied in post grant reviews,
direct the USPTO to follow the same claim construction rules as applied in the courts and ITC, and codify
the rule of double patenting for first-inventor-to-file patents, all of which should improve the
effectiveness of our patent system. In addition, the Leahy-Lee Bill proposes to stem the use of bad faith
demand letters by authorizing the FTC to treat them as unfair and deceptive trade practices. With further
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development to address preemption, free speech and safe harbor issues, we see this as a promising
approach for dealing with this aspect of the patent abuse problem.

Unti} recently I would have added to this list of remedies the modified attorney fees shifting
proposal by Senator Cornyn in S. 1013 or Senator Hatch in S. 1612, but because the Supreme Court has
recently granted cert in two cases to address patent fee shifting, Congress should probably wait for the
Supreme Court to decide these cases before revisiting this subject. But whatever the Supreme Court
decides, problems will remain when plaintiffs are structured as shell corporations so that they can bring
specious suits knowing that they have insufficient assets to satisfy any fee awards they might incur. Of
the three approaches suggested to address this aspect of the problem — joinder, bonding or legal recourse
against persons with a financial interest in the proceeds of the suit -- our Coalition favors the third.
Treating this aspect of the problem as the collection issue it is will preserve free access to the courts, not
disrupt good faith patent assertions, and be the most difficult for abusers to avoid.

Other proposals relating to heightened pleading standards, mandatory stays of discovery pending
Markman rtulings, and the specifics of managing discovery in patent cases, while well intended, are
unworkable in their present forms, and should be referred to the Federal Judicial Conference for further
development. While there is clearly room to improve pleading practices in patent cases, to depart from
the general principles of notice pleading by requiring plaintiffs to plead both their contentions and their
supporting evidence will bog these cases down at their outsets. Nor does 21C favor imposing mandatory
discovery stays pending Markman rulings, leaving little or no discretion to the courts as to what is right
for each particular case. Such an approach would serve as an open invitation to copyists to enter the U.S.
market safe in the knowledge that patent actions brought against them will come to a virtual standstiil for
an extra year or more while the parties wrangle over the meanings of patent claim terms. In the
meantime, manufacturers’ market shares, and the jobs they support, will shrink as the as the infringement
continues.

Finally, especially now that the Supreme Court has agreed to hear an overall challenge to the
patentability of computer-implemented inventions, 21C believes it would be best to table Senator
Schumer’s proposals in S. 866 to expand and extend the transitional program for financial sector business
method patents.

The innovation ecosystem in the country is extremely sensitive to changes in our patent system.
While troll abuse is a problem that should be addressed, it is critical that Congress not do so at the
expense of the vast majority of innovation stakeholders for whom the patent system is working.
Proposals that deprive patent owners of free access to the courts and/or delay or make less certain the
availability of relief from the harms caused them by infringers should be avoided even, if necessary, at the
expense of accepting less than a complete solution for troll abuse. With the help of this Committee, our
country has come a long way by enacting the AIA and the pilot patent courts bill, which are only now
being fully implemented. Let’s move forward with remedies that are sharply focused on abusive
behaviors, while exercising restraint as to those which may have broader ramifications on the innovator
community, and our economy as a whole.
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Prepared Statement of Philip S. Johnson

I Background

The issue of litigation abuse in patent cases is not a new one. During the public debate that
followed the 2004 recommendations of the National Academy of Sciences, both the Supreme Court and
the Federal Circuit handed down important decisions that addressed the criticism that the system favored
the assertion of vague or overly-broad patents by non-practicing patentees (or non-practicing entities,
referred to as “NPEs”). These decisions restricted the availability of patent injunctions to NPEs',
mandated transfer of patent cases to more convenient and potentially less NPE- friendly jurisdictions?,
clarified that damages may be awarded based only on the value of an invention rather than on an entire
system in which the invention is only a small component’, strengthened the written description and
enablement requirements to ensure that overly vague and ambiguous patents will not be upheld, and
clarified that innocent infringers should not be subjected to treble damages’.

In January of 2011, Congress also addressed patent litigation concerns by passing the pilot patent
courts bill to establish a ten year program to test the concept that patent cases can be better and more
efficiently managed, and abuses deterred, if they are handled by district court judges who preside over a
large number of them. This initiative is now being implemented, and is already yielding fruit in the form
of a number of proposals for courts to limit the amount and cost of discovery in patent cases and to
actively manage them to deter and/or punish litigation abuse.’

Perhaps most significantly, Congress acted again in September of 2011 by passing the Leahy-
Smith America Invents Act ("AIA")’, which included further provisions, some now just going into effect,
that are designed to lessen the opportunity for abusive patent litigation conduct. This act made the criteria
for patentability more transparent in a first-inventor-to-file system, authorized the public to participate in
the patent examination process and increased funding for the United States Patent and Trademark Office
(USPTO), all to improve the quality of future issued patents. As importantly, this Act created several new
procedures that allow members of the public, including those who are being sued for infringement, to
quickly and inexpensively challenge a patent's validity before a panel of administrative law judges in the
USPTO. This act also effectively eliminated opportunistic false marking suits, mandated that patent

! eBay, Inc. v. MercExchange, LLC, 547 U.S. 388 (2006).

2 fn re TS Tech Corp., 551 F.3d 1315 (Fed. Cir. 2008).

* Lucent Technologies, Inc. v. Gateway, Inc., 580 F. 3d 1301 (Fed. Cir. 2009).

"_Ariad Pharmaceuticals, Inc. v. Eli Lilly and Co., 598 F.3d 1336 (Fed. Cir. 2010) (en banc).

S Inre Seagate Tech., LLC, 497 F.3d 1360, 1371 (Fed. Cir. 2007), cert. denied, 2008 U.S. LEXIS 2153

(2008).

® See Patent Cases Pilot Program, Pub. L. No. 111-349, 124 Stat. 3674; District Courts Selected for Patent Pilot
Program, Admin. Office of the U.S. Courts (June 7, 2011) (available at:

http:/Awww.ascourts. gov/News/News View/ 1 1-06-07/District Courts_Selected for Patent Pilot Program.aspx).

7 Pub. L. No. 112-29.

#35U.8.C. 285,

% See Marctee LLP v, Johnson & Johnson and Cordis Corporation, 664 F.3d 907, (Fed. Cir. 2012) (awarding $4.7
miilion in attorney and expert witness fees against an NPE). For 2011, see also the cases listed at items 38 & 39 at
www.patstats.org/2011_Full_Year Report.html.
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plaintiffs could no longer indiscriminately join unrelated parties in a single law suit, and provided for a
further study by the GAO of issues relating to NPE patent assertions.

As Congress recognized in authorizing a study into the litigation conduct of NPEs, little empirical
evidence existed confirming or refuting the complaints that NPEs bring a disproportionate percentage of
specious patent suits. Unfortunately, the advancement of specious claims or defenses has always been a
part of patent litigation, and can be perpetrated by any party, if so inclined. Fortunately, courts already
have the power to award attorney fees in exceptional patent cases®, but, in our experience, they are
unwilling to do so unless a party engages in clearly reprehensible litigation conduct’.

On March 14, 2013, our Coalition testified before the Subcommittee on Courts, Intellectual
Property and the Internet, of the House Judiciary Committee at a hearing entitled “Abusive Patent
Litigation: The Impact on American Innovation & Jobs, and Potential Solutions.” At that time we agreed
that more could be done to address abusive patent assertion tactics, and suggested that two of the
additional remedies that had been considered but not adopted during the consideration of the AIA ---
lowering the standard for fee shifting so it is easier for judges to award fees to a prevailing party and
automatically staying suits against customers and users where the original provider of the product or
service accused of infringement elects to bring suit to resolve the issue with the patentee --- could be
developed further to address the problem.”® At the same time, our Coalition warned that any provisions
directed at entire classes of patent litigants would be neither fair nor effective, and would run the risk of
chilling activities, such as the investment in research and development, which are important to our
economy and to the creation of jobs. Accordingly, we urged that such remedies be targeted only at the
offending conduct, and that they not impinge upon legitimate patent licensing and enforcement activities.

Our Coalition also recommended legislative restraint, as most of the provisions of the patent pilot
courts bill and the AIA were still in the process of being implemented, the impacts of several important
judicial decisions addressing the issues had yet to be fully appreciated, and the AIA commissioned GAO
study had not yet been issued''. Our Coalition warned that Congress has already gone a long way toward
fixing the problem of patent litigation abuse, and that to improvidently modify the system at this time
would run the risk of chilling innovation, and the jobs that flow from it, by making reliable patent
enforcement substantially less certain.

On March 15, 2013, the USPTO fee increases authorized by the AIA went into effect. At that
time, the IP community, which had supported these increases, understood that, as promised, the additional
funds generated from these increases would be available for use by the USPTO to implement the AIA and
to improve the quality of patent examination.'”> However on April 11, 2013 the IP community leamed
that the OMB had determined that, even though copyright fees would be qualified as exempt from
sequestration as voluntary payments, patent fees would not be. The result was that the USPTO would be
denied the use of about $148 million in fiscal year 2013, causing the cancellation of a number of
important initiatives, and delaying many others.

1% At that time, we also suggested several technical corrections to the AIA to correct certain estoppel and claims
construction issues to improve the fairness of the AIA’s post-grant proceedings.

Y The GAO Report subsequently issued on August 22, 2013; see n. 17 infra.

2 It was then widely thought that USPTO fees would be exempt under Section 255 of the Budget Contro}
Act (“Paygo™) as funding activities supported by the voluntary payments of the public for goods or
services, and that the funding provisions of the AIA would ensure that fee revenues would be spent by the
USPTO to improve the quality of patent examination.
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In June of 2013, Price Waterhouse Coopers (“PWC”) released its annual study of patent litigatios
activity, covering 1995 through 2012. This empirical study reports that the rate of patent litigation
remains closely correlated to the number of patents issued by the USPTO"™, and that the recent sharp
increase in case filings is due to the temporary rash of false marking cases (since abolished by the AIA)
and to the AIA’s requirement that unrelated defendants cannot be joined in a single action.’" Over the
past five year period, practicing entity patent holder success rates in litigation are reported by PWC to be
38% vs. 24% for NPEs, due largely to the fact that courts grant summary judgment against NPEs more
often than against practicing entities.”* Since PwC categorized universities and non-profits as NPEs in
this study, their 45% success rate in court means that for-profit NPEs and individuals collectively
experienced an even lower success rate.’®

In August of 2013, the GAO issued its long-awaited study entitled, “Assessing Factors That
Affect Patent Infringement Litigation Could Help Improve Patent Quality,” in which it reported
that between 2007 and 2011, about 80% of all patent suits are brought by manufacturers, individual
inventors and universities, and that NPEs and “likely PMEs” accounted for about 19% of these suits.”’
The GAO noted that while there was a steep rise in the number of PAE suits brought in 2011, the increas
in that year was likely the result of anticipating the enactment of the AIA, which contained provisions
requiring that fewer defendants be joined in a single suit, thus requiring that more suits be brought."

On October 29, 2013, the House Judiciary Committee held a hearing to receive testimony on H.
3309, and other proposed bills that were then pending in the House. At that hearing, former USPTO
Director David Kappos summarized the effect on the patent system of withholding access to the user fee:
paid to the USPTO:

Before turning to H.R. 3309, the most important point I will make today — the most important by
some wide margin ~ is that Congress simply *must* ensure full funding of the USPTO. Less tha
2 years after passage of the AIA and all the accompanying focus on USPTO user fee diversion,
we found ourselves again looking at an Agency having its lifeblood, the user fees that come with
all the work asked of USPTO by American innovators, drained away. I simply cannot overstate
the destruction this is causing, as the work remains without the funding to handle it, creating an
innovation deficit that will require future generations of innovators to pay into the Agency again
in hopes their fees can actually be used to undertake the work for which those fees are paid. Nor
will it be possible for the USPTO to accomplish the mandates of the AIA, much less the added
responsibilities contemplated by parts of H.R. 3309, without access to the user fees calculated to
meet those challenges. The USPTO is making progress in improving examination rigor, patent
quality, and reduction of its backlogs. But none of this will continue, and backsliding is
inev%abie, unless full user fee access is provided to the Agency. Full fee access must be job

one.

132013 PWC 2013 Patent Litigation Study, at Chart 1, pg. 6, noting a 96% correlation since 1991, available at
‘]’\}fD:!/W\VW.D\VC.COH]/‘:Cn US/us/forensic-services/publications/assets/201 3-patent-litigation-study.pdf

Id.
15 Id. at 13 and Chart 5d.
' 1d_ at 26 and Chart 10b.
' "Intellectual Property: Assessing Factors that Affect Patent Infringement Liti gation Could Help Improve Patent
Quality” (GAO-13-465 Patent Litigation), August 22, 2013, at page 17. See
http//www.patentdocs.org/2013/08/the-gao-issues-a-report-on-patent-litigation-trends-it-turns-out-that-the-sky-is-
not-falling.html.
'8 Id at page 14.
1 Testimony of David J. Kappos, House Judiciary Committee of October 29,2013, at pg. 2, available at
hups:/iudiciary.house.gov/hearings/1 1 3th/10292013/Kappos%20Testimony.pdf; see also testimony of Robert
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Although not currently addressed in any legislative proposals pending in the Senate,” our Coalition, and
likely all of the stakeholders testifying today, wholeheartedly agree with Mr. Kappos.

Between March and December of this year, a number of discussion drafts and bills were
introduced in the House that eventually led to the passage of the Innovation Act (H.R. 3309), on
December 5, 2013. The provisions of this bill fall into seven main categories: (1) attorney fees shifting
to prevailing parties and related provisions to ensure their collections, (2) stays of patent suits against
customers and end-users in favor of those against manufacturers and suppliers, (3) disclosure
requirements of real-party-in-interest information by patent asserters, (4) heightened pleading
requirements for complaints in patent cases; (5) discovery management requirements for patent cases, (6)
recommendations of procedural proposals for consideration by the Federal Judicial Conference, (7)
technical fixes to the AIA, and (8) miscellaneous provisions.

Within this period, the Senate was also active, with a number of bills being introduced by
Senators Schumer (S. 866), Cornyn (S. 1013), Hatch (S. 1612), and Leahy-Lee (S. 1720) to-address
different aspects of the perceived problem. Our Coalition is pleased to have been part of the process
leading towards the development of this legislation, and appreciates the opportunity to present this
testimony on the various provisions now under consideration in the Senate.

1I. Personal/Corporate/Coalition Introduction

By way of personal introduction, I am a registered patent attorney with 40 years of experience in
all aspects of patent law. In addition to drafting and prosecuting patent applications, I have tried patent
cases to both judges and juries, and have advised a wide variety of clients, both plaintiffs and defendants,
in many industries ranging from semi-conductor fabrication to biotechnology. Over the course of my
career, I have represented individual inventors, universities, start-ups, and companies of all sizes. In
January of 2000, I left private practice to join Johnson & Johnson as its Chief Patent Counsel, where 1
now serve as Senior Vice-President and Chief Intellectual Property Counsel in its law department.

Johnson & Johnson is a family of about 275 companies, and is the largest broad-based
manufacturer of health and personal care products in the world. Collectively, Johnson & Johnson
companies represent this country’s largest medical device business, its sixth largest consumer, nutritional
and personal care business, and one of its largest pharmaceutical and biotechnology businesses. Johnson
& Johnson companies employ approximately 128,000 people. Johnson & Johnson’s companies are
research-based businesses that rely heavily on the U.S. patent system and its counterpart systems around
the world.

The 21C is a broad and diverse group of nearly 50 corporations, the Steering Committee of which
includes 3M, Caterpillar, Eli Lilly, General Electric, Procter & Gamble and Johnson & Johnson. For more
than 100 years, our Coalition’s companies have played a critical role in fostering innovation. We invest
billions of dollars annually on tesearch and development to create American jobs and improve lives.
Representing 18 different industry sectors including manufacturing, information technology, consumer
products, energy, financial services, medical device, pharmaceutical, and biotechnology, our Coalition
advocates for patent reforms that will foster investment in innovation and job creation and promote
vigorous competition in bringing new products and services to American consumers.

Armltage, House Judiciary Committee hearing of October 29, 2013 at pg. 3, available at
https://judiciary house.gov/hearings/113th/10292013/Armitage%20Testimony.pdf.

D Byt see H.R. 3347, the “Innovation Protection Act,” (Conyers), available at
http:/www.gpo.cov/fdsys/pke/BILLS-113hr3349il/pdf/BILLS-113hr3349ih.pdf.
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As the manufacturers and marketers of thousands of products, the freedom to make and sell
products in view of the patents of others is always a concern to our Coalition’s members. And even
though we routinely review thousands of patents during our product development processes, make
appropriate design changes to avoid the patents of others and/or obtain appropriate licenses or legal
opinions prior to launching our products, we nonetheless must defend our companies against charges of
patent infringement. Most of these litigations involve competitors or would-be competitors, although
many involve non-manufacturing patentees. Overall, Johnson & Johnson’s companies find themselves to
be defendants about as often as plaintiffs.

The 21C’s interest in patent law reform is to ensure that the patent system fairly rewards those
who contribute to our society through the invention and development of new and useful products and
processes. A fair, efficient and reliable patent system will continue to stimulate the investment in
innovation that is necessary in today’s technologically complex world to create the new products and
processes that will lead to better lives for Americans and the rest of the world. In addition, the best
promise for preserving and enhancing our place in an increasingly competitive global marketplace will be
to stimulate U.S. investment in research by universities and small and large companies.

11N The Relationship Between Patent Litigation, Innovation and Jobs

A. The Relationship Between Patent Protection, R&D Investment and Patent
Enforcement

To enhance the objective of maximizing R&D investment and its attendant creation of jobs, it is
incumbent on the courts to effectively enforce meritorious patents against those who are infringing them,
while weeding out specious claims that act as drags on the system. For those wishing to deter the
assertion of specious claims, the challenge is how to deter only those claims that are specious without
deterring those worthy of serious consideration by the courts.

As reflected by the recent passage of the AIA, there is bipartisan agreement that a strong and
efficient American patent system will stimulate investment in R&D, and lead to the preservation and/or
creation of millions of jobs. As Senator Leahy has explained:

High quality patents are the key to our economic growth. They benefit both patent
owners and users, who can be more confident in the validity of issued patents. Patents
of low quality and dubious validity, by contrast, enable patent trolls and constitute a
drag on innovation. Too many dubious patents also unjustly cast doubt on truly high
quality patents.
*xk

Innovation and economic development are not uniquely Democrat or Republican
objectives, so we worked together to find the proper balance for America--for our
economy, for our inventors, for our consumers.

Thomas Freidman wrote not too long ago in The New York Times that the country
which “endows its people with more tools and basic research to invent new goods and

services [] is the one that will not just survive but thrive down the road. . . . We might
be able to stimulate our way back to stability, but we can only invent our way back to
prosperity."

10 Cong. Rec. S131 (January 25, 2011) (statement of Senator Patrick Leahy)
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This focus on economic growth is the correct one. If done right, patent reforms will stimulate the
private sector to invest in economic development and job growth. All other considerations should be
secondary.

Johnson & Johnson’s companies are good examples of the relationship of the patent system, and
patents, to jobs and job growth. Johnson & Johnson conservatively estimates that at least 65,000 of its
full time jobs depend on the patent portfolios of its companies’ ten thousand U.S. patents (and their
foreign counterparts). Stated differently, we now estimate that, on average, each U.S. patent results in,
preserves and protects the jobs of 7.2 employees per year, or, over its 20-year life, 144 job-years. This
estimate does not take into account the jobs of countless others at suppliers, distributors and retailers
involved in the research, manufacture, distribution and sale of our products that indirectly depend in
whole or in part on our patent rights.

Johnson & Johnson companies invest about $8 billion on research and development (“R&D”)
yearly, and are awarded about 1,000 U.S. patents yearly protecting the inventions that result from these
investments. Qur operating companies therefore spend about $8 million on R&D for each patent
obtained. Needless to say, these research and development expenditures result in the direct employment
of thousands of people throughout the United States in very good jobs with excellent benefits. Without
the promise of reliable patent protection, only a small fraction of this expenditure would be made.

As these numbers would suggest, the costs directly associated with the enforcement of patents
and the defense of patent suits brought by others against our companies represents a very small fraction of
the cost of R&D we conduct. Nonetheless, the amount of R&D investment itself is very sensitive to
changes in the patent enforcement climate; a primary consideration in deciding whether patent laws
should be changed is what effect they may have on R&D investment, and thus jobs and job growth.
Proposed changes that increase the likelihood that meritorious inventions may be reliably enforced
against infringers should be favored, as these changes will have the greatest impact on stimulating R&D
investment and job growth. Those that might discourage inventors from bringing meritorious claims of
patent infringement should be viewed with a critical eye. )

Research based companies are rational decision makers when it comes to deciding whether and
how much to invest in R&D. When deciding whether or not to make, or to continue making, an
investment in any given project, many factors are taken into account, including the cost of the project, the
technical risk and likelihood of success of the project, the expected cost saving or product enhancement to
be achieved, and the expected return on investment. In determining the expected return on investment, a
critical element is the likelihood that meaningful patent protection will be accorded to deserving
inventions resulting from the project, the degree and duration of exclusivity that resulting products or
processes will enjoy, and the likelihood that the involved patents will either be respected by competitors,
or can be promptly and successfully enforced in the event of infringement. When such projections
indicate that the return on investment exceeds a threshold commensurate with the risk involved, the
investment is, or continues to be, made. When it does not, the project is not begun, or is cancelled.

It is a common misconception that a patent for an invention confers a right on the patent owner to
make, use or sell products embodying the invention. This is not true. A patent confers only the right to
exclude others from doing so for the limited term of the patent. If patents in a given field are seen to be
too expensive to enforce in relation to the value of market exclusivity they protect, they lose their value,
and investment in inventions in that field is chilled. Accordingly, there is a delicate balance between the
cost of patent enforcement and the impact of the patent system on R&D investment.

Another important factor that impacts R&D investment is the perception of the business
community of the reliability of patent enforcement. Patents will not stimulate R&D investment and job
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growth unless they are perceived to be readily enforceable. If the courts and/or USPTO post grant review
procedures are perceived as hostile to patent rights, our patent system will suffer. A patent that cannot be
enforced is a hollow right,

As important as patent enforceability is to inventors and developers, it is the ability to ultimately
profit from their inventions that induces and rewards R&D investment. For manufacturers, the ability to
commercialize their inventions free from specious legal claims and the legal expenses needed to
successfully defend against them is a significant consideration. For non-manufacturing patentees, the
consideration is similar, as the values of their patents depend upon their existing or future licensee’s
ability to market their inventions.

As previously noted, most manufacturers mitigate the risk of being sued for patent infringement
by searching the patent literature during product development, and either designing around existing
patents of others, or acquiring rights to them by purchase or license. Nonetheless, even the most diligent
of these “freedom to operate” studies cannot identify every possible future patent claim. This is especially
true for specious claims that are based upon patents that are asserted against products or processes that
cannot be argued reasonably to be within the scope of the invention claimed in the patent.

B. Non-Practicing Entities and the Importance of Freely Transferrable Patent
Rights

Some of our best and most productive inventors do not manufacture or market their own
inventions. Among these are America’s independent inventors, university and government based
inventors, and many small businesses and startups. NPEs, especially universities, startups and. other
research organizations serve as important sources of technology that are, or become components of,
innovations that are developed and brought to market by others, including many of the members of our
Coalition. Johnson & Johnson’s companies, for example, pay hundreds of millions of dollars a year to
NPEs, including their R&D partners, universities, independent inventors and small businesses, for
ticenses under valuable technologies that are, or that we hope will be, incorporated in our products.

For some NPE’s, the decision not to pursue manufacturing and marketing is a matter of choice.
They may, for example, prefer to concentrate their energies on originating inventions rather than in
developing them, leaving the commercialization to licensees who are better positioned to manufacture and
market them. Or they may sell or license their patents to venture capitalists who will attend to raising the
capital needed for commercialization.

For others, superseding circumstances may effectively prevent or limit inventors from
commercializing their inventions. For example, if the invention is an improvement on existing patented
technology, the owner of the original patent rights on that technology may be the only licensee for the
improvement, at least until the original patents expire. Or should an existing unlicensed competitor copy
and begin marketing the inventor’s invention before the inventor is able to do so, the inventor’s ability to
later market that invention may be substantially impaired. In those circumstances, the only recourse
available to the inventor may be to bring suit against the inftinging company to abate the infringement
and/or to recover fair compensation for the unlicensed use of the invention. By the same token, when an
inventor’s invention relates to an improvement useful in an industry with high barriers to initial entry
and/or one in which the market is shared by just a few well entrenched competitors, the only practical
way for an inventor to commercialize his invention may be to license, or if necessary sue, one or more of
those competitors.

In all of these circumstances, freely transferrable patent rights are fundamental to the achievement
of the Constitutional objective of “promoting the progress of science and the useful arts.” Inventors who
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are not in a position to develop or market their own inventions would be deprived of the value of their
patents were they not able to freely license or sell them. Similarly, those who wish to bring these
inventions to the public either by developing and marketing them themselves or by licensing them to
others should not be discouraged from doing so. Such free trade in patent rights is beneficial to our
society as it allows technology developers to combine many different inventions to create products that
would not otherwise have been possible.

Iv. Abusive Patent Litigation Behaviors

Abusive litigation practices are not unique to the patent law, nor are they of recent vintage. As
long as there has been an adversary system for resolving judicial disputes, there have been litigants who
have looked for unfair ways to game the system for their own benefit. Nonetheless, the nature of patent
cases is such that they may be prone to more abuse than is seen in other types of commercial litigation.

A. Assertions of Specious Claims and Defenses To Force Settlement

One common complaint about patent litigation is that too many specious claims or defenses are
filed solely for the purpose of forcing an unjust settlement, typically at a cost that is less than the cost of
successfully completing the litigation. While this type of abuse no doubt exists in other types of
litigation, it may be more effective in patent litigation, where the subject matter is complex, extensive
document discovery is available, a large number of potential witnesses may be deposed, and expert
testimony is a practical necessity. Coupled with the difficulty in patent cases of distinguishing specious
from meritorious claims and defenses, many parties choose to settle rather than litigate to a final
conclusion.

While most commonly thought of in the context of plaintiffs’ assertions of patent infringement,
the problem may also manifest itself through specious attacks on the validity of a patent, and/or in the
assertion of questionable defenses that drive up costs for the purpose of forcing settlement.

Without the benefit of a trial or other consideration of the merits of the particular claims and
defenses, it is particularly difficult to distinguish whether patent claims brought, or validity or other
defenses pressed, have substantial merit. While it is common to hear from both defendants and plaintiffs
that the charges against them are without merit, the truth most often lies somewhere in the middie,
making it difficult to craft an appropriate legislative response that targets only abusive litigation behavior.

While some critics point to estimates of how much manufacturers pay to NPEs, they seldom
acknowledge that the majority of such payments are being made to gain commercial access to valuable
technologies, not just to buy off frivolous suits. Indeed, in cases where a licensee fee is paid at settlement
that substantially exceeds the cost of successfully defending the case, it is usually fair to conclude that the
accused infringer has recognized some likelihood that the courts would find the asserted patent to be both
valid and infringed. Such recognition is quite often warranted as evidenced by the 2013 Patent Litigation
Study by Price Waterhouse Coopers (“PwC™).2! The empirical data indicates that, while litigation brought
by NPEs is somewhat less successful overall than litigation brought by practicing entities, NPE’s success
rates are still significant.”

219013 PwC Patent Litigation Study hitp://www.pwc.com/en_US/us/forensic-services/publications/assets/2013-
patent-litigation-study.pdf; see also 2012 Patent Litigation Study hitp.//www.pwe.com/en 1JS/us/forensic-
services/publications/assets/2012-patent-litigation-study.pdf.

2 Jd. chart 5b.
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This is not to deny or minimize the problems in litigation caused by the over assertion of a patent
claim, or the over assertion of a defense of invalidity, unenforceability or noninfringement. This practice
is unfortunately quite common, but difficult to address, as there is a fine line between zealous
representation of a client’s interests, and pressing a position that is not reasonably based on the evidence
or without substantial merit under existing law or a reasonable extension thereof.

An analysis of case statistics concerning the award of attorney fees to prevailing parties in patent
cases deemed to be “exceptional”™ fails to reveal any identifiable trend that would suggest that any more
specious claims or defenses are being pressed through trial now than they have been over the past 12
years.” Nonetheless, since the overwhelming majority of all patent cases are settled without trial,
statistics based on case dispositions are unlikely to reflect trends in specious claims that are extinguished
by settlement. Moreover, collection of reliable data concerning those claims is nearly impossible, as
almost all of settlements are confidential and entail sharply differing opinions of the merits of the matter
settled.

B. Assertions Against Distributors, Retailers and End-Users Rather Than
Manufacturers

Another patent litigation practice that has been sharply criticized is the institution of suits against
Jarge numbers of distributors, retailers or end-users rather than the original manufacturer or supplier of the
component or product alleged to infringe. This tactic takes advantage of the fact that such suits threaten
defendants with the disruption of aspects of their businesses that are at best tangentially related to the
invention which is the subject of the patent, and that each individual defendant has less motivation to
litigate the issue to final conclusion than the manufacturer of the product at issue. The result can be to
collect enormous sums as the result of a very large number of small settlements whose cumulative value
far exceeds the amount that could have been recovered from the original manufacturer.

While existing jurisprudence would normally favor a stay of such customer suits pending
resolution of an action brought by the manufacturer to finally resolve the issue, some district courts

decline to so exercise their discretion, thus attracting a disproportionate percentage of such filings.

C. Blanket Demand Letter Abuse

Another kind of abusive patent assertion activity that has drawn public attention is the blanket
assertion of patent rights against vast numbers of end-users or others who are using purchased products in
their intended manners. This type of abuse involves the sending of hundreds to thousands of demand
letters to individuals or small businesses who are generally not sophisticated in patent matters. The
recipients are advised that their activities infringe, and that they will be sued if they do not remit a license
payment that is often less than the cost of hiring a patent attorney to assess the merits of the claim. If the
recipients do not respond, some asserters follow up by reiterating the demand along with a document that
purports to be a draft complaint. And even though litigation is threatened, in most cases it appears that,
unbeknownst to the recipients, these threats are false, as the asserters have no intention of ever filing suit.

Fortunately, thus far it appears that no more than a handful of such assertion entities are pursuing
this strategy”, and that, to the extent discernible, the strategy has not been very successful. Nonetheless,

2 See 35 USC § 285, which states: *“The court in exceptional cases may award reasonable attorney fees to the
revailing party.”

** See www.patstats.org statistics for awards of attorney fees to plaintiffs and defendants from 2000-2012.

 Most cited are letters threatening coffee shops for providing internet and scanner owners for using their scanners

as intended. See “Patent trolls want $1,000-for using scanners,” ars technica, January 2, 2013 at
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these behaviors smack of classic unfair and deceptive trade practices, so it is not surprising that they have
drawn scrutiny from a number of state legislators and state attorneys general, leading to the passage of at
least one state law to counter this abuse. See Vermont Con:umgr Protection Act at

§ fm?Ti . In addition Nebraska
has sent a law ﬁrm a ClVll mvestxgatwe demand, as well as a cease-and-desist order that directed it to stop
sending threatening demand letters to Nebraska consumers and busmesses citing concerns under both its
Consumer Protection Act and the Uniform Deceptive Trade Practices Act®

In recognition of the lack of information concerning the prevalence of bad faith demand letters,
the Section 8(e) of the Innovation Act authorizes a one year study by the Director “of the prevalence of
the practice of sending patent demand letters in bad faith and the extent to which that practice may,
through fraudulent or deceptive practices, impose a negative impact on the marketplace.”

Our Coalition supports this study, as more information is needed to assess the prevalence of this
practice.

D. A Party’s Identity Does Not Determine The Propriety Of Its Litigation
Behavior

While the financial, legal and business circumstances of a patentee will affect the objectives in
asserting a patent, none of these criteria are predictive of whether litigation brought by any particular
patent owner is abusive. Indeed, the litigation practices discussed above may be employed by all classes
of patentees, should they be so inclined.

The PwC Patent Litigation Study data indicates that litigation rates vary considerably from year
to year and industry to industry. NPEs enjoy their highest levels of success, exceeding even those of
practicing entities, in certain industries (biotechnology/pharma & medical devices) while having less
success than practicing entities in other industries (business/consumer services, software,
automotive/transportation, chemicals/synthetic materials and telecommunications). " Nonetheless, during
the overall 18 year period covered by the NPE study, NPE’s experienced a success rate of 24.3%, versus a
non-NPE rate of 34.5%.% Of course, none of these statistics demonstrate that any of the unsuccessful
enforcements were frivolous, rather than good faith assertions that were simply not proven.

These statistics do suggest that courts may be changing their approach to cases brought by certain
NPEs. While non-practicing and practicing entity success rates were very close to each other in the 2001~
2006 time period (28% vs. 33%), they diverged in the 2007-2012 time period (25% for NPE’s vs. 38% for
non-NPE’s) due largely to an increase in the number of NPE cases disposed of by summary judgment.
Collectivcly, this data suggests that in the last five years, judges have been closely scrutinizing NPE
patent assertions, and have been terminating a higher percentage of them before trial.

TROLLING EFFECTS at ttgs//tro}lmgeffects org’]elters Few other examples have often been cited, perhaps
suggestinw that the practice is not as widespread as might appear.
% See “Vermont and Nebraska Attorneys General Take Patent Trolls Head On,” NAAGazette, available at

See chart 6f, n.13 supra.
¥ See chart 9b, n.13supra.

12



126

These statistics also show that most NPE suits are brought in just a few districts, and that the NPE
success rate in the most popular district, the Eastern District of Texas, at 57.5%, is substantially higher
than in all other districts.”

V. Steps Already Underway To Counteract Abusive Patent Litigation

Our Coalition believes that it is important to take into account the recent steps that have been
taken, or that are in the process of being taken, by the Courts, Congress and the USPTO to counteract
abusive patent litigation. As early indications are that these steps will make a significant difference, our
Coalition believes that a cautious approach should be taken towards additional reforms until better
information becomes available concerning the reform measures that are now being implemented or that
are already in place.

A. Issued and Impending Judicial Decisions

The judiciary has issued opinions in a number of areas relating to patent law which have
significantly curbed abusive patent litigation. These include decisions that address the appropriateness of
injunctive relief, overly broad patents, unfounded damage claims, and problematic venue issues. The
judiciary now has turned its attention to other issues that are likely to have a profound impact on patent
litigation and perceived abuses of the process. During its current term, the Supreme Court has granted
certiorari in two cases regarding fee-shifting under 35 U.S.C § 285, and a case involving the patent
eligibility of computer-implemented inventions under 35 U.S.C. § 101, By the end of June 2014, when
decisions in these cases have been announced, the landscape of patent litigation may look significantly
different than it does today.

i. Courts No Longer Automatically Grant Injunctive Relief

Concern had been expressed in the patent community that non-practicing patent holders who
were litigating solely for the purpose of seeking monetary relief were nevertheless using the threat of an
injunction to “hold up” defendants for'higher settlements. It had been the general rule that upon a finding
of infringement and validity, a permanent injunction should issue. As noted above, however, the
Supreme Court in eBay™ rejected the Federal Circuit’s rule of a near automatic grant of injunctive relief
in patent cases, instead calling for an assessment of the “principles of equity.” After eBay, a patent holder
must show, among other things, that ongoing infringement causes it to suffer an irreparable injury and
that remedies available at law, such as monetary damages, are inadequate to compensate for that injury.
Courts following eBay now deny requests for injunctive retief where patent holders, for example, can be
fully compensated by monetary damages in the form of an ongoing license.’’  This has significantly
removed the “hold up” threat in patent cases. At the same time, these decisions reflect a balance in that
they leave open the prospect of injunctive relief on a case-by-case basis.

 See chart 9a, n.13 supra.; This trend may not continue, however, as the AIA’s limitations on joinder of parties in a
single action coupled changes in venue law of venue have already resulted in more cases being transferred from the
Eastern District of Texas to other jurisdictions.

* 547 U.S. 388

3 E.g., Bard Peripheral Vascular, Inc. v. W.L. Gore & Assocs., Inc., 670 F.3d.1171, 1192 (Fed. Cir. 2012); VernetX,
Inc. v. Apple Inc., No. 6:10-cv-417, 2013 WL 692652 (E.D. Tex. Feb. 26, 2013).
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i The Law is Evolving to Address Overly Broad Patents

Concern has also been expressed that patents are being routinely asserted which contain overly
broad, vague and ambiguous claims. The Supreme Court and the Federal Circuit have issued a number of
recent decisions directly dealing with these concerns.

Method claims

The Supreme Court has recently taken up a series of cases that examine the validity of method
claims in the context of patentable subject matter under 35 U.S.C. Section 101. In Bilski v.Kappos,” the
Supreme Court affirmed the rejection of claims directed to a method of hedging losses in one segment of
the energy industry by making investments in other segments of that industry on the basis that the claimed
investment strategy was simply too abstract to warrant patent protection. Similarly, in Mayo
Collaborative Services v. Prometheus Labs., Inc,” the Court held that the claimed method of
personalized medicine dosing was not eligible for patent protection because the process is effectively an
unpatentable law of nature. In response, courts are more closely scrutinizing claims in patent cases to
ascertain whether they are sufficiently concrete and non-abstract to qualify for patent protection under
Section 101.

Software claims

On December 6, 2013 the Supreme Court announced that it has granted certiorari in Alice Corp.
v. CLS Bank. This case involves several business method patents that claim software-implemented
strategies for reducing the risks of certain types of financial transactions. In this case below, the Federal
Circuit had addressed the following questions:

a. What test should the court adopt to determine whether a computer-implemented
invention is a patent ineligible “abstract idea”; and when, if ever, does the presence of a
computer in a claim lend patent eligibility to an otherwise patent-ineligible idea?

b. In assessing patent eligibility under 35 U.S.C. § 101 of a computer-implemented
invention, should it matter whether the invention is claimed as a method, system, or
storage medium; and should such claims at times be considered equivalent for § 101
purposes?

In a sharply divided decision, the Federal Circuit decided that the claimed business methods did
not qualify as patentable subject matter.™

The issue now to be decided by the Supreme Court is
Whether claims to computer-implemented inventions — including claims to systems and

machines, processes, and iterns of manufacture — are directed to patem—ehglble subject matter
within the meaning of 35 U.S.C. § 101 as interpreted by this Court.

32130 S.Ct. 3218 (2010)

%3132 8.Ct. 1289 (2012)

717 F.3d 1269 (Fed. Cir. 2013)

3 Ahce Corp Pty Ltdv. CLS Bank Intern., Supreme Court Docket No. 13-298, see
court, gov/Search aspx? FileName=/docketfiles/13-298. hrm.
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Accordingly, this case is very likely to finally decide the extent of patent-eligibility for computer-
implemented inventions, including computer-implemented business methods, and, regardless of which
way it is decided, to have an enormous impact on the field of software patenting.

Written description requirement

The Federal Circuit has also addressed over-breadth of claims by reaffirming that the patent laws
in fact require a written description of the invention.”® According to the Federal Circuit, this requirement
ensures that inventors have actually invented the subject matter claimed in their patents. In other words,
each claim must have support in the written description for each element to show that the inventor
actually invented that which he or she claims.

Specification disclosure requirement

Finally, the Federal Circuit has also addressed concermns about the over-breadth of claims,
particularly in the software field, by ensuring that functional language in such patent claims finds
adequate structure in the specification for performing the claimed function. In Function Media, LLC v.
Google, Inc.,” for example, the asserted patents involved a computer system for facilitating advertising
on multiple computer outlets. The Federal Circuit affirmed the district court’s invalidation of the patents
because they were indefinite, stating“[wjhen dealing with a ‘special purpose computer-implemented
means-pluasgfunction limitation,” we require the specification to disclose the algorithm for performing the
function.”

iii. Courts Have Reigned-In Speculative Damages Awards

The Federal Circuit has also been quite active in the damages area, issuing a number of recent
important decisions directly addressing the proper measure of damages in cases of patent infringement. In
Lucent,” the Federal Circuit addressed concern about large patent damages awards where the patented
invention was merely a component of a much larger commercial product. The Court made clear that
damages awarded for infringement in this situation cannot be based automatically on the market value of
the entire product, but must be shown to be reasonably tied to the value of the patented feature as shown
through consumer demand for that feature. In other words, in order for a damages award to be based on
the value of the larger commercial product, the patent holder must prove that the patented feature drives
the sales of the larger commercial product. In the wake of the Lucent case, district courts, through their
important gate keeper function, are now rejecting damages expert testimony which attempts to base the
value of patent damages on the larger commercial product where it cannot be shown that the smaller
patented feature is the basis for the demand for the larger product,*

The Federal Circuit has further reigned in speculative damages expert testimony by abolishing the
so-called “25% of profits rule” which had been used by damages experts over the years as a rough
baseline for negotiating a reasonable royalty for patent damages. In Uniloc v. Microsoft,” the Federal

% Ariad Pharmaceuticals, Inc. v. Eli Lilly and Company,598 F.3d. 1336 (Fed. Cir. 2010) {en banc).
z; No. 2012-1020, slip op. at 9 (Fed. Cir. Feb. 13, 2013).

1d
%580 F.3d 1301 (Fed. Cir. 2009).
“ See, e.g., MultiMedia Patent Trust v. Apple Inc.. No. 10-CV-2618-H (KSC), 2012 WL 5873711 (S.D. Cal. Nov.
20, 2012); Apple, fnc. v. Motorola, Inc., No. 1:11-cv-08540, 2012 WL 1959560 (N.D. Ill. May 22, 2012); Inventio
AG v. Otis Elevator Co., No. 06 Civ. 5377(CM), 2011 WL 3359705 (S.D.N.Y. June 23, 2011), [P Innovation LLC
v. Red Hat, Inc., 705 F. Supp. 2d 687 (E.D. Tex. 2010).
632 F.3d 1292 (Fed. Cir. 2011).
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Circuit made clear that any damages testimony must be carefully tied to the facts and circumstances of a
particular case and not to abstract general rules.

The Federal Circuit also has cabined the types of licenses that are permissible to use in assessing
a reasonable royalty. In ResQNet.com v. Lansa,™ the Court made clear that if a plaintiff is relying on
licenses as a measure of litigation damages, there must be an evidentiary basis linking the licenses to the
claimed invention. This case thus limits the ability of a plaintiff to inflate its claimed measure of damages
by picking and choosing economic terms of licenses that are not for the patents in suit or that are not
“clearly linked to the economic demand of the claimed technology.”*

These decisions have routinely been applied by the district courts to reign in speculative damages
claims and awards in patent cases.

iv. Courts Have Addressed Venue Abuse

Another area of significant focus by the courts has been venue abuse. Specifically, it was argued
that patent cases were being filed in districts, particularly the Eastern District of Texas, with no
meaningtul connection to the defendant other than the fact that the defendant may seli accused infringing
products in that district. Defendants who have moved to have the cases transferred to a more convenient
forum had those motions denied by some district courts which placed virtually dispositive weight on the
plaintiff’s choice of forum.

In a series of precedential rulings, the Federal Circuit employed the extraordinary remedy of
issuing writs of mandamus to prevent litigants from abusing the permissive venue provisions for patent
litigation by filing patent litigation in venues that have no reasonable connection to the parties and
evidence. See, e.g., In re Nintendo Corp. “* In addition, the Federal Circuit has also indicated that a district
court must rule on a writ of mandamus when it is filed and not delay ruling on it until much later in the
case, as delaying a ruling on such motions until substantial pre-trial proceedings have occurred has the
effect of depriving litigants of their right to be transferred to a more convenient forum.*®

v. The Supreme Court Is Addressing Fee Shifting in Patent Cases

On October 1, 2013, the Supreme Court granted petitions for writs of cerfiorari in two patent
infringement cases raising the issue of when an award of attorney fees to a prevailing party is appropriate
under 35 U.S.C. § 285. In Octarne Fitness, LLC v. ICON Health & Fitness, Inc., Docket No. 12-1184, the
Court will consider the test used to determine whether a case is “exceptional” under Section 283, which is
a requisite finding for the award of fees to the prevailing party. The petitioner challenged the "rigid and
exclusive" test that the Federal Circuit uses to determine whether a case is "exceptional," presenting the
following question that the Court accepted for review:

Whether the Federal Circuit's promulgation of a rigid and exclusive two-part test for
determining whether a case is "exceptional" under 35 US.C. § 285 improperly
appropriates a district court’s discretionary authority to award atlorney fees to

#2594 F.3d. 810 (Fed. Cir. 2010).

 1d. at 872-873.

¥See, e.g., In re Microsoft Corp., 630 F.3d 1361 (Fed. Cir. 2011); frt re Acer America Corp., 626 F.3d 1252 (Fed.
Cir, 2010); In re Zimmer Holdings, Inc., 609 F.3d 1378 (Fed. Cir. 2010); In re Nintendo Corp., 589 F.3d. 1194 (Fed.
Cir. 2009); In re Genentech, 566 F.3d 1338 (Fed. Cir. 2009); In re Hoffiman-LaRoche Inc., 587 F.3d 1333 (Fed. Cir.
2009); fn re TS Tech USA Corp., 551 F.3d 1315 (Fed. Cir. 2008),

“In re EMC Corp., No. 10-cv-0435,2013 U.S. App. LEXIS 1985 at *5, 6 (Fed. Cir. Jan. 30, 2013).
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prevailing accused infringers in contravention of statutory intent and this Court's
precedent, thereby raising the standard for accused infringers (but not patentees) to
recoup fees and encouraging patent plaintiffs to bring spurious patent cases to cause
competitive harm or coerce unwarranted settlenents from defendants.

In Highmark Inc. v. Allcare Health Management Sys., Docket No. 121163, the Court will
consider the deference to be given, if any, to a district court’s determination that a case is “exceptional”
within the meaning of Section 285. The question presented to the Court is:

Whether a district court's exceptional-case finding under 35 US.C. § 285, based on its
Jjudgment that a suit is objectively baseless, is entitled to deference.

The Solicitor General, as well as many amicus curiae, has argued that the Court should lower the
standard needed to find a case to be “exceptional” under Section 285, thus permitting fee shifting in favor
of prevailing parties more frequently in patent infringement cases.” In an amicus brief filed in the
Octane Fimess case by Johnson & Johnson and other 21C Steering Committee member companies, we
argued:

Amici Companies believe that the Federal Circuit’s test for what constitutes an
“exceptional” case under Section 285 has set the bar too high. Fee shifting is invoked too
rarely to serve as an effective deterrent against litigation misconduct. The Federal Circuit
has interpreted Section 285 as permitting fee shifting only in cases where the culpable
conduct of the non-prevailing party fits into one of the specific categories the court has
defined as meeting the threshold for an exceptional case: objectively baseless litigation
brought in subjective bad faith; willful infringement; inequitable conduct before the
patent office; or Rule 11 abuses and similar material litigation misconduct. See, e.g.,
Brooks Furniture Mfg., Inc. v. Dutailier Int’l, Inc., 393 F.3d 1378, 1381 (Fed. Cir. 2005).
As a result, application of Section 285 has become mechanical and ineffective as a means
for district courts to manage and deter litigation misconduct.

The Federal Circuit’s Section 285 jurisprudence misses the forest for the trees. By
cabining the grounds for finding a case “exceptional” to narrow categories of egregious
conduct, the court has fost sight of Section 285’s purpose as an exception to the American
Rule when, under the totality of the circumstances, equity requires that the prevailing
party not bear some or all of the fees it incurred. To be clear, Section 285 plainly makes
the awarding of fees the exception, not the rule. But “exceptional” is not synonymous
with “almost never.” Fee shifting under Section 285 should be available to district courts
in practice, not merely on paper, when sound equitable discretion dictates that a non-
prevailing party has acted in a manner beyond the bounds of acceptable litigation
behavior and should therefore bear the consequences of its actions by paying some or all
of its opponent’s reasonable litigation expenses.

Amici Companies thus urge the Court to realign the interpretation of Section 285 with
traditional principles of equity, as applied in the context of the claims, defenses, and
issues arising in patent litigation, and with acceptable norms of litigation conduct. The
district courts should be empowered to determine which cases are “exceptional,” and

4 See hitp://www,.americanbar.org/publications/preview_home/12-1184.html (collecting amicus briefs in
Octane Fitness), hitp://www.americanbar.org/publications/preview_home/12-1163 htmnl (collecting
amicus briefs in Highmark).
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whether and in what amount fees should be shifted upon such a finding, through exercise
of their sound equitable discretion based on the totality of the record. By doing so, fee
shifting in patent cases will serve the same purposes this Court has indicated it serves in
other areas of litigation: a case management tool for courts to discourage certain types of
claims or defenses and to sanction misconduct.

The Court will hear arguments in both Octane Fimess and Highmark on February 26, 2014. Decisions
are expected by the end of the Court’s current term in June.

vi. The Supreme Court Is Addressing the Patent Eligibility of Computer-
Implemented Inventions

On December 6, 2013, the Supreme Court granted a petition for a writ of certiorari in Alice Corp.
Pty. Lidv. CLS Bank Int'l, Docket No. 13-298, to consider the patent eligibility of computer-implemented
inventions. The question presented to the Court is:

Whether claims to computer-implemented inventions — including claims to systems and
machines, processes, and items of manufacture — are directed to patent-eligible subject
matter within the meaning of 35 U.S.C. § 101 as interpreted by this Court?

In this case, the Supreme Court will revisit the issuc of how to determine whether a software-
related claim is directed to a patent-eligible invention or an ineligible abstract idea. The Alice Corp.
patent is directed to software-implemented business methods for mitigating settlement risk in certain
financial transactions. In a sharply-divided en banc decision issued in May, the Federal Circuit
determined that some of Alice Corp's claims lacked patent eligibility. The Federal Circuit split down the
middle, with five of the ten judges concluding that all of the claims were ineligible for patenting and the
remaining five judges concluding that, at least, the system claims were patent eligible. Because none of
the opinions in the decision carried a majority, however, the Federal Circuit did not add clarity to the
question that has now been accepted for review by the Supreme Court.

The Supreme Court decision is likely to have a profound impact on many of the issues underlying
calls for legislative action to combat patent infringement litigation abuse. The GAO report, for example,
concluded that the recent increases in patent infringement litigation were not caused by non-practicing
entity cases, but rather by the growth in litigation involving software patents:

Public discussion surrounding patent infringement litigation often focuses on the
increasing role of NPEs. However, our analysis indicates that regardless of the type of
litigant, lawsuits involving software-related patents accounted for about 89 percent of the
increase in defendants between 2007 and 2011, and most of the suits brought by PMEs
involved software-related patents. This suggests that the focus on the identity of the
litigant—rather than the type of patent—imnay be misplaced.

Likewise, calls for expansion of the transitional review program for covered business method
patents have focused on the perceived need for additional review of software patents. Thus, the Supreme
Court’s opinion, expected by the end of the term in June 2014, may go a long way toward addressing
some of the fundamental questions regarding the patent eligibility of the types of patents that have spurred
calls for the changes reflected in several of the pending legislative proposals in both chambers of
Congress.
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B. Litigation Process Initiatives

In addition to judicial rulings addressing abusive patent litigation, a number of judicial
jurisdictions as well as Congress have already implemented litigation process reforms that have had the
effect of counteracting abusive litigation practices through more streamlined and consistent litigation
practices.

i Patent Court Pilot Program

One of the recent legislativc initiatives to improve the process for patent litigation is the Patent
Court Pilot Program. In January of 2011, Congress created the program whose stated purpose is “to
establish a pilot program in certain United States district courts to encourage enhancement of expertise in
patent cases among district judges.”*” The Administrative Office of the United States Courts selected 14
federal districts courts to participate in the 10-year pilot program, which was implemented in July of
2011. In each district, at least three judges have been designated to hear patent cases. The participating
districts have adopted case assignment procedures atlowing judges in those districts who do not want to
hear patent cases to have their cases assigned to one of the designated judges. The effect of this program
for the participating districts has been that patent cases are being heard by judges who have developed an
interest and expertise in the area. The expectation is that this will lead to more expedient resolution of
patent cases. Another goal of the program is that the patent lawsuit caseload will become more dispersed
throughout the country and less concentrated in Delaware, Northern California, and Eastern Texas.

. Federal Judicial Conference and Other Initiatives

The Advisory Council of the Federal Judicial Conference is in the process of an cxtensive
review of the Federal Rules of Civil Procedure, with special emphasis on discovery management issues
such as those present in complex patent cases. Proposed rules were published on August 15, 2013,
with the public comment period remaining open until February 15, 2014.* On November 5, 2013, the
Committee’s Subcommittee on Bankruptcy and the Courts held a hearing regarding the proposed new
rules, and the Committee is in the process of holding a series of hearings to gather input from involved
stakeholders. A number of the proposed new rules specifically address case management and
discovery issues in all federal civil cases, including patent infringement actions. For example, Rule
26(b) would be amended to require that discovery be “proportional to the needs of the case considering
the amount in controversy, the importance of the issues at stake in the action, the parties’ resources, the
importance of the discovery in resolving the issues, and whether the burden or expense of the proposed
discovery outweighs its likely benefit.” Other proposed changes to Rule 30 would reduce the
presumptive numerical limits on depositions and their duration, and Rules 33 and 36 would be
amended to place lower presumptive limits on the numbers of interrogatories, and to establish new
presumptive limits on requests for admissions. In addition, Rule 37 would be amended to clarify the
requirements for preservation of electronically stored information and the sanctions for failure to
preserve such information.

Members of the judiciary have also been quite vocal in urging Congressional restraint in
legislatively proposing litigation reforms, even asserting that the proposed legislation could violate the
constitutional separation of powers, by encroaching on the authority of judges to manage their dockets.”

47 See n.6 supra.

* See http://www.uscouns.gov/uscourts/rules/preliminary-draft-proposed-amendments.pdf.

 See Letter to John Conyers from Committee on Rules of Practice and Procedure of the Judicial Conference of the
United States, November 6, 2013 at http;//legaltimes.typepad.com/files/letter-on-innovation-act. df .
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In a February 27, 2013 speech at the Association of University Technology Managers, Chief Judge Rader
advocated an additional step to deter abusive patent litigation: an award of fees when it is clear there has
been litigation abuse, which would inciude those situations that Chief Judge Rader referred to as
“litigation blackmail,” i.e., those in which there are only the most vague assertions of patent infringement
coupled with a minuscule offer to settie the litigation.

iii. Managed Discovery

A number of district courts are also working on developing rules that mesh with their local
procedures in order to mitigate disproportionally high discovery expenses.”” Most of these involve
promoting streamlined discovery in patent cases, often by requiring both parties to turnover certain
categories of key documents within weeks of the initial status conference. In the Northern District of
[ilinois, for example, the patentee must disclose (i) documents related to the sale of the claimed invention
prior to the date of the patent application; (i) documents related to the conception and development of the
claimed invention; (iii) communications with the United States Patent and Trademark Office regarding
the invention; and (iv) documentation related to the ownership of the patent. The defendant must disclose
documents sufficient to show all aspects of the accused “instrumentality” that was identified by the
patentee and a copy of each item of prior art of which the party is aware that allegedly invalidates any
claim of an asserted patent.”’ Using early disclosure procedures that focus on the core issues and quickly
provide the appropriate information can avoid wasted discovery efforts and mitigate discovery disputes
later on.

In support of such initiatives , the Advisory Council of the Federal Circuit drafted a Model E-
Discovery Order for the district courts to use to manage the electronic discovery process, and in
particular, the production of email. The Model Order begins with a discovery process whereby the parties
exchange core documentation concerning the patent, the accused product, the prior art, and financial
information before seeking email production. At the Judicial Conference for the Eastern District of Texas
in September 2011, Chief Judge Rader promoted adoption of the Model Order for patent cases in the
districst7 courts, and the Eastern District of Texas, for example, has adopted a form of this order for all
cases.™

Discovery reform has not been limited to patent litigation in the federal courts. In October 2012,
the International Trade Commission proposed amending its rules for discovery of electronically stored
information in Section 337 proceedings, which usually involve claims that imported goods infringe a U.S.
patent. The proposed rules adopt many of the initiatives adopted in the Federal Circuit’s Model Order
and by some district courts to reduce the burden on patent litigants.

C. Provisions of the AIA That Stemn Abusive Patent Litigation

Congress also acted in 2011 by passing the AIA which included many provisions designed to
lessen the opportunity for abusive patent litigation conduct.” This Act made the criteria for patentability
more objective and transparent, increased Patent Office funding and authorized the public’s participation

* See Emery G. Lee 111 & Thomas E. Willging, Litigation Costs in Civil Cases: Multivariate Analysis 8 (Fed.
Tudicial Ctr. 2010) (“Intellectual Property cases had costs almost 62% higher, all else equal, than the baseline
‘Other” category.”).

5t See N.D. Til. Local Patent Rule 2.1. See also D. N.J. Local Patent Rules 3.2 & 3.4 (setting forth similar early
disclosure and production requirements).

52 See E.D. Tex. Local Rules, Appendix P.

% Seen.7 supra.

20



134

in the patent examination process, all to raise the quality of patents to be issued in the future. The AIA
created several new procedures that allow members of the public, including those who are being sved for
infringement, to quickly and inexpensively challenge a patent’s validity before a panel of administrative
law judges in the Patent Office. The AlA also mandated that patent plaintiffs could no longer
indiscriminately join unrelated parties in a single law suit, and provided for a further study of issues
relating to non-practicing entity patent assertions, which is not yet completed.

i. Objective and Transparent Patentability Criteria

A major focus of the AIA patent reform effort was to improve the quality of patents. Much of the
criticism of the patent system over recent years has been directed toward the quality of patents issued
from the USPTO. The AIA includes a number of provisions to address this perennial complaint from
users and the public. The new law begins by eliminating subjective and non-transparent tests for
patentability in favor of a patent law in which the validity of a patent is assessed through information
available to the public. The result, at the front end of the process, is greater transparency, objectivity, and
simplicity in the criteria for determining when an invention is novel and non-obvious. The validity of
patents granted using these criteria is more predictable and their enforceability more certain.

The initial examination process has been made more open and transparent, allowing the public to
work with the USPTO to provide the most relevant information for patent examiners to use. By allowing
the public to share their knowledge and information with examiners before patents are granted, the
likelihood that an examiner will have all the relevant information to determine the patentability in any
given case is enhanced.

ii. Adequate and Secure Funding for the USPTO

The AIA provided the basis for the USPTO to receive a major increase in its operating funds.
With the authority to establish and retain the fees it charges for its services, until affected by the
sequestration, the Office had been able to significantly increase the patent examining staff, embark on
upgrading its antiquated IT systems, and prepare for the implementation of the many new programs and
procedures created by the AIA. Coupled with the new rules for determining patentability, and assuming
full funding is restored to the USPTO, the added resources made available to examine applications and
reduce the backlog of applications should speed the processing of patent grants and enable investments to
be made in new industries with accompanying job creation.

iii. Post-grant Proceedings

The AIA also established new proceedings before the USPTO allowing for the public to initiate a
review of issued patents. The AIA creates three new tracks within the USPTO to challenge the validity of
patents. These proceedings are infer partes review, post-grant review and the transitional program for
covered business method patents. While the details of these various review proceedings are important to
practitioners, their policy significance is that they provide a mechanism that is an alternative to litigation
to challenge the validity of a patent in a special forum, with special procedures and proceedings designed
to address the type of review being invoked. The procedures are generally designed to lead to a less
expensive and speedier decision than is available in most federal courts, and to allow the challenger to
make its arguments to a panel of administrative law judges experienced with the complicated subject
matter of patentability.

New procedural rules allow for administrative trials to be completed within one year from

initiation of the review. The rules provide for expedited discovery, and other pre-trial disclosures
designed to reduce the costs of these validity proceedings as compared to tradition federal court litigation.
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The transitional review program for covered business method patents is a special program designed to
allow for post-grant review of patents directed to methods used in the administration or management of a
financial product or service. Only a party that has been sued or otherwise charged with infringing the
patent can seek review under this program. The program allows a party who is defending against such a
patent in litigation to take an immediate appeal if the district court denies a stay of the lawsuit while the
patent is being reviewed under this transitional program.

iv. AIA Joinder Limitations

The AIA also addressed the abusive practice of a plaintiff joining dozens of companies together
in a single lawsuit when they had nothing in common other than the accusation of infringement. The AIA
imposes new requirements that must be fulfilled before a patentee can join multiple accused infringers in
one action.”* Under Federal Rule of Civil Procedure 20(a)(2), multiple defendants can be joined in one
action only if “(A) any right to relief is asserted against them jointly, severally, or in the alternative with
respect to or arising out of the same transaction, occurrence, or series of transactions or occurrences; and
(B) any question of law or fact common to all defendants will arise in the action.”

The AIA codifies the standard in Federal Rule of Civil Procedure 20(a)(2) into patent law and
adds that “accused infringers may not be joined in one action as defendants or counterclaim defendants,
or have their actions consolidated for trial, based solely on allegations that they each have infringed the
patent or patents in suit.*>> Plaintiffs unable to meet this new requirement now must file separate lawsuits
alleging infringement of the same patents and, unless the cases are consolidated for pretrial purposes, will
lose the economies of scale.

VL. Proposed Solutions To Curb Abusive Litigation Practices

Although it is far too early to assess the full impact of the changes to patent litigation brought
about by judicial efforts to improve substantive and procedural aspects of patent infringement litigation,
as well as legislative efforts to address patent litigation concerns, most notably by enactment of the AIA
reforms, a number of new legislative proposals have been suggested to curb perceived abusive litigation
practices. Among these are H.R. 3309 as passed by the House (“Innovation Act”), S. 866 (the “Schumer
Bill”), S. 1013 (the “Cornyn Bill™), S. 1612 (the “Hatch Bill”) and S. 1720 (the “Leahy-Lee Bill™*), the
provisions of which are discussed below.

In the view of the 21C, some elements of these proposals have merit, while others run the risk of
negatively impacting the value and enforceability of patent rights, and thus chilling investments in
innovation and the creation of new jobs. Coming as they do so soon after enactment of the AIA and the
other efforts to reform patent litigation, our Coalition urges Congress to exercise legislative restraint by
adopting provisions carcfully targeted at abusive conduct, while resisting those that carry with them the
danger of over-correcting and/or creating collateral damage.

A. Transparency of Patent Ownership

Provisions relating to improving the transparency of patent ownership are found in both the
Innovation Act and the Leahy-Lee Bill.

435 U.8.C. §299.

%35 U.S.C. § 299(b).

% This bill is also co-sponsored by Senators Whitehouse and Klobuchar, who have also been very active in its
development.
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i Innovation Act Transparency Provisions

Pursuant to Section 4, subsection 290(b) of the Innovation Act, disclosure of certain ownership
and related information regarding the patents at issue upon the filing of the initial complaint for patent
infringement is required. This includes the assignee of the patent(s) at issue, any entity with a right to
sublicense or enforce the patent(s), any entity that the plaintiff knows to have a financial interest (further
defined in proposed subsection 290(e)) in the patent(s) or the plaintiff, and the uitimate parent of any
assignee. Proposed new subsection 290(d) would require this information be continually updated and
sanction the failure to do so.

When a patent is being asserted against a potential infringer, it is natural that the defendant
desires to know the owner or assignee of the patent being asserted. If this information is not already of
record (as it routinely is in patent litigation), requiring it to be provided will generally not impose an
undue burden on the patent owner nor disclose information that can fairly be deemed confidential. Nor
would it be unduly burdensome on the owner of the patent asserted in court to update certain information
relating to the ownership of that patent on a going forward basis, as the Innovation Act requires.

Depending upon the circumstances, however, some of the information required to be disclosed
could pertain to competitively sensitive information that should not be required to be disclosed in a public
document. Examples of information that may fall in this category includc disclosure of the ultimate parent
entity of the assignee or disclosure of entities with a right to sublicense the patent. Consequently, while
the 2IC has no objection to providing such information in a case filing made under seal (as provided in
Section 3 for the information to be disclosed in an initial complaint), we do not believe it should be
disclosed to the Patent and Trademark Office.

The “right to enforce” a patent is not nearly as straightforward as identifying the owner or
assignee of a patent, and is more likely to require the disclosure of confidential business relationships.
Whether a party has the right to enforce a patent, also referred to as a “real party in intercst,” is a legal
determination that is frequently litigated and is often not resolved until a court has issued a final decision
on the issue. Consequently, the 21C believes that initial disclosure requirements should focus on
requiring disclosure of the underlying facts, if known, upon which such legal conclusions may depend,
leaving to discovery inquiries into further information that may inform the issue.

21C views this section of Innovation Act as inferior to the transparency provision of the Leahy-
Lee Bill, discussed below.

ii. Transparency Provisions of the Leahy-Lee Bill

Section 3 of the Leahy-Lee Bill requires disclosure of information to the court of certain
information relating to parties having a financial interest the patents asserted in a court action, and those
whose interests may be affected by the outcome of the litigation. Such disclosures, which may be filed
under seal to protect confidential information, represent an existing best practice in court proceedings.
For many reasons, including the ability of courts to screen for potential judicial conflicts, it is not
unreasonable to require such disclosures.

Section 3 of the Leahy-Lee Bill further requires recordation of assignments of issued patents,
made on or after the effective date of the act. In particular, this section requires that “an assignment of all
substantial rights in an issued patent that results in a change to the ultimate parent entity shall be recorded
in the Patent and Trademark Office within 3 months of the assignment.” Failure to record an assignment
subject to this obligation may result in a loss of the patent owner’s right to collect enhanced damages or
attorney fees in a subsequent litigation “with respect to infringing activities taking place during any
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period of noncompliance” and may resuit in an award “to the prevailing accused infringer [of] reasonable
attorney fees and expenses incurred in discovering any previously undisclosed ultimate parent entities in
the chain of title.”

This provision is balanced, and does not place an unreasonable burden on owners of currently
existing patents. It is fairly limited to assignments that would result in a change in the “ultimate parent
entity” and provides both reasonable penalties for failures to comply and encouragement to patent owners
to belatedly comply to minimize the effects of those penalties.

The 21C supports Section 3 of the Leahy-Lee Bill as it is currently written.

B. Stays of Patent Suits Brought Against Customers and End-Users

Section 5 of the Innovation Act and Section 4 of the Leahy-Lee Bill both contain provisions that,
under certain circumstances, would require patent infringement suits brought against customers or end
users to be stayed in favor of pending suits between manufacturers or suppliers.

i Customer Stay Provisions of the Innovation Act and the Leahy-Lee Bill

Section 5 of the Innovation Act and Section 4 of the Leahy-Lee Bill both require that patent suits
brought against covered customers to be stayed if (1) the covered manufacturer and covered customer
agree to the stay, (2) the covered manufacturer is a party to the suit or is engaged with the plaintiff in
another suit involving the same patent or patents and relating to the same covered product or process, (3)
the covered customer agrees to be bound by any finally decided issues that the covered customer has in
common with the covered manufacturer, and (4) the motion for a stay is timely filed. The bills further
provide that the stay may be lifted if it is shown that a major issue between the plaintiff and the covered
customer will not be resolved in the manufacturer suit or that the stay “unreasonably prejudices and
would be manifestly unjust to the party seeking to lift the stay,” and that, when there is a separate suit
between the manufacturer and plaintiff, the judge in that suit determines these conditions have been met.

Stays under Section 4 would not be available in suits including causes of action under Section
271(e)(2), e.g., ANDA and biosimilar suits, and would provide some protection to customers from being
bound by certain actions of covered manufacturers who agree to consent judgments, or who decline to
prosecute the action, based on a showing “that such an outcome would unreasonably prejudices and be
manifestly unjust to the covered customer in light of the circumstances of the case.”

ii. Position of the 21C on These Customer Stay Provisions

The 21C supports the concept that a manufacturer or supplier should be able to intervene in patent
infringement actions brought against its distributors, retailers or end users who are simply using the
purchased products in the manner in which the manufacturer or supplier intends. The 21C also supports
the concept that the manufacturer should alternatively be allowed to proceed in a separate action against
the patent owner. Such distributors, retailers or end users who have been sued should have the option, if
they agree to be bound by the outcome, to stay the actions against them pending the outcome of an
infringement suit between the patent owner and the manufacturer or supplier. This right to stay
distributor/retailer/end user suits would curtail the practice of filing such suits to coerce settlements and
would promote resolution of patent disputes between the parties in the best position to litigate the merits
of the case: the patent owner and the manufacturer or supplier of the products accused of infringement

The 21C notes that the proposed language in the Innovation Act and the Leahy-Lee Bill includes
a number of important safeguards intended to ensure that stays do not unfairly prejudice manufacturers
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and their customers. First, both the customer and the manufacturer must consent in writing to the stay.
This ensures that the stay is entirely voluntary as between the supplier and its customer, thus avoiding
unintended consequences of impacting contractual obligations that may exist between suppliers and
purchasers and that may allocate the risks of infringement or the costs of defending against infringement
allegations. Second, the customer must agree to be bound by any judgment against the manufacturer to
the same extent that the manufacturer may be bound with respect to issues that the manufacturer and the
customer have in common. This safeguards the patent holder against duplicative litigation on the same
issues against the manufacturer and the customer and ensures that the stay does not unduly delay the
ultimate resolution of the action. Third, the motion to stay must be filed within 120 days after service of
the first “pleading” — we would suggest the first “paper” — in the action identifying the product or process
alleged to infringe. This ensures the timely filing of motions to stay and protects against such motions
being filed late in the litigation to delay resolution or for other improper tactical purposes. Fourth, the
stay applies only to the patents, and products, systems or components accused of infringement, so it
would not apply with respect to infringement allegations based on other patents or accused products,
systems or components — actions involving such allegations would proceed. Finally, the stay may be
lifted upon grant of a motion showing that the action involving the manufacturer will not resolve a major
issue in suit against the customer, or a showing that the stay unreasonably prejudices and would be
manifestly unjust to the party seeking to lift the stay.

However, the 21C believes that the language of these stay provisions has strayed beyond the
original intent of the customer stay concept: to protect small businesses, retailers and end-users from
defending patent infringement actions in the first instance, in favor of allowing the litigation to proceed
first against their suppliers of the accused product or process, who are better-positioned to mount a
defense. As the language has expanded beyond this core concept, unfortunately the provisions lack
adequate protections for patent holders. In particular, more guidance is needed as to when entry of a stay
may not be appropriate, even if a manufacturer and customer agree to the stay. We believe that courts
should have the discretion to deny a stay even when such an agreement is reached, because a stay may
nonetheless not advance ultimate resolution of the dispute or may be unfair to a patent holder.

As ongoing discussions between the stakeholders have highlighted, it is sometimes but not
always clear when a named defendant located in the middie of a supply chain should qualify as a
“covered customer” as opposed to a “covered manufacturer.” At the retail end of the supply chain, there
appears to be widespread agreement that “off-the-shelf” distributors and retailers, i.e., parties who do not
modify products or services received from their suppliers, but merely resell them or use them for their
intended purposes, should qualify as “covered customers,” just as should end users who do nothing more
than buy and use products or services in accordance with their manufacturer’s or supplier’s instructions.
On the other hand, that consensus erodes as the position of the defendant moves up the supply chain. For
example, opinions appear to differ between stakeholders whether a defendant who is an assembler that
designs and/or first brings together the combination of components should be treated as a customer on
account of its status a purchaser of components from other suppliers/manufacturers, or a
supplier/manufacturer on the basis of its design and/or assembly operations.

Because of the difficulties that exist in drawing the line between who is a customer and who is a
supplier for these purposes, 21C believes that mandatory stays should best be limited to the “off-the-
shelf,” small business, retailer and end-user circumstances discussed above. We would support language
narrowing the definition of “covered customers” to such circumstances, which we believe would mitigate
many of the disputes that stymied efforts to reach consensus among stakeholders.

Alternatively, if the language of the stay provisions continued to encompass “covered customers”

further up the supply chain than retailers, small business resellers or end users, then 21C believes that the
interests of all litigants — suppliers, customers and patent holders ~ should be adequately represented and
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balanced through the addition of language allowing courts to use their discretion to deny a stay under
circumstances such as: 1) when the customer has designed or specified the design of the accused product
or process; 2) when the customer has modified the accused product or process, or combined it with other
components, products or processes, in a manner that gives rise to the charge of infringement; or 3) when
the customer has used the accused product in a particular way, other than its off-the-shelf or intended use,
that gives rise to the charge of infringement. In such circumstances, the original defendant is often in a
position to fairly defend the case and a stay of the action against the original defendant would not advance
the prompt or efficient resolution of the infringement dispute. In such cases, a stay should not be entered
in the first place, even if the manufacturer/supplier and the customer/end user agree to its entry.

Accordingly, the 21C continues to support the concept of staying suits against customers and end
users, but believes that the language in the bills should be improved, as discussed above, particularly with
respect (o either: limiting the scope of automatic stays to their original intent: to protect smail
businesses, retailers and end-users; or adding language to ensure that patent owners will not suffer stays
of suits that in faimess should proceed.

C. Bad Faith Demand Letters

i Bad Faith Demand Letter Provision in the Innovation Act

In addition to authorizing a study on the prevalence of bad faith demand letter practices, the
Innovation Act includes a statement of the senses of Congress that “it is an abuse of the patent system and
against public policy for a party to send out purposely evasive demand letter to end users alleging patent
infringement.”™’ This statement further advises that that demand letters sent should “at the least, include
basic information about the patent in question, what is being infringed, and how it is being infringed. »3
Finally, the statement provides that “Any actions or litigation that stem from these types of purposely
evasive demand letter to end users should be considered a fraudulent or deceptive practice and an
exceptional circumstance when considering whether the litigation is abusive.””

The Innovation Act further provides that a claimant seeking willful infringement (and thus
enhanced damages) “may not rely on evidence of pre-suit notification of infringement unless that
notification identifies with particularity the assert patent, identifies the product or process accused,
identifies the ultimate parent entity of the claimant, and explains with particularity, to the extent possible
following a reasonable investigation or inquiry, how the product or process infringes one or more claims
of the patent.”®

ii. Bad Faith Demand Letter Provision in the Leahy-Lee Bill

Section 5 of the Leahy-Lee Bill would add a new §299B to the patent statute that would make the
widespread sending of demand letters that assert, without a reasonable basis in fact or law, that the
reaplents are infringing a patent and owe compensation an unfair or deceptive act or practice within the
meaning of section 5(a)(1) of the Federal Trade Commission Act (15 U.S.C. 45(a)(1)). The Coalition
believes that narrowly-tailored legislation, providing the Federal Trade Commission (“FTC”) with the
authority to target those who send such bad-faith patent demand letters would further the FTC’s consumer

7 SEC. 3(e), In.novatmn Act, HR. 3309 as passed by lhe House of Representatives December 5, 2013, page 15,
available at http://w - df.
58
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1d.
 SEC. 3(f)(3), Innovation Act, H.R. 3309 as passed by the House of Representatives December 5, 2013, page 16,
hitp://www.gpo.zov/fdsys/pke/BILLS-113hr3309eh/pdf/BILLS-113hr3309¢h.pdf.
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protection mission and would curtail some of the egregious practices that unfortunately have developed
whereby some patent owners send upward of hundreds — or even thousands — of letters to small
businesses or individuals with false or misleading threats of litigation for alleged patent infringement and
demand for payment.

Given the critical role that patent licensing plays in stimulating and protecting our nation’s
innovators, the 21C urges caution and balance to ensure that efforts to address what may be a small subset
of egregious patent demand letter abuses do not inadvertently chill legitimate patent licensing and
enforcement communications. The patent system is designed to encourage notice and communication of
patent rights to foster licensing, technology dissemination and enforcement, and many provisions of our
laws in fact require notifications concerning patent rights. For example, notification of infringement is, as
a practical matter, a prerequisite for collecting enhanced damages under 35 U.S.C. 284, and often
important to a determination that a case is “exceptional” under 35 USC 285, Also, in certain
circumstances under 35 USC 287, patentees may not be entitled to recover damages on account of
infringement “except on proof that the infringer was notified of the infringement and continued to
infringe thereafter.” Different, but important notification provisions are also found in other areas of
patent law, including the patent provisions of the generic and biosimilar statutes, and in situations where
the infringers’ state of mind may be in issue, such as when they are accused of having induced
infringement under 35 USC 271(b).

Free and open communication relating to patent rights is also fundamental to the efficiency of our
economy. Routine patent licensing, patent sales, research collaborations, joint ventures, venture
financings, and many other transactions involve issues of patent ownership, coverage, validity and
enforcement. When disputes relating to patent rights arise, parties should feel that they can freely express
their views, so that reporting obligations can be met, and amicable resolutions can be negotiated without
resorting to litigation. Such communications also should be encouraged as a means for resolving patents
disputes quickly and amicably. Over regulation in this area thus brings with it a clear and present danger
of chilling free speech, and of forcing parties into court for fear that pre-litigation communications may
otherwise spawn secondary liability issues.

Thus, efforts to regulate patent licensing communications should be narrowly-tailored
and measured to avoid the risk of unintended consequences or collateral damage to legitimate patent
licensing, settlement and enforceinent communications. The 21C is concerned that some calls for FTC
oversight of patent demand letters represent thinly-disguised efforts to devalue patent rights, to make
patent infringement a less risky business decision, to make patent enforcement more difficult, or to use
patent law to pick winners and losers among different industries. That is why the 21C urges that any
legislation in this area be framed in terms of objectively defined and identifiable unfair or deceptive acts
or practices, involving widespread communications targeting multiple recipients, to protect consumers
while avoiding unintended consequences that may upset the balance of the patent ecosystem as a whole.

ii. Suggestions for a Balanced Approach
In the sections that follow, the 21C’s specific suggestions are offered relating to legislative
measures that can achieve the needed balance between the need for consumer protection against bad faith
demand letters and the need to ensure that we do not weaken our patent system by making patent

licensing or enforcement more difficult or less certain.

iv. The Need to Define Specific, Objective Acts or Practices as Unfair or
Deceptive
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Jt is important that any legislation clearly define what are considered to be unfair or deceptive
acts of practices in a clear and objective fashion. Patent owners engaged in legitimate patent licensing
communications have no desire to deceive or mislead any recipients of their communications. To the
contrary, it is in their interest to provide sufficient information to make clear their ownership of the patent
rights in question and their intentions to license or enforce those rights.

So as not to impede such communications, any legislation should clearly spell out those
objectively-identifiable acts or practices that the FTC may deem to be unfair or deceptive. This may
include false statements of patent ownership or the right to enforce or license patents, as well as
misleading basic disclosures that would deceive recipients so that they would be unable to make informed
decisions, leaving consumers vulnerable to abuse. But determinations of the merits or sufficiency of
allegations of patent infringement included in demand letters are questions of substantive patent law, not
consumer protection. The role of the FTC should be to protect the recipients of demand letters against
false or materially misleading statements of fact, not to stray into substantive patent law by weighing in
on the merits or sufficiency of patent disputes.

Thus, the appropriate role of legislation in this area should be to identify, and empower the FTC
to address through its enforcement powers, only those demand letters that are truly intended to deceive or
mislead their recipients. Demand letters may be considered to be objectively false or misieading if they:

¢ Falsely state that litigation has been filed against the recipient, or falsely threaten litigation if
compensation is not paid;

e Originate from a person or entity that does not have the right to enforce or license the patent, and
is not the representative of a person or entity with the right to enforce or license the patent;

e Seek compensation for a patent that has not been issued or that has been held to be invalid or
unenforceable in a final, unappealable or unappealed decision; or

e Seek compensation for activities by the recipient undertaken after the patent has expired.

Likewise, demand letters may be materially misleading if thcy mislead the recipient concerning
basic facts underlying the demand, namely:

o The identity of the person or entity with the right to enforce or license the patent;

¢ The patent or patents forming the basis of the demand; and

e The identity of at least one product, service or other activity of the recipient alleged to infringe
the identified patent or patents.

Any legislation should clearly spell out and enumerate these and any other acts or practices that the
FTC will be entitled to address as an unfair or deceptive trade practice. Patent owners pursuing legitimate
licensing activities should have clear guidance as to prohibited communications and should not be left
wondering about the rules they must follow.

Also, as further protection for legitimate licensing communications, the FTC’s enforcement
authority should be invoked only when the foregoing activities are numerous and widespread. The
problem to be addressed, from a consumer protection standpoint, is caused by those patent owners who
send hundreds — or even thousands - of letters to small businesses or individuals with false or misleading
threats of litigation and demand for payment. Limiting the FTC’s enforcement authority to these
widespread practices furthers its consumer protection role while reducing the risk that the FTC will be
drawn into individual disputes between patent owners and particular potential licensees or alleged
infringers. Those one-off disputes should be decided by federal courts applying substantive patent law,
not by the FTC under the guise of consumer protection.
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v. The Need to Define a Safe Harbor for Legitimate Patent Communications

To mitigate the risk of chilling effects on legitimate patent licensing, sale, enforcement and
settiement communications, the legisiation should include “safe harbor” language that makes clear it is
not intended to impinge on a patent owner’s obligations under applicable laws and policies, his right to
inform others of the existence of, need to license, infringement of, or right to put others on notice of its
patent rights and/or the availability of, of need for, a license.*  Such language will also help to ensure
that the legislation is not vulnerable to challenge on Constitutional grounds as intruding upon protected
rights of free speech in connection with legitimate patent licensing and enforcement activities.”

vi. The Need for Federal Preemption

The public and patent owners alike will benefit from the adoption of clear, balanced and uniform
legislative guidance regarding the FTC’s authority to target bad-faith patent demand letters that, when
sent on a widespread basis to multiple recipients, may constitute unfair or deceptive trade practices within
the meaning of Section 5(a)(1) of the Federal Trade Commission Act. These interests of balance,
uniformity and clarity apply nationally and are furthered by the adoption of exclusive federal legislation.
Just as substantive patent laws derive from the Constitution and are exclusively within the province of
federal statutes and courts, so too should issues relating to patent demand letters be applied consistently
and uniformly nationwide through federal legislation, regulation and judicial action. The FTC, rather
than individual states, is in the best position to weigh the balance that federal legislation establishes
between the need for consumer protection against bad faith demand letters and the need to ensure that we
do not weaken our patent system by making patent licensing or enforcement more difficult or less certain.
Thus, legislation in this area should expressly provide that it preempts state law or regulation directed to
patent demand Jetters.

In view of the above, our Coalition is supportive of the approach of treating bad faith demand
letters as false and deceptive trade practices, provided it is clear that the FTC will have jurisdiction only
in instances where the bad faith assertions are widespread, i.e., to a very large number of unaffiliated
recipients, where the statements made are clearly false and deceptive, where it is clear to patentees that
they may continue to make good faith statements as required and/or encouraged under the patent laws and
other statutes and/or current practice without concern of FTC scrutiny, and where the subject matter of the
nature of the demand letters is within the exclusive jurisdiction of the FTC.

D. Improved Post-Grant Issuance Procedures

Section 7 of the Leahy-Lee Bill and Section 9 of the Innovation Act eliminate “could have raised”
estoppe] provisions from post grant and inter partes reviews, and require that the USPTO apply the same
claim construction principles in conducting these proceedings as are applied in court proceedings.

o See, e.g., Virtue v. Creamery Package Mfg. Co., 227 U.S. 8, 37-38 (1913) (“Patents would be of little valuc if infringers of
them could not be notified of the consequences of infringement, or proceeded against in the eourts. Such action, considered by
itself, cannot be said to be illegal.”); ¥a. Panel Corp. v. MAC Panel Co., 133 F.3d 860, 869 (Fed. Cir. 1997) (“[A] patentee must
be allowed to make its rights known to a potential infringer so that the latter can determine whether to cease its allegedly
infringing activities, negotiate a license if one is offered, or decide to run the risk of liahility and/or the imposition of an
injunction.”™).

2 Courts have held that patent demand letters fall within the First Amendment’s guarantee of “the right of the people . . . to
petition the Government for a redress of grievances,” U.S. Const. amend. I, and thus are protected from liability by the Noerr-
Pennington doctrine. See, e.g., In re Innovatio IP Ventures, LLC Patent Litig., 921 F. Supp.2d 903 (N.D. Iil. 2013} (collecting
cases).
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Our Coalition supports these changes as necessary to carry out the letter and intent of the AIA.®
it was never intended that the estoppel standard for post grant reviews (“PGRs”) be the same as that for
inter partes reviews (“IPRs”). To the contrary, because PGRs must be brought immediately after the
patent first issues when it is unlikely challengers would be willing to forego all possible grounds for
challenge, it was never intended that PGRs would be subjected to a “could have raised” estoppel standard.
And this was how the legislation was written until a scrivener’s error resuited in it being erroneously
conformed to the standard applicable to IPRs, where the estoppel standard is indeed one of “raised or
could have been raised.”*

21C similarly supports the requirement for the USPTO to use the same standards to assess patent
validity in post grant and inter partes reviews as are used in the courts. In assessing the validity of
already-granted patents in adjudicative proceedings, it makes no sense to judge their validities by one
standard in the courts and the ITC, and by an entirely different one in the USPTO. While the USPTO’s
use of the “broadest reasonable interpretation” (“BRI”) during patent examination proceedings makes
sense when the USPTO is writing on a blank slate and applicants many freely amend their claims as often
as needed in response to USPTO rejections of them, it makes no sense in judging the validities of the
claims of issued patents where the prosecution histories of their previous examinations are available, and
where the patent owners are given no opportunity to amend the claims of the patents® after learning the
positions of the Patent Trial and Appeal Board (“PTAB™) on their validities. The USPTO is already using
the “ordinary and customary meaning” approach to interpreting claims in certain reexamination
proceedings where amendments to patent claims are no longer allowed, and can easily do so in PGR and
IPR proceedings, so that patent validity will be determined uniformly regardless of the forum in which the
issues are raised.

As the comments of the three major IP associations — ABA-IPL Section, AIPLA and PO --
pointed out during the rulemaking process to implement the AIA, Congressional intent was clear in
enacting both the PGR and IPR procedures that the USPTO was being given a new authority to adjudicate
the validity of issued patents in fully contested proceedings before the Office under the same legal
precedents applicable in the courts.”® The USPTO nonetheless opted to employ the procedural “BRI”
protocol used by patent examiners, both during original examinations and in reexaminations, where the
patentee has a right to amend the claims at issue in response to examiners’ rejections.

Under the BRI protocol, the USPTO limits its consideration of claims in post-grant proceedings
to the express language of the claims and the patent specification, ignoring the prosecution history of
those claims, prior statements made by the applicant and the patent examiner about the scope of those
claims, and evidence concerning the ordinary and customary meanings of the claim terms as understood
by those of ordinary skill in the art, all of which are routinely used by the courts in reaching proper
constructions of the claims.

53 See A "REASONABLY COULD HAVE RAISED” ESTOPPEL IN LITIGATION FOLLOWING POST-GRANT
REVIEW WILL PREVENT THE ENVISIONED BENEFITS OF THE NEW PROCEDURE FROM BEING
ACHIEVED, available at
htip://www.patentsmatter. com/issue/pdfs/WhyRCHRIudicialEstoppeiShouldNotApplytoPGRE-19-2013.pdf .
o4 “REASONABLY COULD HAVE RAISED” ESTOPPEL A Technical Error That Should Be Corrected, available
at http://www.patentsmatter.com/issue/pdfs/CorrectiontoludicialEstoppelinPGRNeeded6-19-2013.pdf
Pursuant to Sections 316(d) and 326(d) of the AlA, the only option available to patent owners in PGR and iPR proceedings is to
cancet their patent claims. While the statute does allow patent owners to propose a ‘reasonable number of substitute claims,”
these new claims must be proposed early in the instituted proceeding, before any ruting by the PTAB, are subject to the application
of intervening rights which causes the forfeiture of past damages collection, and stili cannot be amended after finding out the
PTAB's position on their validities.
 Available at hitp://www.uspto.coviaia_implementation/comment-aba-aipia-ipo.pdf.
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In doing so; the USPTO overlooked existing precedent that authorizes the use of BRI only in
examinations where the applicant still enjoys the right to freely amend the claims at issue in response to
USPTO rejections~ a right not provided under PGR or IPR. Since the purpose of PGR and IPR was to
provide procedures for testing the validity of issued patents using the same principles applied in the courts
or an invalidity challenge before the ITC, it is entirely appropriate that the same claim constructions be
used in IPR and PGR and in the courts and ITC. Moreover, this change would bring uniformity to
proceedings in the USPTO where it presently uses judicial claim constructions in reexaminations
involving expired patents where, as in PGR and IPR, the claims can no longer be freely amended.”’

While Section 7 appropriately specifies for both PGRs and IPRs that the Office may consider
claim constructions previously rendered by the courts, it could be further improved by clarifying that
petitioners who were parties to those court proceedings are collaterally estopped by those constructions in
the USPTO, just as they would be in the ITC and in other court proceedings. This clarification would
simplify the USPTO proceedings such cases, and would ensure that petitioners are not motivated to seek
PGR or IPR review solely for the purpose of upsetting already litigated issues.

In addition, both the Innovation Act and the Leahy-Lee Bill should be further amended to ensure
that these provisions apply equally to business method patent reviews.

E. Protection of Intellectual Property Licenses in Bankruptcy

Section 6(d) of the Innovation Act and Section 8 of the Leahy-Lee Bill contain provisions
intended to protect patent and trademark licenses in foreign bankruptcies. Subsection 6 (d) of the
Innovation Act would amend Chapter 15 of the bankruptcy code to make it clear that, in U.S. bankruptcy
proceedings involving foreign bankruptcy administrators, U.S. courts will apply the protections of
§365(n) of title 11 to prevent unilateral rejection of the debtor’s existing intellectual property licenses.

The 21C continues to support these provisions as they will ensure that existing licensees of U.S.
intellectual property owned by foreign entities will receive the same protection as licensees of U.S.
intellectual property owned by domestic entities. This ensures that existing licenses will not losc their
license rights if the foreign intellectual property owner files for bankruptcy under the laws of a foreign
country that allow existing intellectual property licenses to be rejected by the bankruptcy administrator.

F. Standards for Awarding Attorney Fees To Prevailing Parties

i Fee Shifting Provisions of the Cornyn Bill, the Hatch Bill and the Innovation
Act

Section 3(b) of the Innovation Act and Section 5 of the Comyn bill would revise 35 USC 285 to
presume that attorney fees and expenses should be shifted to the prevailing party absent certain
circumstances. The Innovation Act specifies that such awards are to be made “unless the court finds that
the position and conduct of the nonprevailing party or parties were reasonably justified in law and fact or
that special circumstance (such as severe economic hardship to a named inventor) make an award unjust.
The Cornyn bill is similar, providing that fees and other expenses are to be awarded “unless the court

7 As the PTO’s MPEP § 2258 G explains, “In a reexamination proceeding involving claims of an expired patent, claim
construction pursuant to the principle set forth by the court in Phillips v. AWH Corp., 415 F.3d 1303, 1316, 75 usPQad 1321,
1329 (Fed. Cir. 2005) (words of a claim “are generally given their ordinary and customary meaning as understood by a person of
ordinary skill in the art in question at the time of the invention) should be applied since the expired claim are not subject to
amendment.”
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finds that the position of the losing party was objectively reasonable and substantially justified” or
“exceptional circumstances make such an award unjust.” ¢ The wording in the Hatch Bill is similar but
not identical to that of the Cornyn bill, awarding fees, “unless the court finds that the position and conduct
of the nonprevailing party or parties were substantially justified or that special circumstances make an
award unjust.” The 21C supports these provisions in concept because they are (a) bilateral, (b) fairly
restricted to only those parties whose conduct is improper, (c) does not attach until after the merits of the
case have been finally decided, (d) cannot be easily avoided and (e) encourage the bringing of meritorious
suits while discouraging frivolous ones.

Both the Comyn Bill and the Innovation Act further specify that if a Josing party is unable to
satisfy the award, the court is empowered to make the reasonable costs and other expenses recoverable
against any interested party joined pursuant to proposed new section 299(d) (discussed below). The
Innovation Act further adds a new subsection (c) to § 285, to provide that a party giving a unilateral
covenant not to sue shall be deemed a “nonprevailing” party for purposes of fee shifting. This provision
would not advance the interests of prompt and efficient resolution of patent disputes. This proposal is
clearly unfair to parties asserting their patents, and represents poor public policy. First, the unilateral
nature of the this provision is unfair to patent owners in that the same right to fees is not given in
instances where the accused infringers give up on all or some of their defenses. Second, there are many
reasons a patent plaintiff may wish to give up on the assertion of a patent that should not trigger fees
liability. Included in these may be that the infringer has stopped the infringing activity, that market
conditions or the expenses of the action itself no longer make the case worth pursuing, or that even
though believed to be meritorious, the probability of success may no longer justify prosecution of the
action. In such circumstances, parties should be encouraged to offer covenants not to sue rather than to
continue the litigation to avoid the risk of an automatic application of this provision. Third, the effect of
the provision will be to discourage defendants from settling actions in the hope of gaining attorney fees
by prolonging and expanding the case to the point where the patent owner will abandon it and have to pay
fees. Fourth, sound public policy strongly favors the early termination of cases, by settlement or
otherwise, to conserve judicial resources. For these reasons, the 21C opposes this subsection.

Currently, 35 U.S.C. § 285 empowers district courts to award attorney fees to prevailing parties in
“exceptional” cases. The 21C believes, however, that existing § 285 is invoked too rarely to serve as an
effective deterrent against litigants who seek to assert specious positions — including questionable
assertions of infringement or questionable infringement defenses. The 21C has long advocated for a
relaxation of the “exceptional” case standard to permit fee shifting in more cases and thereby encourage
both plaintiffs and defendants alike in patent infringement actions to assert only meritorious positions. As
noted above, with the grant of certiorari in the Highmark and Octane cases, it now appears likely that the
Supreme Court is about to do just that, perhaps mooting the need for any new fee shifting legislation.

In the absence of such judicial action, the 21C would continue to support fee shifting to address
the litigation behavior sought to be discouraged — the assertion of unjustified claims or defenses in patent
infringement cases — in a balanced fashion, seeking to curtail such behavior whether it comes from a
plaintiff or a defendant. In other words, such abusive litigation behavior should be targeted regardiess of
the party that engages in it. Any litigant asserting non-meritorious litigation positions should face the
prospect of “loser pays.”

% The 21C believes that this language should be amended slightly, to read: “uniess the court finds that the position and conduct
of the losing party was substantially justified or that special circumstances make an award unjust.” Addition of the words “and
conduct” will make clear that litigation misconduct can form the basis for an award of attorney fees, as is currently the case under
Section 285. See, e.g., MarcTee, LLC v. Johnson & Johnson, 664 F.3d 907, 919 (Fed.Cir.2012) (“[1]t is well-established that
litigation misconduet and unprofessional behavior may suffice, by themselves, to make a case exceptional under § 285.™)
(internal quotations omitted).
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ii. Fee Shifting When The Losing Party Is Unable To Pay

A number of proposals have been introduced to address the situation where the losing party in an
action is unable to satisfy a fee award. This is of particular concern due to the perception that NPEs are
often created and structured to be shell entities with no assets other than the patents that are being
enforced, and that any fee shifting provision will have no practical effect in deterring abusive litigation if
its effect can be easily avoided.

The 21C also supports authorizing courts to order the recovery of reasonable fees and expenses in
certain circumstances when the losing party is unable to pay and a related nonparty should be responsible
for satisfying the fee award. Specifically, courts should be empowered to address the situation where an
entity has transferred a patent fo a shell company with assets inadequate to satisfy a fee award, who then
asserts that patent in a way that violates Section 285.

For the reasons explained further below, however, the 21C questions whether joinder of parties
with a direct financial interest in the case is the appropriate mechanism to ensure that an attorney fees
award is collectable when the named party against whom the fees have been assessed is unable to pay
such fees. As both the Cornyn Bill and the Innovation Act acknowledge, joinder is an impossibility in
instances where the party to be joined is not subject to service of process, where the court would lose
jurisdiction as a result of the joinder, or when venue wouid be improper. Since at least the last of these
conditions can easily be created by NPEs who are so inclined, these joinder provisions will likely be
easily avoided, rendering this approach not only one of limited utility, but one that will likely drive up the
cost of litigation with little positive effect.

The Innovation Act would amend 35 U.S.C. § 299 to add new subsection 299(d), requiring courts
in any civil action arising under the patent laws to grant a motion by a party defending an infringement
action to join an “interested party” to the case if the party alleging infringement has no substantial interest
in the patent(s)-in-suit other than litigation — i.e., the patent owner is a so-called patent assertion entity. A
joinder motion could be denied, however, if the party sought to be joined is not subject to service of
process in the action or if joinder would deprive the court of subject matter jurisdiction or make venue
improper. The joinder requirements in the Innovation Act are largely the same as those in the Cornyn bill.

The definition of an “interested party” who can be joined under this provision includes assignees
of the patent at issue, persons who have a right to enforce or sublicense the patent, or a person who has a
“direct financial interest” in the patent. However, a direct financial interest would not include i) an
attorney or law firm providing legal representation in the action or ii) a person whose sole financial
interest in the patent is ownership of an equity interest in the party alleging infringement, unless that
person has the right or ability to influence, direct or control the civil action.

With respect to the impact of joinder under this provision, proposed subsection 285(b) would
extend contingent liability to satisfy an attorney’s fee award made pursuant to proposed subsection 285(a)
to an interested party joined pursuant to section 299(d):

“If a nonprevailing party is unable to pay reasonable costs and other expenses awarded by the
court pursuant to subsection (a) [35 U.S.C. § 285(a)], the court may make the reasonable costs and other

expenses recoverable against any interested party joined pursuant to section 299(d).”

21C questions whether the joinder provision will function as intended. In particular, we question
the scope of the third category of persons who may be joined, and whether the provision will achieve its
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objective of adding the parent companies of shell patent plaintiffs or litigation funders as parties to patent
infringement cases. 21C believes that more effective mechanisms exist for achieving that purpose.

With respect to the categories of persons who may be joined, the first two categories — assignees
and persons with the right to enforce or sublicense the patent — are relatively noncontroversial. For the
most part, such persons must be joined as plaintiffs in patent infringement actions for standing purposes
under existing law.

The third category of persons who may be joined — persons with a direct financial interest in a
patent-in-suit — raises several concerns. First, the language "direct financial interest in the patent or
patents at issue, including the right to any part of an award of damages or any part of licensing revenue" is
ambiguous. For example, would this include persons or entities who might stand to benefit from a
successful patent infringement action, but who are not so-called "third party litigation funders" who
would receive a share of a damages award or who control the conduct of the litigation? The second
exception (which would exclude from joinder “a person whose sole financial interest in the patent at issue
is ownership of an equity interest in the party alleging infringement, unless such person has the right or
ability to influence, direct or control the civil action”) would alleviate some, but not all, of our
concerns. We still question, however, whether this language would permit joinder of parent companies,
or shareholders, of a named plaintiff, since it could be alleged that such persons have at least the ability to
“influence” the civil action. The provision should be tightened to clarify that the joinder provision would
only reach those persons who have the right to receive proceeds from an award of damages or settlement
of the action. We believe that such tightening would better reflect the intent underlying the provision to
join only those persons with a right to share in the proceeds of the litigation.

Another problem with joinder is that it is likely to engender collateral disputes over the question
of whether joinder is proper at the outset of many patent cases, even those in which a fee award is
ultimately not an issue. Such collateral disputes risk delaying and unduly complicating the resolution of
patent disputes generally. Equally problematic are the questions of jurisdiction and venue over the parties
sought to be joined. Proposed subsection 299(d)(2) provides that joinder may be denied where the
interested party is not subject to service or process, or where joinder would deprive the court of personal
jurisdiction over the parties or make venue improper. This exception creates a risk that nominal plaintiffs
who are shell companies lacking the resources to satisfy fee awards will bring suits in courts where their
nonparty owners or litigation funders are not subject to jurisdiction, thus defeating the intended purpose
of the joinder provision.

An alternate approach to this collection problem is contained Title 11 of the Hatch Bill, which
proposes that motions to require bonding be brought to force parties who may not be able to satisfy a fee
award to post a bond to guarantee that payment. Unfortunately, this bonding provision suffers from a
number of disadvantages. First, the proposal would be applied at the outset in all actions, regardless of
the merits of the claim being advanced. Indeed, while the proposal lists a number of factors to be
considered in deciding whether to require a bond, none of them goes to the merits or potential merits of
the claim. As a result, a large class of plaintiffs with meritorious cases will be burdened by the bonding
requirement even though there is no possibility that fees will ever be awarded against them. Second, for
small businesses and independent inventors, the bonding requirement may foreclose their access to the
courts. Given that attorney fees and costs can easily run into the millions of dollars in these cases, to
meet a bonding requirement patent owners would need to pledge, i.e. freeze or post, assets at least equal
to the amount of the bond, and pay a bonding agency or other service provider for the bond itself. This
burden, unilaterally imposed on patent owners but not accused infringers, would be grossly unfair. Third,
the proposed procedure in the Hatch Bill will increase the costs of and prolong the patent litigation in all
cases where it is raised, even though only a small percentage of them will ever result in fees being
awarded. Fourth, rather than being a simple procedure, the factors to be considered are complex,
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including such issues as the projected amount of fees to be incurred in the litigation, “whether the party
alleging infringement can demonstrate that it has and will have the ability to pay the accused infringer’s
fees and other expenses if ordered to do so” and “whether any party will agree to pay the accused
infringer’s shifted fees and other expenses, provided that the person or entity can demonstrate that it has
and will have the ability to pay the accused infringer’s shifted fees and other expenses.” Fifth, some of
the factors specified to be considered in bonding are totally irrelevant to the issue of whether fees are
likely to be awarded, or could be paid. These include whether the party alleging infringement is an
institution of higher education or non-profit technology transfer organization, or a licensee thereof who
conducts further research on or development of the subject matter to make the subject matter more
licensable; “is a named inventor of or an original assignee to an asserted patent™; or is one who “makes or
sells a product related to the subject matter described in an asserted patent.” Yet the abilities of these
exempted parties and organizations to bring frivolous suits or engage in abusive litigation conduct is no
different than any other type of patent owner. Finally, the principal factor that will be litigated in most
cases where other exemptions don’t apply is “whether the bond will burden the ability of the party
alleging infringement to pursue activities unrelated to the assertion, acquisition, litigation, or licensing of
any patent.” This provision is objectionable not only due to its vagueness, but because it plainly
discriminates against assertion, acquisition, litigation or licensing activities, which themselves are
perfectly legitimate pursuits. The unfairness of this provision is underscored by the fact that a plaintiff
would not be able to avoid a bond in the action if its consequence would be to “burden the ability” of that
party to continue the very litigation in which the bond is sought.

ii. Contingent Liability — An Alternative Approach to the Fee Collection
Problem

The 21C acknowledges that a fee-shifting provision without the ability to assess fee awards
against certain third parties may not be effective in deterring litigation misconduct, because litigation
funders could bring suits in the name of shell corporations that lack adequate funds to satisfy a fee
award. Thus, we recognize that fee-shifting needs to reach beyond the nominal plaintiff.

In our view, a better approach is to extend contingent liability for satisfaction of a fee award to
certain non-parties related to a losing party against whom fees have been assessed — specifically, to any
person with a direct financial right to share in damage awards or settlement proceeds from the action.
Such contingent liability would be triggered when the named party against whom the fees have been
assessed is unable to pay the awarded fees. Notice would be given to any third party with a financial
interest in a patent when that patent has been asserted in litigation. The notice would inform the third
party that the patent is being litigated and would allow the third party to protect itself against any liability
by renouncing its right to receive proceeds from an award of damages or settlement of the action. This
would ensure that such third parties would be fairly treated and be guaranteed due process.

This approach would extend contingent liability for fee awards to certain third parties without
generating fights over bonding or joinder at the outset of patent cases. In addition, this approach would
not be subject to circumvention by a plaintiff bringing suit in a court lacking personal jurisdiction over the
third party. It might, in some cases, require collateral litigation to collect the fee award at the conclusion
of the patent infringement action, but only in that subset of cases in which 1) fees are actually awarded
following adjudication on the merits, 2) the nominal plaintiff is unable to pay, and 3) the third party
refuses to pay voluntarily.

To ensure that the reach of this contingent fee liability proposal is properly limited, it could be
made clear in the legislation or its legislative history that it would not reach to non-parties who are not the
real-party-in interest, who are not in privity with a party to the action, and who would benefit only
indirectly from a favorable litigation outcome. It would not encompass, for example, patent owners who
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have exclusively licensed their patents to the plaintiff, with the only interest in the litigation being the
possibility of increased royalties if successful litigation allows the licensee to expand its revenue. Rather,
it would extend only to those third-parties who own a stake in the proceeds from the litigation. The 21C
believes that such an approach would directly address any concem that fee-shifting might be ineffective
because patent owners would bring suits in the name of shell corporations that lack adequate funds to
satisfy a fee award. It would be both more efficient, and more effective, than would the joinder of
interested parties approach currently proposed in the Innovation Act (H.R. 3309), or bonding as proposed
in the Hatch Bill (S. 1612).

G. Heightened Pleading Requirements Provisions in the Cornvn Bill & the

Innovation Act

Section 2 of the Comnyn Bill and Section 3 of the Innovation Act both require substantially more
information to be included in complaints, counter-claims and cross-claims of patent infringement.*

The Cormnyn Bill would require any pleading alleging patent infringement to include the
following: an identification of each patent and each claim allegedly infringed; and an identification of
each accused instrumentality, including its name or model number; an explanation of all theories of
infringement; an identification of the right of the party alleging infringement to assert the patent(s)-in-
suit; a description of the principal business of the party alleging infringement; a list of prior litigation
involving the patent(s)-in-suit; disclosure of whether the patent(s)-in-suit have been declared essential in a
standard-setting body; disclosure of the identity of any person other than the party alleging infringement
who owns, co-owns, or is an exclusive licensee of any asserted patent; disclosure of the identity of any
other person that the party alleging infringement knows to have a legal right to enforce an asserted patent
or to have a license under such patent; disclosure of the identity of any person with a direct financial
interest in the outcome of the action; and a description of any legal basis for a financial interest of another
in an asserted patent.

Unlike the Innovation Act, the Cornyn Bill does not 1) except allegations of infringement under
cases including Section 271(e)(2) allegations, i.e., Hatch Waxman and biosimilar cases, from these
requirements, 2) provide any flexibility where the required information is not readily accessible, or 3)
provide for a court, for good cause shown, to aflow information determined to be confidential to be filed
under seal.

Currently, the content of complaints, counter-claims and cross claims is subject to the
requirements established by a network of Federal Rules of Civil Procedure (“FRCP”), and substantial
case law precedent that interprets what is needed to plead such a claim. FRCP Rule 8 requires of all
claims for relief include (1) a short and plain statement of the grounds for the court’s jurisdiction, unless
the court already has jurisdiction and the claim needs no new jurisdictional support; (2) a short and plain
statement of the claim showing that the pleader is entitled to relief; and, (3) a demand for the relief
sought, which may include relief in the alternative or different types of retief. FRCP Rule 9 of the
Federal Rules addresses “Pleading Special Matters.” In general, Rule 9(a)(1) specifies that, unless
required to show that the court has jurisdiction, a pleading need not allege (A) a party’s capacity to sue or
be sued; (B) a party’s authority to sue or be sued in a representative capacity; or (C) the legal existence of
an organized association of persons that is made a party. Rule 9(a)(2) requires that to raise any of those
issues, a party must do so by a specific denial, which must state any supporting facts that are peculiarly
with the party’s knowledge. Rule 9(b) requires that in alleging fraud or mistake, a party must state with
particularity the circumstances constituting fraud or mistake. Malice, intent, knowledge, and other

 The Leahy-Lee Bill is silent with respect to pleading requirements, appropriately relying on the courts and Judicial Conference
to react to and appropriately adjust pleading requirements to reign-in abusive litigation practices
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conditions of a person’s mind may be alleged generally. Rule 9(b) has generally been made applicable to
the pleading of inequitable conduct defenses in patent infringement actions. Other matters that need to be
pleaded specially include conditions precedent, official documents or acts, judgments, special damages
and admiralty or maritime claims. Rule 9(f) further specifies that allegations of time or place are material
when testing the sufficiency of a pleading.

The pleading of claims in the federal courts is a “notice pleading” system where only the nature
of a claim, not the underlying evidence supporting it, is to be pled. Rule 11(b) of the Federal Rules,
however, specifies that by presenting a pleading to the court, an attorney or unrepresented party certifies
that to the best of the person’s knowledge, information and belief, formed after an inquiry reasonable
under the circumstances, that: (1) it is not being presented for any improper purpose, such as to harass,
cause unnecessary delay or needlessly increase the cost of litigation; (2) the claim is warranted by existing
law or by an nonfrivolous argument for extending, modifying, or reversing existing law or for
establishing new law; (3) factual contentions have evidentiary support or, if specifically so identified, will
likely have evidentiary support after a reasonable opportunity for further investigation or discovery; and
(4) the denial of factual contentions are warranted on the evidence or, if specifically so identified, are
reasonably based on belief or lack of information. Rule 11(c) authorizes the court, on motion or sua
sponte, to impose sanctions on an attorney, law firm, or party who violates this rule.

Under the FRCP, several options are made available to defendants who do not think a claim has
been sufficiently pleaded. FRCP Rule 12(b)(6) provides that a party served with a complaint may move
to dismiss that complaint for failing to state a claim upon which relief can be granted. In addition, a party
who does not believe that there is sufficient disclosure in a complaint may move under Rule 12(¢) to
compel a tnore definite statement. Pursuant to Rule 12(e), a more definite statement will be required if
the complaint was “so vague or ambiguous that the party cannot reasonably prepare a response.”
Pursuant to Rule 12(e), once the eourt has required a more definite statement, if it is not obeyed within 14
days or such other time as the court may set, the court may strike the pleading or issue any other
appropriate order. Since its inception in 1937, these rules have been reviewed and revised as needed to
keep up with modem practice, and are now again under review by the Federal Judicial Conference. This
general approach has served us well for more than 70 years, and has provided defendants ample
protections against complaints that are insufficient, vague or ambiguous.

The Innovation Act and the Cornyn Bill would single out patent infringement cases as the only
federal civil actions that are required to comply with substantially higher pleading requirements. While
the idea of raising the requirements for pleading is patent cases is no doubt well intended, it is likely to
lead to exactly the opposite of the results the drafters intend. With heightened, technical pleading
requirements, the parties will be drawn into preliminary motion practice, e.g., fighting over whether the
pleading is properly framed, rather than getting down to the merits of the case. This is precisely why the
Federal Rules adopted a simplified notice pleading approach in the first place. Moreover, the result of
such extended motion practice will not be to deter a motivated plaintiff from successfully instituting an
action against a party, but will instead consume the parties” and court’s time, while unnecessarily
delaying the initial disclosure, case management, initial discovery and claims construction phases of the
case. These provisions are therefore misdirected and if adopted, will be counterproductive.

Nonetheless, it is fair to say that some of what the Innovation Act and the Cornyn Bill would
mandate is fairly necessary to a well pleaded complaint for patent infringement anyway. Included in this
category is: (1) the identification of the asserted patent(s), and (2) a description of the product, process or
other instrumentality that is the basis for the allegation of infringement. While an identification of the
plaintiff’s principal business may be relevant to the kind of relief sought, as for example when the
defendant is a competitor, in many suits its disclosure in the complaint will be irrelevant. Beyond that,
much of what is proposed to be included in a complaint is unnecessary to fairly place the defendant on
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notice of the nature of the claim, and is best left to the initial disclosure, discovery and case management
processes. Other provisions, such as paragraphs (a)(2), (3) and (4) could be improved by limiting
paragraph (2)(2) to the identification of at least one claim of each asserted patent, and by limiting (a)(3)
and (a)(4) to the identification of each “accused instrumentality” alleged to be infringed under each
patent.

Paragraphs (a)(5) and (a)(6) of the Cornyn Bill are inappropriate, as they go far beyond notice
pleading, seeking the pleading of evidence and the details of infringement contentions that should not be
required at the outset of the proceeding. First, the plaintiff will often not have enough information about
the nature and operation of the accused instrumentalities to make such contentions, and in any event, as
the claims will not yet have been construed by the court, any contentions that could be made would need
to be revised after the Markman ruling. Paragraph (a)(7) could be made acceptable if amended to be
limited only to the identification of the right to assert each patent, as that requirement would fall within
the requirements of Rule 8 that the pleading should generally identify the basis for the court’s jurisdiction.
Since that jurisdiction is not determined on a claim by claim basis, further specification by claim would
be inappropriate. Paragraphs (a)(9) and (a)(10) are also subjects that would be better left for initial
disclosure and/or discovery, however if appropriately amended to conform to the Innovation Act’s
corresponding provisions, could be seen to provide information that might be helpful to a defendant in
preparing the answer to the complaint.

The Cornyn Bill could also be improved by adopting the provisions of paragraphs (b) and (c) of
the Innovation Act relating to information not accessible to the plaintiff, as these provide important
safeguards relating to information not readily accessible to the plaintiff, or that is confidential. Arguably,
even in the absence of paragraph (b), Federal Rule 11(b) would have authorized pleadings based on a
party’s best information and belief, however paragraph (b), as it appears in the Innovation Act, makes this
specific for patent cases. Further, paragraph (c) as proposed gives the plaintiff the automatic right to file
confidential information under seal, recognizing that the parties will routinely stipulate to a protective
order to provide the defendant access to the information while protecting its confidentiality.

In the absence of the changes suggested, pleading requirements requiring this degree of
specificity will simply engender disputes at the outset of cases about the sufficiency of the pleadings,
even in cases where the parties fully understand the basis for the allegation of infringement. The new
pleading requirements in the Comyn Bill will add to the costs, burdens and time it takes to identify and
narrow the issues in dispute and to resolve patent infringement actions.

Apart from pleading requirements, the 21C would support a more robust exchange of information
underlying the allegations in initial pleadings at the outset of patent infringement actions. A more fulsome
exchange of information at the outset of infringement actions by plaintiffs and defendants alike will
advance their efficient resolution. As a practical matter, however, the 21C believes that the judiciary is in
the best position to deterinine what additional pleading specificity will in fact best advance the efficient
resolution of patent cases.

H. Discovery Management Requirements for Patent Cases

Both the Cornyn Bill and the Innovation Act would limit discovery in every civil action relating
to patents where construction of the terms used in a patent claim is required until the court has rendered
such decision. Discovery would only be permitted of information “necessary for the court to determine
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the meaning of the terms used in the patent claim, including any interpretation of those terms used to
support the claim of infringement.”™

Since judicial construction of claims is sooner or later required in almost every patent case, the
effect of this provision would be to delay and bifurcate merits discovery. Even in courts where claims
construction is routinely conducted early in the proceeding, it takes at least several months, and
sometimes up to a year or more for the court to issue its order. In other jurisdictions, it can take up to 18
months or more before the final Markman ruling is issued. Under the proposals in the Cornyn Bill (S.
1013) and Innovation Act, discovery that might otherwise be undertaken concurrently during this period
will be postponed, thus delaying consideration of potentially dispositive pre-trial motions until the
necessary re-started discovery is completed, and delaying both trial and the ultimate resolution of the
case.

Such a bifurcated approach would be less efficient and likely more costly. Discovery disputes
over which documents must be produced in the first phase of discovery and which may be withheld
would be likely, as would the necessity to recall witnesses for further depositions as the case progresses.

Under current practice, where discovery on all issues starts immediately, additional evidence will
normally be adduced that may facilitate the early termination of the case by summary judgment ruling or
settlement. If discovery is not allowed prior to claims construction, the court will often be required to
delay or deny early disposition of the case pending its completion.

While some patent cases might be managed more efficiently by deferring some, or all, discovery
pending the claims construction ruling, courts are already empowered to manage discovery in this manner
and to tailor case management to the particular facts and circumstances of each case. District courts
across the country with the most experience and skill in managing patent infringement cases have already
adopted local rules that specify the timing and scope of discovery and, to our knowledge, none of those
courts has put in place an automatic stay of discovery pending claim construction. To the contrary, most
local patent rules provide for initial disclosures at the outset of cases mandating an early, robust exchange
of documents and information related to the merits of the action, recognizing that such disclosures help to
clarify and narrow the issues in dispute and often foster early settlement. These courts also recognize that
a developed evidentiary record at the time of the “Markman™ proceedings assists judges in making claim
construction rulings. For these reasons, an automatic stay of discovery pending claim construction is
likely to be counterproductive. Simply put, the case has not been made to legislate this one-size-fits-alt
approach to patent infringement case management.

Although both the Cornyn Bill and the Innovation Act would allow a court to exercise its discretion to
expand the scope of discovery for the limited subset of cases where federal law requires completion of the
case in a “specified period of time,” or “when necessary to resolve a motion properly raised” before the
claims construction ruling, neither of these exceptions would remedy the principal concerns with the
proposal: that it would prolong almost all patent litigation and substantially increase its already high
expense.

The hardship that would be created by this bill would be particularly great on patentees who are
marketing products which compete with unlicensed infringements, and whose purpose in bringing suit is
to gain relief from the harm being caused them in the marketplace by that infringement. The Innovation
Act contains a limited exception in Section (d)(4) for “Actions seeking relief based on competitive harm,”
but unfortunately limits that exception only to actions seeking preliminary injunctions. If any limitation

" The Leahy-Lee Bill, S. 1720, the “Patent Transparency and Improvements Act of 2013, appropriately does not provide for
staying discovery.
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on discovery is to remain, the words “a preliminary injunction” should be replaced by “relief” to thereby
exempt all competitor suits seeking “relief to redress harm arising from any allegedly infringing
instrumentality that competes with a product sold or offered for sale, or a process used by a party alleging
infringement.”

This proposed change is necessary, because, as the statistics bear out, preliminary injunctions are
extremely rare in patent cases, as judges are very reluctant to enjoin a party on a preliminary record.
Manufacturers filing legitimate claims for infringement to protect their investments against infringement
should not be forced to file needless preliminary injunction motions, which wiil burden the courts, simply
to avoid having the stay of discovery delay resolution of their cases for months. There is no reasonable
basis for objection to a broad competitive harm exception for cases involving practicing patent owners by
those who believe stays of discovery pending claim construction should be automatic in Non Practicing
Entity (NPE) cases. Such an exception would not impact NPE cases.

In addition to the practical difficulties with the proposed stay of discovery provision, it raises
serious concerns regarding the role of an independent judiciary. The power of U.S. courts to manage their
own calendars and adopt their own case management procedures has long been recognized.  The
authority to establish and revise the Federal Rules of Civil Procedure has long fallen under the auspices of
the United States Supreme Court, which manages the process of reviewing and revising these rules in
reliance upon the recommendations of the Judicial Conference of the United States. In respect for this
tradition, Congress should not lightly encroach on these procedures. The 21C believes it would be far
preferable for Congress to offer recommendations to the Judicial Conference and leave the development
of specific in-court practices to its deliberations.

The 21C believes the Leahy-Lee Bill takes the proper course, leaving it to the judiciary to
appropriately manage the cases before them.

L Recommendations to the Federal Judicial Conference in the Innovation Act

and Proposals In the Innovation Act & Cornyn Bill Specifying Discovery
Sequence, Subject Matter and Cost Shifting

Subsections 6(a)-(b) of the Innovation Act require the Judicial Conference of the United States to
develop rules to implement specific requirements set forth in the section to address asymmetries in
discovery burdens, including how and when payment for discovery in addition to core discovery is to
occur and what information must be presented to demonstrate financial capacity before permitting
discovery in addition to core documentary evidence. Section 6 further mandates the specific types of
discovery that will and will not be permitted, how it must be requested, and the conditions upon which
modifications can be made. Section 6 further instructs the courts as to what must be discussed by the
parties concerning discovery, and requires the adoption of such rules, and corresponding local court rules,
within specified time frames. The Cornyn Bill goes even further, simply proposing to legislate a one-
size-fits-all approach to patent case management.

The Innovation Act and the Cornyn Bill approach to patent case discovery reflects a narrow and
one-sided view of patent litigation, in essence legislating that each case be managed in the manner that a
defendant in an action brought by a non-practicing entity would seek to have the action managed, when
80% of all patent cases do not involve assertions by such entities. This unbalanced and inflexible
approach to all cases is reflected in the automatic stay of discovery pending claim construction, as
discussed above. It is also reflected in the definitions of "core documentary evidence" set forth in Section
6(a)3)A)X(i). Such evidence does not even include, for example, any documents showing the sales of the
products accused of infringement, either in dollars or units. On the other hand, the patent owner is
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required to produce "documents sufficient to show profit attributable to the claimed invention of the
patent or patents at issue." Sec. 6(a)(3) (A} V).

Appropriately, it is within the discretion of the district court judge to decide whether or not to
bifurcate damages discovery. But to legislate an approach whereby basic information showing the
defendant’s sales of the accused product is not "core” discovery, when it is sought by nearly every patent
owner in nearly every patent case, and is essential to proving the patent owner's entitlement to its
requested relief, reflects a troubling bias against all patent owners seeking to enforce their rights against
alleged infringers.

Putting aside the issues of whether the particular proposals might have merit as to
some cases if considered by the Judicial Conference, they raise serious concerns regarding
the role of an independent judiciary. As explained above, U.S. courts traditionally manage
their own calendars and adopt their own case management procedures, The authority to
establish and revise the Federal Rules of Civil Procedure has long fallen under the auspices of
the United States Supreme Court, which manages the process of reviewing and revising these
rules in reliance upon the recommendations of the Judicial Conference of the United States.
Indeed, such an effort is currently underway. For example, Judge Jeffrey S. Sutton, Chair of
the Committee on Rules of Practice and Procedure of the Judicial Conference, just published
a request for “Comments on Proposed Rules and Forms Amendments” on August 15, 2013.
This rules package includes proposals to amend Rule 26, Duty to Disclose; General
Provisions Governing Discovery; Rules 30 and 31, Depositions by Oral Examination and by
Written Questions; Rule 33, Interrogatories to Parties; and Rule 34, Production of Documents
— to list just a few. Comments are due February 15, 2014. The 21C believes Congress should
offer recommendations to the Judicial Conference and leave the development of specific in-
court practices to its deliberations.

VII. Other Legislative Proposals

A. Double Patenting Codification for First Inventor To File Patents

Section 9(c) of the Innovation Act and Section 9(d) of the Leahy-Lee Bill would add a new § 106
to codify the judge-made law of “double patenting” for patents that will be subject to the AIA’s new first-
inventor-to-file standard for patentability. Under current law, if an inventor files a patent application
within 18 months of a prior patent application claiming an obvious invention from the original invention,
there is no mechanism in the AIA to disallow issuance of the obvious invention. The double-patenting
doctrine ensures that an inventor cannot secure a second valid U.S. patent that has up to 18 months of
additional enforceability by simply making slight variations in the claimed inventions in a first patent. In
addition, this provision prevents the possibility that these two patents could become separately owned and
be separately enforced, creating the potential for separate assignees to each bring an infringement action
against an accused infringer.

The provision would codify the concept that, unless two patents from the same inventor could have
validly issued had they been sought by two different inventors, the two patents must be owned by the

same entity, and must both terminate upon the earliest termination of either patent.

The 21C supports these amendments.
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B. Schumer Bill Proposed Changes To Covered Business Method Patent
Reviews

Section 18 of the AIA authorizes certain business method patents to be challenged under the early
review procedures established by the AIA. The patents singled out for such challenges are those covering
methods or apparatus “used in the practice, administration, or management of a financial product or
service” and which are not for “technological inventions.” The provision is transitional in nature with an
eight-year life because it was intended to apply to a very limited class of patents and the time allotted was
deemed sufficient to complete the review.

The Schumer Bill (S. 866) would greatly expand the scope of the business method patents which
could be challenged under section 18 by broadening the scope to methods or apparatus used in the
management of “an enterprise” or of any “product” and would make section 18 permanent by eliminating
its eight-year sunset, 21C believes this change would upset the balance of the carefully constructed 2-tier
post grant challenge mechanism established under the AIA. Further, we have yet to see any evidence of a
need to expand the program or to make it permanent since it became operational last year.

A major goal of the AIA was to improve the quality of patents. The AIA accomplished this goal
by adopting a first-inventor-to-file priority system, simplifying and making more objective the criteria for
determining patentability, and making the system more transparent by allowing greater public
participation in the patent granting and review process.

Certain enhancements to the review process were key to improving the quality of issued patents.
A twopronged approach was developed: a first prong that allows the public to participate in the
examination process by bringing relevant information to the attention of examiners, and a second prong
that established two post-grant proceedings in which the public could challenge the validity of issued
patents. The first post-grant procedure (Post-Grant Review or PGR) allows any member of the public to
challenge the validity of a patent granted under the new first-inventor-to-file rules within nine months of
grant on any ground that could be raised under paragraph (2) or (3) of section 282(b). The second post-
grant procedure (known as Inter Partes Review or IPR) is available to allow the public to challenge the
validity of all patents — both patents granted under the previous first-to-invent rules and, following the 9-
month eligibility period for PGR”', patents granted under the new first-inventor-to-file rules. Patents may
be challenged in an IPR until their terms expire, but only on the basis of patents and printed publications.

Together, PGR and IPR are intended to fairly balance the interests of patent holders in obtaining
quiet title to their patents and the interests of both the public and patent holders in increasing overall
patent quality. PGR allows members of the public to promptly challenge questionable patents on all
grounds for the first nine months. The limitation of PGRs to the initial nine months after grant is
necessary because all issues of invalidity can be raised — patents, printed publications, and public uses and
sales anywhere in the world. The uses and sales could involve evidence based upon oral recollections of
events which could have occurred years earlier, including activities that took place outside the United
States, in an administrative proceeding with a limited opportunity for discovery. This is just one of the
reasons why limiting PGRs to the first nine months is crucial to ensure fairness for patentees.

For those situations where a person has no reason to consider challenging a patent until many
years after its issuance, IPR is available throughout the life of a patent to challenge its validity on the
basis of patents and printed publications, grounds which do not raise the evidentiary issues of public uses
and sales.

™ Or now, immediately for patents not eligible for PGR.

42



156

Rationale for Section 18

The transitional program for challenging “financial sector” business method patents was proposed
during the consideration of the legislation that resulted in the AIA as a very narrow and limited one.
During the consideration of Section 18, it was made clear that this program was to be narrowly focused,
and that it was approved in reliance on its narrow scope. As Chairman Leahy explained,

“There has been some question about the scope of patents that may be subject to the transitional
program for covered business method patents, which is section 18 of the AIA. This provision is
intended to cover only those business method patents intended to be used in the practice,
administration, or management of financial services or products, and not to technologies common
in business environments across sectors and that have no particular relation to the financial
services sector, such as computers, communications networks, and business software.” 157 Cong.
Rec. $5441 (daily ed. Sept. 8, 2011)

Chairman Lamar Smith held a similar view:

“Section 18 would not cover patents related to the manufacture and distribution of machinery to
count, sort, and authenticate currency.” 157 Cong. Rec. H4497 (daily ed. June 23, 2011)

Senator Kyl was in full agreement, noting that a CBM patent typically “reads on products or services that
are particular to or characteristic of financial institutions™; 157 Cong. Rec. 81379 (daily ed. Mar. 8, 2011)
As the time, Senator Schumer assured those concerned that this program might become a vehicle to
harass patent owners that this provision was narrowly targeted:

“In response to concerns that earlier versions of the amendment were too broad, we have
modified it so it is narrowly targeted. We want to make sure to capture the business method
patents which are at the heart of the problem and avoid any collateral consequences.” 157 Cong.
Rec. S1053 (daily ed. Mar. 1, 2011) (statement of Sen. Charles E. Schumer).

Senator Schumer also provided an exemplary list of the kinds of “financial products or services”
implicated by the statute:

“IE]xtending credit, servicing loans, activities refated to extending and accepting credit, leasing
of personal or real property, real estate services, appraisals of real or personal property, deposit-
taking activities, selling, providing, issuing or accepting stored value or payment instruments,
check cashing, collection or processing, financial data processing, administration and processing
of benefits, financial fraud detection and prevention, financial advisory or management
consulting services, issuing, selling and trading financial instruments and other securities,
insurance products and services, collecting, analyzing, maintaining or providing consumer report
information or other account information, asset management, trust functions, annuities, securities
brokerage, private placement services, investment transactions, and related support services. 157
Cong. Rec. $5432 (daily ed. Sept. 8,2011)

Accordingly, at the time of its adoption, critics concerned about the breadth of the program were assured
that it was and would remain targeted at patents on a narrow class of financial products and services.

The underlying rationale advanced in support of the program was that the growth in business
method patents began in 1998 with the U.S. Court of Appeals for the Federal Circuit decision in State
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Street Bank & Trust Co. v. Signature Financial Group, Inc.” Critics claimed that State Street launched an
avalanche of patent applications seeking protection for common business practices, but clearly the
improved search database created by the Office to review such inventions and the Bilski decision’s”
narrowing of the subject matter which could be patented as a business method have ended any such

avalanche.

Authorizing such previously granted business method patents to be chalienged under the new
PGR procedures was said to be necessary because these patents granted by the USPTO following the
State Street decision were questionable because the Office only had access to “patent defeating
information” contained in printed patents and publications, and did not have the ability to uncover public
uses and sales of such inventions. Furthermore, the new PGR procedures would allow “financial sector”
business method patents to be challenged on the basis that the inventions covered were not eligible for
patent protection under section 101 of title 35

But It Is Little Used and Nothing Has Changed

Notwithstanding the alleged urgent need to allow challenges to business method patents under the
PGR procedures at the time of the consideration of Section 18, just 39 challenges have been filed and
only 12 proceedings have been instituted as of July 31, 2013 ~ barely one per month since the section 18
proeedures were available. Moreover, there has been no study or evaluation of the 12 challenges accepted
to determine whether or not the expansive procedures of PGR which permit all grounds of patentability to
be raised have actually been necessary. It is entirely possible that all of the challenges could have been
brought under the IPR procedures which are based only on patents and printed publications. Accordingly,
there has been no showing that section 18 has been insufficient to satisfy the purposes for which it was
created.

Moreover, no reasons have been given for the need to broaden the definition of the inventions
covered in section 18 from methods or corresponding apparatus “used in the practice, administration, or
management of a financial product™ to a definition expanded to include methods or corresponding
apparatus used in the administration or management of “an enterprise” or the practice of a “product.” The
21C believes it would increase the opportunities for copyists to harass legitimate patent holders. Absent
further study demonstrating that broadening the definition of covered business method patent as proposed
in the Schumer Bill (S. 866) is cither necessary or effective, the proposed expansion of the definition of
the business method patents subject to section 18 challenges would clearly be premature and unfair to
inventors and patent owners.

In addition, there is no basis for removing the provision that would sunset section 18 after eight
years. By the time the current sunset is reached, all of the patents being granted will be first-inventor-to-
file patents and eligible for challenge upon grant under PGR without the need for the transitional
provision established by section 18. To extend section 18 indefinitely as proposed in the Schumer Bill
would be very prejudicial and unfair to the owners of valuable, new, patent-eligible innovative methods
for enhancing commerce and industry because the public will not be encouraged to challenge patents
promptly under PGR, but will instead wait and attack later in the life of the patent. This delay will also
subject the public to patents which perhaps should not have been granted and would destroy the carefully
crafted balance between the PGR and IPR procedures reached during the consideration of the AIA.

149 F.3d 1368 (Fed. Cir. Jul. 23, 1998).
™ Bilski v. Kappos, 130 S. Ct. 3218 (2010).
™ See USPTO Trial Proceeding Statistics at http:/www.uspto.gov/ip/boards/bpai/stats/aia_trial_proceedings.pdf.
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The Schumer Bill (S. 866) would also be detrimental to U.S. industry seeking to protect its
innovations abroad. It would set a precedent to which our trading partners could point when amending
their patent laws to add special interest exceptions inimical to U.S. inventors.

And now, there is yet another reason not to tinker with the provisions of Section 18. The
Supreme Court’s has just granted certiorari in Alice Corp. Pty. Lid v. CLS Bank International”
December 6, 2013. The Court’s answer to the question presented

“Whether claims to computer-implemented inventions — including claims to systems and
machines, processes, and items of manufacture — are directed to patent-eligible subject matter
within the meaning of 35 U.S.C. § 101 as interpreted by this Court.?”

will provide additional guidance on the patent eligibility of business method patents. Congress should not
prematurely extend Section 18 to address a problem critics assert exists which, if it ever existed, may be
totally mooted by the Court’s decision.

For all these reasons, 21C opposes amending Section 18 of the AIA at this time.

C. The Innovation Act’s Clarification of Limits on Patent Term Adjustment

Section 9(f) of the Innovation Act codifies for currently pending applications the USPTO’s
current practice of excluding any time consumed by a request for continued examination (“RCE”) from
the calculation of patent term adjustment under 35 U.S.C. §154(b)(1)(B) The amendment would overturn
the November 1, 2012 decision of Judge Ellis in the EDVA in Exelixis, Inc. v. Kappos 1" and codlfy the
January 28, 2013 decision of Judge Brinkema, also in the EDVA, in Exelixis, Inc. v. Kappos L7 In
Exelixis 1, Judge Ellis held that “the plain and unambiguous language of subparagraph (B) requires that
the time devoted to an RCE tolls the running of the three year clock if the RCE is filed within the three
year period” but has “no impact on PTA if filed after the three year deadline has passed.” Judge Brinkema
in Exelixis II concluded that “the PTO's regulation denying PTA for the time period during which an RCE
is under consideration, regardless of when the RCE is filed, is a reasonable implementation of the
statute.”

Patent term adjustments are critically important to the inventor community. At the time the
United States entered the GATT treaty, inventors accepted that their future patents would expire 20 years
from their filing date, rather than 17 years from their issue date on the understanding that the terms of
these patents would be adjusted to recover any time lost if the USPTO’s examination lasted more than 3
years. In recent years, the duration of USPTO examination has substantially increased, meaning that
many patents, through no fault of the patent applicants, are entitled to adjustments to extend their patent
terms.

A practical reality in the prosecution of patents before the USPTO is that agreement is not always
reached in the exchanges that take place between patent examiners and applicants during the initial
portion of the examination that is covered as part of the original filing fee paid. To allow for additional
consideration and exchanges, USPTO rules provide that an additional fee may be paid together with a

7 Supreme Court Docket No. 13-298, opinion below, CLS Bank International v. Alice Corp. Pty. Ltd., 717 F.3d
1269 (Fed. Cir. 2013)(en banc)(per curiam), replacing the vacated panel opinion, 685 F.3d 1341 (Fed. Cir. 2011).
See http://www.supremecourt.2ov/Search.aspx?FileName=/docketfiles/13-298 htm and
http://www.supremecourt.gov/qp/13-00298qp.pdf.

™ Exelixis, Inc. v. Kappos, § 12cv96 (E.D. Va. Nov. 1, 2012).

7 Exelixis, Inc. v. Kappos, 1 12cv574 (LMB/TRJ) (E.D. Va. Jan. 28, 2013).
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request for continued examination, so that the examination may progress further, and hopefully reach a
mutually acceptable conclusion. Just as with the negotiation of any agreement, it is usually difficult to
assign fault when agreement is reached later rather than sooner. In considering whether an applicant
would be credited with pendency towards a patent term adjustment, Judge Ellis in Exelixis 1 appropriately
interpreted the statute as allowing for such tolling, provided the RCE was made within the first three
vears. This is an entirely appropriate outcome that should not be disturbed by statute.

In any event, Congress should not intervene in overruling Exelixis I while the matter is still in the
courts. Over fifty civil cases have been filed in the EDVA seeking increases in PTA. Exelixis I has been
appealed to the Federal Circuit and it is anticipated that Exelixis II will aiso be appealed, be joined with
Exelixis I, and that a decision will be reached later this year. Given the pending appeal(s) of this question
to the Federal Circuit, it would clearly be premature to pursue legislation at this time.

D. The Innovation Act’s Clarification of Jurisdiction

Section 9(f) of the Innovation Act would have Congress find that the Federal interest in
preventing inconsistent final judicial determinations as to the legal force or effect of the claims in a patent
presents a substantial Federal issue that is important to the Federal system as a whole.

As we understand it, this “finding” is intended to address a concern that the Supreme Court’s
recent decision in Gunn v. Minton 78 has cast doubt over whether state law actions, such as actions for
breach of a licensing agreement in which liability turns on whether a party has sold products that infringe
a patent,79 continue to “arise under” federal patent law. The Court’s opinion in Gunn notes that “arising
under” jurisdiction exists when the validity or construction of a federal statute is in question, when a
case’s resolution will affect numerous other federal cases, or when a case affects the federal
government.80 If Gunn’s enumeration of “arising under” factors is thus treated as exclusive listing of
such factors, “arising under” jurisdiction could be deemed to no longer extend to the case merely
threatening inconsistent determinations as to the effect of a patent.

Although the Federal Circuit has recently suggested that its past cases finding “arising under”
jurisdiction for patent-related state-law business disparagement and injurious falsehood claims “may well
have survived the Supreme Court’s decision in Gunn,”81 there is concern that the matter remains
unresolved in the Federal Circuit. Moreover, some regional courts of appeals have begun to apply Gunn
broadly, effectively treating Gunn’s partial enumeration of the factors that can render a patent issue
“substantial” for purposes of arising under jurisdiction as an exclusive list.82

It is important that “arising under” jurisdiction continue to extend to these types of cases. If it
were otherwise, a patent owner could successfully prosecute an infringement action in federal court with
respect to a product, yet simultaneously be held liable for “business disparagement” in state court for
asserting that the same product infringes the same patent. Similarly, a licensee manufacturer could
successfully assert a defense of noninfringement in federal court, yet be held liable for breach of contract
in state court with respect to the same patent and the same product. One of the principal reasons for
creating the Federal Circuit in 1982 was to prevent inconsistent adjudications as to the legal effect of a

133 8. Ct. 1059 (Feb. 20, 2013).

™ Scherbatskoy v. Halliburton Co., 125 F.3d 288 (Fifth Cir. 1997). Other such causes of action include state-law actions for business
disparagement, unfair competition, injurious falsehoods, or interference with prospective economic advantage in which liability
depends on whether a patent is infringed by a product, or whether a patent is invalid or unenforceable.

* Gunn, 133 S.Ct. at 1066-67.

! Forrester Envntl. Servs., inc. v. Wheelabrator Techs., Inc., 715 F.3d 1329 (Fed. Cir. 2013).

8 MDS (Canada) inc. v. Rad Source Technologies, Inc., 720 F.3d 833, 842-43 (11th Cir. 2013).
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patent — that is, to avoid situations where one circuit finds a patent valid and infringed and another circuit
finds the opposite. But a broad reading of Gunn threatens this very type of result.

Ed Reines and Professor Hellman have proposed that, in lieu of the language now contained in
section 9(f), the section would add a new subsection to 28 U.S.C. § 1338 that would read as follows:

(d) For purposes of this section, section 1454, and section 1295(a), a claim of legal malpractice
that necessarily raises a disputed question of patent law shall be deemed to arise under an Act of

Congress relating to patents.

The 21C generally agrees with what we understand to be the intent of Section 9(f), but we believe
the provision would be improved if more directly worded to express its purpose.

VIII. Conclusion
The Coalition for 21* Century Patent Reform appreciates the invitation to provide our views on

these and other patent reform proposals, and looks forward to working with Members of the Committee
as it continues to consider these issues.
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PREPARED STATEMENT OF STEVE BOSSONE, PH.D., VICE PRESIDENT, INTELLECTUAL
PROPERTY, ALNYLAM PHARMACEUTICALS, CAMBRIDGE, MASSACHUSETTS

Testimony of Steve Bossone, Ph.D.

To the United States Senate Committee on the Judiciary

Committee Hearing on “Protecting Small Businesses and Promoting Innovation by
Limiting Patent Troll Abuse”

December 17, 2013, 10:00 AM, Dirksen Senate Office Building, Room 226

Summary of Testimony

My long experience in biotechnology research and patenting, coupled with Alnylam’s
remarkable journey as a pioneer in this field, has taught me three essential truths relevant
to today’s hearing. First, the life sciences ecosystem of university research, technology
transfer to the private sector, venture capital funding, and industry collaborations is a
lengthy, expensive, and high-risk enterprise. Second, changes that create uncertainty
regarding the strength and enforceability of patents undermine both the ecosystem and the
job creation generated by thousands of companies such as ours. And, third, harming this
sensitive ecosystem has real health care consequences - millions of patients suffering from
life-threatening and debilitating diseases are counting on these partnerships to produce the
next wave of cures and therapies for so many currently unmet medical needs.

So I .am not here to defend or attack the abusive patent enforcement practices of so-called
“patent trolls.” Indeed, certain targeted reforms - such as those embodied in Chairman
Leahy's recently introduced Patent Transparency and Improvement Act - likely will help
small businesses such as Alnylam by protecting us against bad faith patent enforcement by
others. But I am here today primarily because, in their well-intentioned efforts to curb such
abuses, many other proponents of patent litigation reform are rushing ahead with sweeping
ideas to remake the patent litigation system in fundamental and untested ways, without
sufficient consideration of the impact of those changes on the vast majority of patent
owners and licensees who engage in legitimate and good faith patent licensing and
enforcement activities. This concern is especially acute for critically-important fields such as
biotechnotogy, which is largely made up of small, investment-intensive businesses that are
at the cutting-edge of innovation in America. Thus, our experience is highly relevant to the
subject of today’s hearing.

Proposals that would routinely and indiscriminately complicate, delay, and make more risky
and expensive the efforts of all patent owners or licensees to protect and enforce their
patents would do serious harm to the life sciences ecosystem in particular. In this regard, I
commend to the Committee’s consideration the excellent summary of views on patent
litigation reform submitted by our partners in academia, who conduct the basic research
and discovery that fuel the biotechnology enterprise, as well as the views of our partners in
the venture capital community, without whom those inventions would never be developed
into beneficial and often life-saving products for millions of our families, friends, and
neighbors. We are united in our desire to support targeted reforms that will protect all of us
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from unscrupulous patent assertion activities that serve only to raise the cost of doing
business, and thus the cost of our products to consumers. But we also are united in the
firm belief that, if we do not go about such reforms in the right way that protects patent
holders, the long-term costs to the entire innovation ecosystem and overall American job
creation will be far greater than any short-term benefits that might be derived by one or
two sectors of our economy,

I commend Chairman Leahy for beginning this process with this hearing to give Senators a
variety of stakeholder perspectives. I urge the Committee and the full Senate to proceed
thoughtfully and deliberately in this complex area, and to focus on those reforms that would
clearly target abusive behavior without undermining the ability of small, investment-
intensive businesses to be able to protect and enforce their key assets - their patents - in a
timely and efficient manner. The Chairman’s America Invents Act of 2011 is a model for a
balanced approach that uitimately benefitted the vast majority of patent stakeholders and
enhanced the most innovative economy in the world.

Introduction

Chairman Leahy, Ranking Member Grassley, members of the Judiciary Committee, thank
you for inviting me today to testify on the subject of protecting small businesses and
promoting innovation through further patent reform.

By way of personal introduction, I am vice president for intellectual property for Alnylam
Pharmaceuticals in Boston MA. I am a registered patent attorney and have over 18 years of
experience in the biotechnology field, beginning my career as a bench scientist at
Millennium Pharmaceuticals. For the past 14 years, I have been part of the inteliectual
property department of companies ranging from a small privately held start-up company to
a large multinational biotechnology company with sales in excess of $5 billion annually,
starting as a technology specialist up through my current position. While I speak today on
behalf of Alnylam, my views are informed by the shared corporate experience of many
colleagues in the biotechnology industry from companies both large and smail. Alnylam is
not unique in its views on the importance of intellectual property to the biotech business
model, but my company has been recognized as a compeiling exampie of how intellectuat
property can be used to fund R&D efforts and accelerate drug development.*

Alnylam is an innovator company developing, protecting, and actively practicing its
intellectual property. So I speak today not on behalf of patent monetization entities or on
behalf of those who have been the target of their patent enforcement efforts, but to discuss
the collateral impact of pending legistation on investment-intensive innovation, especially in
the life sciences sector. It is critical that legislation addressing patent litigation balance the
need to preserve the strength and enforceability of patents to foster innovation with
protection from unfair patent enforcement practices.

Background

* Shih, Willy C., and Sen Chai. "Ainylam Pharmaceuticals: Building Value from the 1P Estate". Harvard Business
School Case 611-009, September 2010. (Revised July 2013)
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Alnylam was founded in 2002 to develop human therapeutics based on the Nobel Prize-
winning discovery termed RNA interference or RNAI, first published in 1998 by Andrew Fire
and Craig Mello based on their work in the nematode worm. RNAi is a biological process in
which double stranded RNA (dsRNA) inhibits gene expression. The implications of this
discovery, if it existed in the human, had the potential to transform drug development as it
meant that one could design a dsRNA to inhibit in a specific manner any gene. The
founding scientists of Alnylam extended the original work of Fire and Mello and showed that
RNAJ did indeed exist in mammals. They then designed synthetic dsRNA molecules and
showed how these had drug-like properties and the potential to be used as human
therapeutics. One benefit of this technology over traditional small molecule drugs or other
biologics is the ability to target any gene in the body, and thus design therapeutics for
diseases that are not treatable by previously existing technology. To protect the invention of
this entirely new class of potential drugs, the Alnylam scientists filed patent applications and
founded the company with the goal to further develop this remarkable invention into
commercial products to benefit patients. Very early on, Alnylam’s management sought to
identify and license any available intellectual property, as well as to continue filing patents
on inventions made at Alnylam to establish a leadership position on RNAi therapeutics and
intellectual property. This strategy proved successful in that Alnylam was able to leverage
this leadership position in forming major alliances with leading companies including Merck,
Medtronic, Novartis, Biogen Idec, Roche, Takeda, Kyowa Hakko Kirin, Cubist, Ascletis,
Monsanto, Genzyme, and The Medicines Company. The revenue obtained from licensing the
intellectual property and know-how developed at Alnylam was used to fund the company’s
research and development efforts and accelerate our efforts to bring RNAi therapeutics to
patients in need. A mere four years after its founding and only six years after RNAi was
discovered in the worm, Ainylam conducted its first clinicat trial in healthy volunteers. Its
second clinical trial began in 2009 with a dsRNA designed to target two key genes in the
pathway of liver cancer, and was conducted in volunteers with advanced liver cancer.
Muitiple individuals achieved stable disease and one had a complete response.

Currently, a little more than a decade after the company’s founding, Alnylam has conducted
nine clinical trials with 11 programs in clinical development, with the most advanced, an
investigational candidate called patisiran for the treatment of associated fatal neurologic
amyloidosis, in a pivotal Phase III clinical trial. The Phase I results for patisiran have been
published in the New England Journa! of Medicine.? In addition, Alnylam has active research
programs in, among other areas, hemophilia, cardiac disease, complement-mediated
diseases, and liver cancers. To enable development and protect this clinical pipeline, the
patent department manages a portfolio of over 1800 active patent applications, with over
700 granted patents world-wide.

This remarkable achievement by Alnylam was enabled by our ability to raise large amounts
of private capital to carry on research and conduct clinical trials. Research and development
within the biotechnology industry comes at a very high cost, and every idea that is funded
comes with a much greater risk of failure than success. Investment thus is predicated on
an expected return in the form of patent-protected products or services that ultimately

2 Coetho et al., N Eng! ] Med 2013;369:819-29
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reach the market. Alnylam does not have a product on the market yet, nor a steady source
of revenue, and continues to spend tens of miltions of dollars on R&D annually. The
biotechnology industry as a whole is responsible for well more than 20 billion doliars of
annual research investment, and provides employment to millions of individuals nationwide,
Virtually all of this investment is through private funding.® Developing a single therapy
requires an average investment of $1.2 billion, and the clinical testing period alone
consumes more than 8 years on average.*

Such investments are not only expensive; they are risky. For every successful
biopharmaceutical product, thousands of candidates are designed, screened, and rejected
after significant investments have been made. The chances that a biopharmaceutical
medicine will advance from the laboratory bench to the hospital bedside are approximately
one in 5,000.° Only a small minority of drugs even advance to human clinical trials, and
most of those will never ultimately reach the market. For example, at the time human
clinical testing begins, the odds that a biopharmaceutical compound will eventually receive
FDA approval are less than one-third.®

Because such risks and costs cannot usually be borne by any one entity alone, biotech drug
development depends heavily on licensing, partnering, and access to capital. Patents allow
biotech inventions of great societal value to be passed or shared among parties best suited
to unlock their potential at any given stage of development and commercialization ~ each
contributing their part, each sharing the risk of failure, each increasing the odds that a
product eventually reaches patients.

Alnylam is an example of a company that has benefitted from having valid and enforceable
patents and has used these patents in a responsible, ethical, and strategic manner to
accelerate the development of RNAi therapeutics for patients in need. If these patents can
be invalidated under overly broad criteria, or if the ability to enforce them becomes limited
due to an incredibly high bar to filing a lawsuit or excessive delays in prosecuting a case
through the courts, third parties would be less likely to invest in or license the technology,
and a major source of Alnylam’s R&D funding would dry up. The result - patients waiting
for the next new cure or treatment will have to wait longer, or may not ever get it at all.

For these reasons, currently-pending patent litigation reform legislation is highly relevant to
the biotech business model. A small or mid-sized biotech company that today decides to
begin development of, for example, an Alzheimer’s cure must look a decade or more into

3 Moving Research from the Bench to the Bedside: Hearings Before the Subcomm. on Health of the House Comm.
on Energy and Commerce, 108th Cong., 1st Sess. 47 (2003) (testimony of Phylliss Gardner, M.D)
(http://archives.energycommerce.house.gov/reparchives/108/Hearings/07 102003hearing990/Gardner1579.htm)
(“The biotechnology industry is the most research and development-intensive and capitai-focused industry in the
world,” noting that 98 percent of research and development investment comes from the private sector).

* Joseph A. Di Masi and Henry G. Grabowski, The Cost of Biopharmaceutica! R & D: Is Biotech Different? Manage.
Decis. Econ. 28: 469-479, 2007)(hereafter: “Di Masi and Grabowski”).

5 Secretary of Health and Human Services Tommy G. Thompson, Remarks at the Milken Institute’s Global

Conference (Apr. 26, 2004), available at www.hhs.gov/news/speech/2004/040426.html

§ Dj Masi and Grabowski, 472-3
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the future. Long-term financial commitments will be required; several hundred million
dotllars will need to be raised; and development partnerships will need to be secured in a
situation where the cost of capital is high and the odds of ultimate success are small.
Because investment-intensive businesses can tolerate only so much risk, even moderate
additional uncertainty can cause business decisions to tip against developing a high-risk, but
potentially highly-beneficial, product. This is not an academic consideration. Every biotech
executive has stories to tell about promising experimental compounds that had very
favorable medicinal properties, but were never developed because their patent protection
was too uncertain. In this way, the injection of additional systemic uncertainty by, for
example, making the enforceability of patents against infringers more uncertain can
negatively affect which new cures and treatments may become available a decade from
now.

The average American today can realistically hope to live into her or his 8th decade. At
retirement, one out of five Americans can expect to develop Alzheimer’s disease during her
or his remaining years. The risk of developing cancer is even greater. While much has
been said about inefficiencies in the patent system that drive up business costs and prices
for consumers in some sectors today, we must keep in mind that that same patent system
encourages risk-taking and long-term investment in potential solutions for the biggest
problems facing our world and the generations to come: disease, hunger, and poiiution.
Great care must be taken to ensure that we do not focus too heavily on current complaints
about abuses in the patent system without appreciating the system’s longer-term benefits
to society.

In this regard, it is important that we do not overiook a recent nonpartisan Government
Accountability Office (GAQ) report’ that found that patent assertion entities bring less than
20 percent of patent litigation cases while operating companies bring 68 percent of patent
litigation. Any solutions proposed by this Congress must not impede the vast majority of
patent owners from trying to enforce their legitimate patents in a legitimate way. With this
in mind, I would like to provide the following views on specific legislation currently under
consideration.

Discussion of Legislative Provisions Currently under Consideration

As the title of this hearing indicates, the most stridently-voiced concerns in the current
round of patent reform involve the need to protect small businesses, end-users, and others
who do not have the resources or the means to defend themseives from unfair or
misdirected patent enforcement efforts by patent assertion entities, or “trolls.” Alnylam
believes that the Patent Transparency and Improvement Act (S. 1720), introduced by
Chairman Leahy, contains multiple, targeted provisions that would effectively advance the
goal of protecting small businesses from abusive patent enforcement practices, while at the
same time sustaining the ability of innovators to rely on their patents for long-term business
and investment decisions. Specifically, S. 1720 would

7 Government Accountability Office report 13-465, August 2013, Assessing Factors That Affect Patent Infringement
Litigation Could Help Improve Patent Quality.
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- bring the indiscriminate, widespread sending of bad-faith demand letters within the
ambit of the Federal Trade Commission’s enforcement authority if it qualifies as an
unfair or deceptive trade practice;

- advance transparency of patent enforcement in litigation by leveraging familiar
“interested party” disclosure obligations that are already in use under certain local
court rules;

- provide for “customer stays” that would make it easier for willing manufacturers of
allegedly infringing products to join infringement suits against resellers or end-users
of their products, thereby providing their customers with relief from litigation
pressure.

While modifications to these provisions will be needed to guard against opportunities for
misuse and unintended consequences,B S. 1720 represents a targeted patent enforcement
reform package that, in comparison with other bills, is most likely to offer specific relief to
small businesses that have been unfairly targeted by patent assertion entities, and that
presents much less risk for systemic negative impact on innovative businesses in capital-
intensive R&D areas such as biotechnoiogy.

In contrast to the targeted proposais of S. 1720, other pending bills propose a wide range of
more far-reaching general litigation reforms, such as

- mandatory stays of discovery pending patent claim construction;

- new impleader authority under which additional parties could be joined to the
litigation as unwilling co-plaintiffs;

- cost and fee award provisions under which “loser pays” awards could be recovered
against third parties;

- new requirements under which complaints in patent cases would have to set forth
vastly increased amounts of detailed information;

- “requester pays” proposals providing for upfront payment of the costs of electronic
discovery to the producing party;

- provisions for singling out patents on software-implemented technologies for
particularly unfavorable treatment by subjecting them to harsh administrative
invalidation proceedings in the PTO; and

- authority to require plaintiffs to post litigation bonds at the inception of district court
litigation.

Many of these provisions represent stark departures from the normal civil litigation rules
that apply to other commercial litigation under the U.S. system. While this Committee
would do well to consider carefully the wisdom of singling out patent litigation for such an
astonishing array of special rules found in no other area of civil litigation, it would be even

8 For example, the “customer stay” provision of S. 1720 currently appears drafted to benefit accused infringers at
every level of the manufacturing and distribution chain, contrary to its declared goal of protecting ends-users and
retaiters of infringing products. As written, it would allow even manufacturers of infringing products to deflect
infringement suits towards their parts suppliers, thereby inviting piecemeal adjudication and systematic litigation
delays in conventional infringement cases having nothing to do with end users, retailers, or “patent trolis.”
Additional amendments should provide more clarity around the class of intended beneficiaries, the scope of the
stay, and the circumstances under which a litigation stay would be inappropriate. S. 1720's “demand letter”
provisions likewise need minor amendments to ensure that legitimate licensing communications remain protected,
and to guard against non-uniformity and interference with the statutory scheme due to state enforcement efforts.

6



167

more important to consider their impact on the intended beneficiaries of these reform
proposals. Litigation reform, by its very nature, most benefits those who have the means
and the will to litigate. In my opinion, large businesses with well-funded litigation budgets
are most likely to leverage these litigation reform provisions to their advantage. At the
same time, it is questionable whether small businesses that need protection from patent
troll abuse would benefit from sophisticated new litigation maneuvers - such as impleader
practice and extensive early motion practice - that would be enabled by the various pending
litigation reform proposals. Patent litigation is already known as a “game of kings” and
surely the pending litigation reform proposals would make it even more so. Further, in their
current form these litigation reform provisions will aimost uniformly work against patentees
of all stripes. In an effort to erect barriers against patent-asserting entities, these
provisions would systematically raise the cost and risk of patent enforcement for all
patentees, with disproportionately greater negative impact on smailer, poorly-funded patent
holders who must defend their businesses against patent infringement.

The risk of unintended negative consequences on small-business innovation can be
illustrated by consideration of specific pending provisions:

Enhanced pleading requirements: H.R. 3309, and to an even greater extent S. 1013,
would require that complaints, and counter- or cross-claims, for patent infringement include
a number of new information items to be considered legally sufficient. The level of required
detail is high and would require piaintiffs to fill out a potentially very large matrix of
information: each asserted patent; each claim for each patent; each accused product for
each claim; for each accused product an explanation of how each claim element of each
claim meets each feature of each accused product, and the like. For each allegation of
indirect infringement, a description of the direct infringement, the identity of known direct
infringers, and a description of the acts constituting indirect infringement would need to be
provided. In addition, a number of other information items such as licensing rights,
licensing obligations, the identity of co-owners, assignees, and exclusive licensees, and
other parties with a financial interest in the matter, would need to be disclosed. Both bills
would direct the Supreme Court to amend Form 18, used for filing infringement complaints,
accordingty.

Few stakeholders would disagree that the pleading requirements in patent cases should be
enhanced to conform with the standards generaily applicable in civil litigation. However, the
now-proposed amount of information and the specificity with which it would need to be
pleaded go far beyond what is necessary to support a patentee’s claim for relief and to
provide the defendant fair and reasonable notice of the infringement allegation. To legisiate
pleading requirements at such a high level of specificity invites litigation over the sufficiency
of the patentee’s efforts even in instances where the parties fully understand the factual
basis for the infringement allegations. Instead of streamlining the litigation process, the
proposed provisions of S. 1013 and H.R. 3309 would enable accused infringers to litigate
whether otherwise sufficient pleading-stage information was nevertheless incomplete; would
fuel disputes over whether information was or was not readily accessible and whether the
patentee tried hard enough to obtain it; and would empower well-funded defendants to
engage in extensive motion practice and “churn” to prevent the litigation from advancing to
even its preliminary stages.

7
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The provisions also lack balance and reciprocity: responsive pleadings by alieged infringers
often contain counterclaims and affirmative defenses that likewise can fail to provide
sufficient notice to the other party (the patentee) of any underlying factual allegations. But
this practice by alleged infringers would not be addressed under the provisions of H.R. 3309
or S. 1013; only patentees are singled out for additional, burdensome requirements.

This Committee should be mindful that patentees do not always have access to the
information needed to plead at the outset, with the required specificity, how the accused
infringer's conduct precisely infringes which patent claim. This consideration is particutarty
relevant to biotechnology, where, for example, a competitor’s sophisticated
biomanufacturing process, or the use of precursor molecules or proprietary production cell
lines, are simply not accessible to a patent owner without some discovery, even if there is
good reason to believe that a patent is being infringed.

Accordingly, I do not believe that such high levels of additional pleading specificity offer a
targeted solution that would protect small businesses from abusive patent assertion on the
one hand, while at the same time enabling them to protect their own businesses against
patent infringement on the other hand. To be sure, some additionai information beyond
what is currently required under Form 18 of the Federal Rules of Civil Procedure may be
beneficial for inclusion in model complaints for patent infringement, so as to convey
reasonably detailed information on which the infringement allegation is based. The level of
detail should be adequate to allow parties and judges to decide whether there is a sufficient
basis for a lawsuit. Indeed, if the complaint sets forth sufficiently detailed grounds why and
how at least one patent claim is believed to be infringed, then good grounds for a lawsuit
exist. There is no need to additionally require the inclusion of dozens of alternative
grounds, or to litigate the sufficiency of such alternative grounds, when it is already clear
that there is “enough” for a lawsuit to proceed. To require otherwise would impose undue
burden on the patent owner to plead all details of its case before any discovery has
commenced.

It would be preferable to amend the pending “enhanced pleading” provisions in ways that
ensure that the judiciary would play a greater role, and assume more responsibility, for
developing the applicable pleading standards in a balanced manner, as part of its traditional
rulemaking function. Any final approach aiso would need to ensure that existing statutory
schemes governing certain biopharmaceutical patent litigation are not covered by these new
rules, in order to avoid conflicts with the highly detailed nature of the statutory rules
already in place for such litigation.

“Interested parties”: S. 1013 and H.R. 3309 contain similar definitions for “interested
parties” that cover anyone who has an ownership interest in the patent, or is an exclusive
licensee, has enforcement rights, or who has a direct financial interest in the outcome of the
litigation, including a right to receive royalties or part of a damages award. Such
"interested parties” can be impleaded into the lawsuit and held liable for the winning party's
costs, expenses and attorney fees.

There is nothing remarkable about the proposition that fitigants should identify to the court
those who have a financial interest in the litigation or the litigated assets. Under many local
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court rules, judges require such information today, as they need to know when to recuse
themselves from a case, or to take other action to avoid conflicts of interest. But there is a
real question whether the pending "real party in interest” provisions go too far when they
are being leveraged to join third parties into the lawsuit as unwilling plaintiffs, or to subject
them to lability for litigation conduct that is beyond their control.

Within the context of both H.R. 3309 and S. 1013, the concepts of "real party in interest,"
"loser pays,” and "impleader” are all connected, and should be appraised together. The cost
award and recovery provisions of both bills constitute a true "loser pays" system: as a
default, the nonprevailing party must pay the winner’s reasonable costs and expenses, and
the burden will be on the loser to explain why it should not have to pay. The nonprevailing
party can meet this burden by a showing of special circumstances making an award unjust,
or by showing that its position was “objectively reasonable and substantially justified."®
Among its proponents there is an assumption that this standard will be easy to meet, and
that fee and cost awards will therefore occur only in truly frivolous cases. In the same vein,
it has been said that this standard is not unprecedented - it is the same standard that has
been in place since 1980 in the Federal Equal Access to lustice Act.

Despite such assurances, there is reason to wonder whether cost and fee awards would not
occur more often than expected if this standard were transposed to patent litigation.*® Ata
minimum, its predicted operation is very unclear: unlike many other tort cases, patent
cases often do not have clear winners and losers; each party may prevail on some issues
and lose on others,*! such that it may be very unpredictable how fee awards would be
assessed under such a system,

The proposed “loser pays” provisions also use strikingly broad language in defining the
classes of civil actions to which they would apply, and are in no way limited to patent
infringement actions under title 35 or section 337 investigations in the International Trade
Commission under title 19. For example, by their plain terms the provisions describe
claimants who neither enforce, attack, nor defend against patents ~ such as a disappointed
patent applicant who obtains judicial relief against the U.S. Patent and Trademark Office

9 The applicabte, similar standard in H.R. 3309 is: “reasonably justified in law and fact.”

10 In practice, the FEAJA standard may be more often met than one might assume. The Veteran's Administration,
for example, estimates that around 45% of all cases before the Court of Veteran's Appeals result in a FEAJA
attorney fee and cost award against the Government. Social Security cases in which the claimant prevails result in
awards over 40% of the time, The Supreme Court has noted that these are “hardly vanishing odds of success for
an attorney deciding whether to take a client’s case” (Astrue v. Ratliff, 130 S. Ct. 2521 (2010}, at n. 2,
Sotomayor, )., concurring). It also should be noted that the EAJA’s fee recovery provisions are only available to
small entity, nonprofit, or non-wealthy individual claimants, whereas H.R. 3309 and S.1013 would let all prevailing
parties recover regardless of their wealth. Moreover, the EAJA caps recoverable attorney fees at a defauit of
$125/hour, whereas neither H.R. 3309 nor $.1013 provide such caps - or other protection - against runaway costs.

1 To give a simple example: assume a patentee sues a competitor for patent infringement. The competitor
alleges that the patent is (i} invalid, (i) unenforceable, and (iii) not infringed. The court rules against the
competitor on the question of patent validity and enforceability, but agrees that the patent is not infringed. In this
scenario, the competitor ultimately “prevailed” because it escaped Hability, but did not “prevail” in its attempt at
striking down the patent. Who reimburses whose litigation costs? Does the competitor reimburse the patentee for
defending the patent? Or does the patentee pay the competitor for unsuccessfully attacking the patent? Or do
both parties reimburse each other for portions of each other’s cases?
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(PTO), or an academic inventor who seeks an accounting of royalties from a non-profit
university under the Bayh-Dole Act. Much litigation over the applicability of the provision
could, and should, be avoided by narrower legislative language.

In addition, under H.R. 3309’s provision, patentees (but not defendant-counterclaimants)
would be penalized for extending a covenant not to sue after an answer has been filed in
the lawsuit, by deeming such a patentee to be a non-prevailing party for purposes of
recovering the defendant’s attorney fees and costs. Doing so would create disincentives for
the private resolution of patent litigation. There also are many legitimate reasons why
either party to a patent infringement case may extend a covenant not to sue at some point
in the litigation. It remains unclear why covenants not to sue should be disfavored in such
a blanket fashion.

Impleader of interested parties: As currently drafted, both H.R. 3309 and S. 1013
provide new impleader authority under which the court "shall” grant a defendant’s motion to
join “interested” third parties as plaintiffs. These impleader provisions are closely linked to
the bills’ litigation cost-shifting provisions, and are intended to ensure that somebody will be
responsible for paying the winning party’s litigation expenses if the losing party cannot or
will not pay. Both bills seem to be targeted at ensuring that only winning defendants will be
reimbursed, as there are no comparable provisions under which winning patentees can join
potential payors on the defendant’s side.

The procedures for joining third parties as plaintiffs to the litigation differ between the two
bills. S. 1013 provides that the defending party can at any time join an interested party by
showing that the plaintiff's interest in “any patent identified in the complaint, including a
claim asserted in the complaint, is limited primarily to asserting any such patent claim in
litigation.” While this definition is intended to capture only “patent troil” lawsuits, it could
easily apply to conventional litigation between brick-and-mortar businesses:

- For example, if a complaint asserts 20 claims in three patents, and the defendant
makes the requisite showing with respect to one of these claims, the litigation would
become subject to the impleader provision. This would be the case even if the
remaining claims in the litigation involve patent-infringing products that compete
with the patentee’s own products. Moreover, it is not uncommon, especially among
start-up businesses, to hold patents on “unfunded” technology. For example, a
company may start out with two in-licensed portfolios of patents, and proceed with
R&D work on one of them white seeking funding to begin development of the other.
If a patent on such unfunded technology is infringed, even a brick-and-mortar
research company that sees its chances for future funding evaporate if it does not
defend itself against ongoing infringement could be deemed indistinguishable from a
patent-assertion-entity under the definition in S, 1013.

The business and litigation ramifications of joining unwilling “interested” third parties as co-
plaintiffs on the patentee’s side of the lawsuit are significant. As described above, S. 1013

defines an interested party as anyone who has an ownership interest in the asserted patent,
is an assignee, or an exclusive licensee, or who has a direct financial interest in the outcome
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of the litigation, including the right to receive proceeds from the litigation. Under this
definition, university licensors or business partners who have sublicensed the patent to the
plaintiff could be impleaded into the litigation at the infringer’s option, and face potential
liability for the defendant’s litigation costs. While university-licensors today often appear as
co-plaintiffs in patent cases pro forma, the prospect of potentially having to pay part or all
of the infringer's defense costs is an entirely new proposition for academic institutions. This
is especially problematic when the university-licensor, as is common, does not actuaily have
control over the litigation.

Because they would now face potential liability for the patentee’s litigation decisions,
impleaded university-patent owners or corporate licensors likely would have to hire their
own legal teams to participate in the litigation, complicating and raising the costs of patent
litigation for ali parties. Existing and future ficensing agreements would need to be
restructured to insulate licensors or business partners from potential liability in these
circumstances, or to provide for indemnification. The more risk-averse parties to patent
licensing agreements will want to retain enforcement rights or the right to veto patent
enforcement decisions and litigation strategies — or worse, may decide against entering into
these transactions at all.

The net result would be that, on the plaintiff's side, S. 1013's joinder provision would create
many additional encumbrances for legitimate small innovators that would make partnering
and collaborations, as well as the enforcement of patents, more expensive and more
complicated. Defendants, on the other hand, would have opportunities for ancillary joinder
litigation before the case can proceed to the merits. Such delays would be compounded if
S. 1013’s impleader provision for interested parties were stacked with the “covered
manufacturer” stay provision in S. 1720, thus providing defendants multiple opportunities to
engage in front-end litigation about who should be in the lawsuit before the lawsuit can
even get underway.

Given their potential negative impact on the businesses of legitimate patent-owning
innovators, the justifications for creating such new impleader provisions for "interested
parties" deserves to be questioned. If these provisions are being proposed to ensure that
someone will be responsible for reimbursing the winner's litigation costs, this Committee
should keep in mind that S. 1013 would allow unwilling "interested parties” to be impieaded
before it is known that the patentee lost the case, before it is known that the patentee acted
unreasonably and without justification, and before it is known that the patentee cannot or
will not reimburse the defendant's litigation costs. Not all patentees lose, not all act
unreasonably, and not all are penniless. S. 1013 would create a great deal of litigation over
who should be in a patent case at its inception when, after all is said and done, it likely will
not have been necessary to do so.?

2 1f, on the other hand, the reason for impleading "interested parties” is to address "privateering” - a practice
whereby large companies reportediy license or assign their patents to other entities that then assert these patents
as a proxy for the large company - it is unclear what the impleader provision would accomplish in such instances.
For example, it has been said that large companies assert patents through proxies in this way to insulate
themselves from counterclaims — but if good grounds for a meritorious counterclaim exist,it should almost certainly
be possible to sue such a company separately. At any rate, under U.S. corporate law, it is perfectly commaon and
permissible to establish corporate affiliates for the purpose of isofating assets or liabilities, and that holds true for
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Impleader and cost recovery from “interested parties” under H.R. 3309: The process by
which “loser pays” awards can be recovered from third parties under H.R. 3309 differs from
that described above for S. 1013. First, under section 4 of H.R. 3309, the plaintiff must
disclose the identity of “interested parties” at the inception of the litigation. Then, the
defendant can provide these interested parties notice that they could be impleaded and that
the defendant’s litigation expenses could be recovered from them if the court confirms that
they are an interested party. The third-party recipient of such a notice then has the option
to renounce, within 30 days, any and all ownership, right, or direct financial interest in the
patent - or otherwise face the risk of being joined to the action at the end to pay the
winner’s bills. Later, if the plaintiff loses and is subjected to a “loser pays” award that it
cannot satisfy, the prevailing defendant can make a showing that the plaintiff had “no
substantial interest in the subject matter at issue other than asserting such patent claim in
litigation.” If this showing is met, the court “shali” grant a motion to implead the third party
that was earlier notified. The award can then be made recoverable against the impleaded
interested party.

The impleader provision of H.R. 3309 is both byzantine and problematic. A third party
would be identified at the beginning of a lawsuit with no input from that party, and would
receive a notice of potential liability with an invitation to renounce all interest in the patent
at that time. Later, after the piaintiff loses the case, the third party could be impleaded
“after the fact” and made responsible for meeting unsatisfied “loser pays” awards that are
premised on litigation conduct over which the third party may have had no control. The
required showing of “no substantial interest in the subject matter at issue other than
asserting such patent claim in litigation” is unintelligible and, like the paraliel definition in S.
1013, does not clearly limit the provision to litigation that was brought by patent assertion
entities, but could capture R&D businesses that have to enforce patents they were not yet
able to develop or commerciaiize. Like the provision in S. 1013, the impieader provision of
H.R. 3309 could make arm’s-length business partners of the patentee, such as university
licensors, venture capital investors, and other entities liable for fee awards even jf they have
no control over the litigation, thereby injecting uncertainty and complication into the
legitimate licensing and partnering activities of research and development-intensive
companies that must defend their businesses against patent infringement. In this regard, I
would direct the Committee to the excellent summary of concerns raised by various
university associations about several of these related provisions. '3

In short, the fee-shifting and joinder provisions of H.R. 3309 and S. 1013 present a great
departure from normal civil litigation under the American system, with the potential for

1P assets as well. There aiso is a weli-developed body of faw that allows veil-piercing, not just to establish liability
but also to coltect debts and unpaid awards, and U.S. courts have not shied away from allowing recovery against
corporate parents or affiliates that sought to hide behind paper entities. We are not convinced that opening the
doors to new, relatively unselective impleader authority would accomplish anything that cannot already, under
existing law, be done more selectively and with less collateral damage.

2 Gtatement from the Higher Education Community on S. 1720, the “Patent Transparency and Improvements Act
of 20137, on behalf of the Association of American Universities, Association of Public and Land-grant Universities,
American Council on Education, Association of University Technology Managers, Association of American Medical
Colleges, and the Council on Governmental Relations; dated 12/11/2013; available at:
http://www.acenet.edu/news-room/Documents/Statement-Senate-Judiciary-S1720.pdf
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significant negative business impact on investment-intensive innovation especially for
smaller companies and non-profit and academic innovators. If Congress wishes to go
forward with a “loser pays” system for patent litigation, such a system must incorporate
safeguards against runaway awards and provisions that offer at least some predictability of
a litigant’s potential liability. Courts also should have clear authority to offset “loser pays”
awards under circumstances where the prevailing party engaged in dilatory litigation
conduct or otherwise unreasonably “ran up the bills.” The joinder/impleader provisions
should likewise, at a minimum, be changed to {imit the class of “interested parties” that
could be brought into the lawsuit as unwilling co-plaintiffs. Business partners, patent
owners, financing companies, and others who engage only in arm’s length business with the
patentee should not be subjected to potential liability or forced to renounce all of their rights
in a patent just to avoid being dragged into litigation between two other parties. On the
other hand, with proper safeguards it may be fair to permit impleader of entities that
benefit from and have the right to control the patentee’s litigation conduct. Courts should
be encouraged to look to well-established bodies of law that permit vicarious liability or
corporate veil-piercing to identify patent enforcers who operate through undercapitalized
paper entities, rather than creating broad and vague new categories of potentially
impleaded parties.

Bonding: Another pending bill, S. 1612, would offer an alternative to the above-described
impleader provisions that is problematic in its own way: S. 1612 would establish a “loser
pays” system similar to those discussed above, but would add a bonding provision under
which a court would be authorized, on motion by a defendant, to order the patentee to post
a bond sufficient to ensure payment of the accused infringer’s reasonable litigation costs.

From a small-business perspective, financial inequality between litigants is a significant
concern under such a system. Bonds are costly and accrue interest during the time they are
kept on a company’s books over potentially several years of litigation. Bonds are easily
available to well-funded litigants, but for a small company to borrow or set aside potentially
several million dollars to cover an accused infringer’s prospective litigation expenses could
be so burdensome that unfavorable settlements or non-enforcement of its patent rights
couid become the only practical option.

Perplexingly, S. 1612’s factors for ordering the posting of a bond do not require any
consideration of the likelihood that a litigation fee award will actually be imposed against the
plaintiff,’* Thus, motions for posting burdensome litigation bonds are likely to be brought at

™ The factors to be considered are:
(1) whether the bond will burden the ability of the party alleging infringement to pursue activities unrelated to the
assertion, acquisition, litigation, or licensing of any patent;
(2) whether the party alleging infringement is--
{A) an institution of higher education (gs defined in section 101{a) of the Higher Education Act of 1965 (20
U.5.C. 1001({a})); or
{B) a non-profit technotogy transfer organization whose primary purpose is to facilitate the
commercialization of technoiogies developed by one or more institutions of higher education;
(3) whether a licensee, who has an exclusive right under a patent held by an institution of higher education or a
non-profit organization described in paragraph (2), conducts further research on or development of the subject
matter to make the subject matter more ficensabie;
(4) whether the party alleging infringement is a named inventor of or an original assignee to an asserted patent;
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the inception of a litigation, before there is a factual record in the case or any indication that
the plaintiff’s allegations are unjustified. Because only patentees would be subject to
bonding under S. 1612, defendants would be free to make counterclaims regardless of their
merit.

While a bonding approach could be preferabie to the alternative impleader provisions
discussed above, this Committee should give substantial thought as to whether existing
mechanisms for piercing corporate veils and other “sham” corporate structures are sufficient
to achieve this same purpose without engendering the types of inequalities and negative
impacts on small-business innovation that such new approaches could bring. At a
minimum, any further consideration of bonding proposals must consider any potential
interference of such a requirement with the plaintiff's business operations. Small, innovative
businesses should not be put to the choice of suspending their ongoing R&D efforts or
enforcing their patent rights against ongoing infringement. An obligation to post a litigation
bond in the amount of several million dollars can easily mean deferring the advancement of
a promising drug candidate through preclinical development or disbanding a team of
scientists.

Deferral of discovery: Both S. 1013 and H.R. 3309 contain provisions that would require
courts to defer discovery in patent cases except as necessary to judicially construe the
meaning and scope of the asserted patent claims. In effect, these provisions would
routinely defer merits discovery in virtually all patent cases until after the court issues a
claim construction order. While there undoubtedly are cases in which such discovery
deferrals are appropriate, doing so as a general rule would effectively bifurcate discovery on
the merits in most cases and tend to prolong patent iitigation by 9-12 months, if not ionger,
across the board. Such delays would accrue even in routine patent litigation that does not
involve meritless claims, small businesses defendants, or “patent trolls.”

In my opinion, these proposals are too rigid and interfere unduly with the responsibility and
authority of district courts to manage patent litigation in a case-specific manner. In
instances where there is ongoing infringement, these provisions would perpetuate
uncertainty for patentees whose market share continues to erode, as well as for accused
infringers whose potential damages continue to accrue. Settlement negotiations would be
hampered by delays in developing a sufficient factual record. The development of other
potentially case-dispositive issues would be put on hold, and opportunities for early
resolution of the litigation on other grounds would be lost. Interlocutory appeals from claim
construction orders would become more common, which would contribute to further
piecemeal adjudication and delay. In such ways, legislation that is intended to make patent
litigation more streamlined and less costly could end up achieving the opposite result.

{5) whether the party alleging infringement makes or sells a product related to the subject matter described in an
asserted patent;

(6) whether the party alleging infringement can demonstrate that it has and will have the ability to pay the accused
infringer's fees and other expenses if ordered to do so; and

{7} whether any party will agree to pay the accused infringer's shifted feas and other expenses, provided that the
person or entity can demonstrate that it has and will have the ability to pay the accused infringer's shifted fees and
ather expenses.
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To be sure, both H.R. 3309 and S. 1013 permit limited flexibilities — for additionat discovery
as necessary to ensure timely resolution of certain litigation that is required by existing
federal laws to proceed under defined statutory timelines, or as necessary “to resolve a
motion properly raised” prior to claim construction, or to prevent “manifest injustice.” But
these provisions do not detract from the overall result: that patent litigation in the
overwhelming majority of patent cases would incur significant across-the-board delays and
increased expense for all parties. Even in cases where these very limited flexibilities can be
invoked, it is clear that litigants would NOT be entitled to discovery as under current
practice. Instead, the burden would be on the requesting party to show why its discovery
request is necessary and how its rights would be affected if the discovery request were not
granted, alt of which would be subject to dispute and counterarguments by the opposing
party. In other words: there are no true exceptions ~ all patent cases would be subject to
deferred discovery, no litigant seeking additional discovery would be exempt from having to
make a burdensome showing, and any additional discovery would be granted only to the
extent it was shown to be necessary for a smail number of permissibie purposes.

If the goal is to rein in a subset of cases — abusive litigation by patent-assertion entities - it
is unclear why Congress would insist on such across-the-board rigidity. The majority of
patent litigation manifestly does not involve “patent trolls,” and while it may be difficult to
define “troll” cases affirmatively in statutory language, it is not too difficult to identify whole
classes of cases that have nothing to do with “patent trolling.” For example, as passed by
the House, H.R, 3309 was amended to provide that the limitation on discovery would not
apply to “an action seeking a preliminary injunction to redress harm arising from any
allegedly infringing instrumentality that competes with a product sold or offered for sale, or
a process used by a party alleging infringement.” Providing such a categorical exemption
for cases between manufacturing marketplace competitors is a step in the right direction. It
is perplexing, however, that this exemption should be limited only to preliminary injunction
cases. Preliminary injunctions are uncommon in cases between manufacturing competitors,
and it is not understood how the goa! of Hmiting discovery in patent-assertion-entity (PAE)
cases would in any way be advanced by interfering with patent litigation between
marketplace competitors. If there is a reasonable basis for objecting to a broad competitive
harm exception for cases between practicing patent owners, it has not been articulated.

In the same vein - and of particular relevance to biotechnology companies ~ patent
litigation under the Hatch-Waxman (HWA) or the Biologics Price Competition and Innovation
Acts (BPCIA) likewise manifestly does not involve patent-assertion entities. These statutes
spell out in detail the identity of the parties, the products that are the subject of the
litigation, and the timelines under which the litigation must commence and proceed. Not
only is'there no question that the parties to this special kind of patent litigation are each
involved in the real-life commercialization of valuable therapeutic products, but there is also
a real risk that the currently-pending general patent litigation reforms could interfere with
the detailed litigation schemes previously established by Congress under the HWA and
BPCIA. Patentees under the HWA and BPCIA have very little leeway as to who they can
sue, when they can sue, and the timelines under which the litigation must go forward. It
would be simply inconsistent with these statutory litigation schemes to now inject
systematic discovery stays into these cases, to require the parties to such litigation to make
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burdensome showings why any given discovery request is necessary under the
circumstances of their case, and to narrowly tailor permissible discovery accordingly.
Notably, parties to such litigation may not be able to take advantage of a broad competitive
harm exemption such as the one discussed above, because under the unique provisions of
the HWA and the BPCIA, patent litigation is intended to begin before the allegedly infringing
product enters the marketplace. Accordingly, for reasons that are at least as strong as
those supporting a broad competitive harm exception between actively marketing
competitors, a clear exemption for patent litigation under the HWA and BPCIA should also
be included.

Going beyond the question of statutory exemptions from the pending discovery stay
provisions, it must be understood that not all patent litigation in biotechnology will fall into
the above categories. The vast majority of American biotechnology businesses are far from
having a product on the market, yet depend critically on the enforceability of their patents
to attract funding, to enter into development partnerships, and to advance their technology.
A solution must be found for such businesses as well, businesses that are actively trying to
develop, and seeking investment to further develop, patent-protected inventions.

In my opinion, innovative small businesses would be best served by dedicating the question
of discovery stays to the judiciary, which is in the best position to further develop its case-
management practices to prevent discovery abuses in cases where they occur. At a
minimum, judges should be given much more discretion as to when additional discovery
should be permitted. For example, the Judicial Conference could be asked to develop
discovery management standards for cases falling outside the above described statutory
exemptions, under which additional discovery should be granted for good cause shown.
Such recommended standards, to be developed and implemented by the courts, would go a
long way to addressing Congress’s concern about discovery abuses by the few without
causing systemic harm to the large majority of legitimate participants in the patent litigation
system.

Changes to the America Invents Act:

Covered Business Method Patent Review Expansion: The 2011 Leahy-Smith America
Invents Act {AIA) provides that certain business method patents can be challenged

administratively in an enhanced post-grant review proceeding in the PTO. This "CBM”
proceeding was designed as a transitional program, with an eight-year sunset. This was
done with the expectation that non-technological patents on financial services could be
subjected to enhanced review during a sufficiently-long eight-year window, after which they
could be challenged only in the normal inter partes review (IPR) or post-grant review (PGR)
proceedings that apply to ali patents. S. 866 would significantly expand the scope of this
two-year old proceeding by broadening the class of reviewable patents to a wide range of
methods used in the management of an enterprise and to the software that implements
them, and would make this expanded review proceeding permanent by eliminating the
sunset.

I am troubted by the proposed expansion of the scope and length of this special type of
proceeding barely two years after it was first created by Congress. The class of patents that
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could be subjected to this harsh administrative review proceeding appears broad and could
be construed to encompass many, if not most, software-implemented processes. Many
biotechnology companies in the medical, pharmaceutical, and agricultural spaces do have
proprietary software for a wide range of processes, including drug design, inventory
tracking, and product distribution, or for providing value-added services that help their
customers use their products more effectively. Some such software may be patented, so it
is possible that biotechnology companies could be affected by the proposed provision.

More importantly, I believe that singling out patents on certain ciasses of technology for
particularly unfavorable treatment undermines the basic principle in U.S. and international
law that patent rules must be technologically neutral and non-discriminatory.
Internationally, the United States has always advocated for robust and technology-neutral
patent rules, and the proposed provision undermines U.S. credibility in international fora
and in negotiations with our trading partners. The biotechnology industry - a field the
United States has created and led ~ is acutely aware that policymakers in a number of
countries would like nothing more than to subject patents on medical and agricultural
biotechnological products to selective, unfavorable rules under their own patent laws. In
my opinion, the provisions of S. 866 that would greatly expand and make permanent this
system for review of business method patents would set an alarming precedent of
technology-discrimination that will sooner or later come back to haunt other industries,
including biotechnology.

PTO Claim Construction Standard in Administrative Patent Review Proceedings: Both S.
1720 and H.R. 3309 include an important provision that would specify, in statute, that
patent claims in PGR and IPR proceedings are to be construed as they were or would be in
district court, according to their ordinary and customary meaning as understood by one
skifled in the art (under a Phillips v. AWH standard). I believe this provision is necessary to
ensure that patent claims are not unjustifiably invalidated under a misguidedly broad
administrative standard that is currently being used by the PTO. This statutory fix should
be part of any final patent reform bill.

The AIA’s IPR and PGR provisions were designed to provide a quicker, cost-effective
alternative to litigation. More than 500 IPR proceedings have been received by the PTO
since September 2012. However, the overwheiming majority (up to 80% by some
accounts) involve patents that are in concurrent district court fitigation. This creates a great
risk of duplicative litigation and inconsistent outcomes. Accordingly, it is important that
challenged patent claims are interpreted the same way in both litigation fora. Like other
legal instruments (such as contracts or wills or statutes), the language of patents must
often be construed to establish their precise scope and applicability in a legal dispute.
Depending on how patent claims are interpreted, a patent case can be won or lost.

In administrative IPR and PGR litigation, the PTO now uses the “broadest reasonable claim
construction.” District courts, on the other hand, use the *most” reasonable claim
construction, i.e., unlike the PTO, courts take into account the examination record of the
patent, and earlier statements of the patentee and the patent examiner about the scope of
the claims, as well as evidence about how scientists or engineers in the field would have
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understood the language of the patent claims and other evidence. As a resuit, district
courts often give patent claims a narrower, more particularized meaning than the PTO.

These dual standards in concurrent litigation work against the patentee in two ways: by
giving patent claims their broadest reasonable meaning, the PTO makes it harder for
patentees to defend the validity of their claims in IPR or PGR because, as interpreted, the
claims are more likely to impermissibly capture preexisting technotogy (i.e., the broader
they are interpreted, the more likely they would be deemed obvious or anticipated). And by
giving the same patent claims a narrower meaning, district courts make it harder for the
patentee to show that its patent claims actually cover the infringing product.

By harmonizing the claim construction standards in PTO litigation with those in district court
litigation, both parties will gain predictability, and avoid inconsistencies and wasteful
litigation. Challengers who would no longer be able to take advantage of two different
standards would be encouraged to choose one or the other forum (instead of litigating in
both), while patentees would be required to prove infringement in district court under the
same standard that wouid apply to the potential invalidation of their patent claim in the
PTO. This is a common sense reform that Congress should adopt.

Repeal of 35 U.S.C, 145: As reported by the House Judiciary Committee, H.R. 3309 included
a provision that would have repealed Section 145 of the Patent Act. This provision was
struck from the bili by amendment on the House floor - so, as passed, the Innovation Act
no longer provides for repeal of 35 USC 145. In my opinion, the provision was rightly
eliminated from the bill and should not be resurrected by the Senate, at least not in the
same form.

Currently, final adverse decisions of the PTO in patent examination can be appealed either
to the U.S. Court of Appeals for the Federal Circuit (under 35 USC 146), or to U.S, district
court under section 145. This right has existed in U.S. patent law for a long time. Today,
patent applicants rarely use section 145 appeals. I myself have never used it on behalf of
my employers, and I am aware of only a few colleagues in my industry who have. I believe
that there are relatively few situations where such appeals would be necessary, such as, for
example, in instances where certain testimonial evidence must be elicited in order to
establish an applicant’s entitlement to a patent. Accordingly, Section 145 should not be
repealed outright: when such appeals are needed they are important because appeals to the
Federal Circuit are not a viable alternative.

On the other hand, I understand that such appeals are a significant burden on the PTO’s
small litigation team. Also, it is not clear that all section 145 appeals are brought truly
because the patent applicant has no other aiternative and needs to pursue an appeal in
district court to establish his entitlement to a patent. Given the disproportionate burden on
the PTO to try such cases compared to the perhaps rare instances when such appeals are
really necessary, I wonder if middle ground could be found whereby such appeals would
continue to be available to those applicants who truly need them, while some constraints
might be introduced for applicants who merely use them as one of several options.
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Miscellaneous provisions: H.R. 3309 and S. 1720 would codify the judicially-created
doctrine of “double patenting” for patents that are prosecuted under the AIA’s new first-
inventor-to-file standard for patentability. I believe this provision to be both beneficial and
uncontroversial, and would support its inclusion in any final bill.

On the other hand, H.R. 3309 contains a provision that would change the way patent term
adjustment for prosecution delays in the USPTO would be calculated. This particular issue is
currently under judicial review, such that legislation on the matter would seem premature.

Finally, I would like to express my disappointment that after nearly eight years of sustained
Congressional interest in improving the nation’s patent system, resulting in landmark
legislation in 2011 and now progressing towards another major bill, the PTO still has neither
full funding nor access to all user fees it collects. 1 would urge Congress to fix this problem
once and for all.

Conclusion

1 want to thank the Committee for the opportunity to testify today and explain a view of
patent litigation reform from the perspective of a small, innovative, investment-intensive
company like Alnylam. I urge the Members of this Committee and the full Senate to tread
more carefully than your counterparts in the House of Representatives, to ensure that
adopted reforms are truly targeted at abusive practices and do not have negative,
unintended consequences for the vast majority of legitimate patent owners or licensees who
simply are seeking to protect and enforce their patents in good faith. The long-term benefit
to society of a strong and predictable patent system may hang in the balance.
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Mr. Chairman, Ranking Member Grassley, Senator Cornyn, and other members of the Committee, thank
you for the opportunity to share information about abuses plaguing the U.S. patent system and the
significant harm they are causing to U.S. companies and the U.S. economy.

I currently serve as AMD’s Senior Vice President, General Counsel and Secretary. {am a registered
patent attorney and have spent the last 25 years working for technology companies on IP protection,
licensing and enforcement. AMD has been both a plaintiff and defendant in patent litigation matters,
and | bring that perspective to bear in my testimony today.

nnovation, and Cons 1y Patent Protection, is Crucial to AMD

Founded in 1969 in Sunnyvale, California, Advanced Micro Devices, inc. (NYSE: AMDY) is a semiconductor
company headquartered in Silicon Valley that employs more than 10,000 engineers, professionals, and
staff throughout the U.S, and around the world. We design and integrate technology that powers
millions of intelligent devices, including personal computers, tablets, game consoles and cloud servers.
Our business portfofio ranges from providing microprocessors for the U.S. Government’s most powerful
supercomputers and for notebook and desktop computers produced by companies such as MP, Dell, and
Lenovo, to designing the chips that power the recently launched Microsoft XBox One, Sony PlayStation
4, and Nintendo Wii U game consoles.

As a company that depends on innovation to drive our business, AMD invests approximately 20 percent
of our annual revenues on research and development activities. Over the years, we have built a patent
portfolio of approximately 4,600 active U.S. patents, and since our inception we have easily had more
than twice that number issued to AMD. This portfolio represents an investment of many billions of
dollars in products and i ion, as well as approxi ty one billion dollars just to procure the
patents themselves. The resuit is that AMD's business, our ability to create and retain jobs, and our
ability to innovate and deliver new technologies to our customers, depends on our ability to vigorously
protect and defend our intellectual property. We are a staunch supporter of strong patent rights.
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Abusive Litigation Tactics are a Drain on AMD’s Resources and Our Economy as a Whole

Let me begin by stating that it is my strong belief that the current patent litigation system is broken
and can be improved only through legislative action. Years of worsening abuse demonstrate that the
courts do not have the tools needed to address these problems and confirm that, without reform, the
current abuses in patent litigation will continue to spread, further harming American businesses,
consumers, and the economy as a whole.

In the United States, abusive patent litigation practices are systemic and there is a growing body of
research that indicates the problem is increasing and causing considerable economic damage. A
recent report based on data from RPX found that the number of unique defendants targeted by patent
assertion entities {“PAEs”) tripled from 2006 to 2012, and that PAEs initiated 62% of all patent lawsuits
in 2012. (Chien, 2013) Another well-known study estimates that PAE suits cost U.S. companies as much
as $80 billion in 2011, including $29 billion in direct costs: (Bessen & Meurer, 2012} That same study
reported that patent litigation costs as much as $5 million per case, and that the total costs imposed
account for more than 25% of the total amount that U.S. businesses spend on research and
development each year.

For companies like AMD, patent litigation abuses are siphoning critical funds that we need to keep our
companies healthy, create jobs, and drive innovation. in our industry, one million dollars can pay a
years’ wages for 8-10 engineers. But, each year, AMD is forced to spend tens of millions of dollars to
defend against and/or settle patent infringement allegations that are often completely unfounded
and purely frivolous. This diverts funds from critical areas of our business and has a direct impact on
our employees and operations. For example, in 2012, AMD made the very difficuit decision to have a
reduction-in-force that affected a large number of our employees. We could have saved a number of
jobs, but for the significant and wasteful expense of abusive patent litigation. Company operations
are also affected by the cost of patent litigation because fewer dollars are available to invest in product
research and development and other critical areas. Each time we are forced to settle a frivolous claim
because it is the least expensive solution, we are literally reducing the number of jobs we can create
or retain and the amount we can invest in our business and the communities in which we operate.

In my role as General Counsel of AMD, i see first-hand the patent litigation abuses faced by AMD and
other companies. | can provide the Committee with a few examples to demonstrate the cost, harm, and
disruption these problems cause companies in our industry.

My first example demonstrates the surprisingly high-cost of defending against even frivolous patent
cases. Optimum Processing Solutions asserted a single patent against AMD “computer processor chips”
as well as the products of several other defendants. Although the allegations were clearly
unsupported, AMD incurred over a million dollars in attorney fees and expenses before opting to
settle the case solely because it would have cost more to prove that the plaintiff's allegations were
specious. As it turns out, the majority of the other defendants to that fawsuit also settied, leaving one
defendant who did not negotiate a settlement. Ultimately the court vindicated AMD’s initial assessment
of the case by invalidating the asserted claims of the plaintiff’s patent in a summary judgment order.



182

While the final outcome was favorable, the current patent litigation system clearly failed the defendants
and the court.

Other recent examples show that some plaintiffs drive-up a defendant’s discovery costs to essentially
extort a settlement. In one case, the plaintiff asserted patents against basic circuits that clearly had
been disclosed in patents from the early 1980’s, many years prior to the inventions claimed by the
asserted patents. However, despite overwhelming evidence of invalidity and non-infringement, the
plaintiff continued to press its claim and demanded extensive discovery including highly confidential and
detailed technical information regarding all aspects of thousands of AMD products, not just the portions
of the products that were accused of infringement. After two years of litigation, disruption for
numerous AMD employees, and roughly one million dollars in expenses, with no end in sight, AMD
chose to pay a settlement, rather than continue to pay its lawyers to defend against these frivolous
allegations solely for economic purposes. in another case, AMD provided extensive discovery on a set of
accused products, only to have the plaintiff abandon its original allegations in favor of a new theory on
an entirely different set of products several years into the case. As these two cases demonstrate, it is
common to use discovery as a weapon, rather than as a way of discovering the facts to prove one’s case.
By requiring a plaintiff to identify its infringement allegations and pay for discovery beyond core
documentary evidence relevant to those allegations, the legislation proposed to the Committee would
curb these abuses.

The fitigation rules that permit these abuses also lead to egregious conduct outside the courtroom.
After investigating a demand letter {often through the use of expensive outside legal counsel and other
technical experts), AMD often determines that there is no infringement and explains this to the
patentee. But many of these patentees persist in their claims in pursuit of a settlement in spite of clear
evidence refuting their claims. In fact, one patentee responded to AMD’s evidence by completely
ignoring the substantive merits of their patents, instead arguing that AMD should pay for a ficense
because the costs of litigation could exceed the license amount requested. This type of “pay us with no
risk, or pay for litigation and roll the dice” technigue used by abusive litigants is, unfortunately, typical.
To make matters worse, an increasing number of the worst offenders have learned to demand a non-
disclosure agreement at the beginning of patent licensing discussions, which contractually preciudes a
recipient of these abusive tactics from later exposing egregious behavior to the public {or to Congress).

We hope these examples provide you with a sense of the egregious nature of patent litigation abuses
that companies like AMD regularly face and the considerable negative impact they have on the health of
American businesses, as well as job creation and the U.S. economy.

Immediate and Impactful Reform is Necessary

We are greatly encouraged by the interest from this Committee and the House to curb abuses in the
patent system. There is no one solution to these problems—they are intertwined with several
fundamental aspects of the U.S. patent system, making the situation too complex for a single solution.
Because different entities are using different means to exploit the system to the detriment of a wide
variety of business, multiple reforms are necessary to provide effective relief.
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For example, certain provisions of the Patent Transparency and Improvements Act, introduced by
Senators Leahy and Lee, can help address the problem, particularly for small businesses. The
transparency provisions in Section 3 help to shed light on the patent marketplace and thereby
discourage bad behavior. Section 5, regarding bad faith demand letters, will help curb the abusive
practice of mass-mailing frivolous demand letters in the hopes of securing a settiement from victims.

These provisions alone, however, are insufficient to curb the abuse plaguing our patent system. To
that end, we respectfully urge the Committee to include the provisions co-sponsored by Senators
Cornyn and Grassley, such as heightened-pleading, discovery reforms, and fee shifting, in any bill.
These measures, more than any others in our view, are essential to any meaningful and impactful
reform. We note that versions of them are key parts of the Innovation Act {HR 3309), introduced by
Chairman Goodlatte. Their importance is underscored by the fact that the House overwheimingly
passed the Innovation Act earlier this month, in a dramatic and encouraging showing of bipartisan
support. That support was further emphasized in a statement issued by the White House. Let me
explain their importance.

Heightened Pleading Requirements

Under current law, a plaintiff can file a patent infringement lawsuit by merely identifying the patent-in-
suit and providing a general allegation that the defendant’s products infringe. As a result, it can be
months or even years before a defendant knows what is actually at issue. A plaintiff needn’t identify
what claims are being infringed, or what product infringes or how the product infringes. The result is an
unnecessary waste of the parties’ and the court’s limited resources.

Heightened pleading requirements would add clarity to a patent infringement lawsuit from its inception.
As proposed in the innovation Act and as proposed by Senators Cornyn and Grassley, a plaintiff would
be required to allege patent infringement with specificity, identifying not only the specific products at
issue, but also the plaintiff's reason for believing that these products infringe.

There are numerous henefits to this proposal. First and foremost, it would require ail plaintiffs to do
their homework before subjecting a defendant to millions of dollars in attorney fees and expenses. This
helps deter frivolous lawsuits and eliminates much of the wasted resources and expenses that are
consumed at the beginning of a patent infringement tawsuit to determine what technology is at issue.

Equally importantly, this proposal presents no downside to a legitimate plaintiff. We don’t take lightly
any legislation that would place an additional burden on a plaintiff—AMD actively enforces its patent
rights against infringers, and we occasionally have needed to resort to filing patent infringement
lawsuits. However, a party seeking to enforce its patent rights, rather than seeking to extort a
settlement, will investigate to determine which products are infringing and the basis upon which it finds
infringement. In short, a legitimate plaintiff will have already done the homework required by the
provisions of the Innovation Act and proposed by Senators Cornyn and Grassley. Although additional
time will be required to prepare for litigation and draft the compiaint, those additional hours represent
a fraction of a legitimate plaintiff’s effort and a sound investment in the efficiency of our patent system.
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Discovery Reforms

In a patent infringement case, discovery can be financially debilitating. it underlies much of the abuse
we see and the “troll” business model. Parties abuse discovery to increase an opponent’s cost to
litigate. The resulting inefficiencies are well known, and widely felt: Parties are forced to produce
millions of pages of documents, where only a few hundred documents are uitimately determined to be
relevant, and only a handful are used at trial. AMD has firsthand experience with such practices,
including a case that forced AMD to initially collect over 100 million pages of information, at a cost of
nearly $2 miltion, plus much more in attorney’s fees and expenses. In the end, less than one percent of
these documents were tendered to the Court. Discovery reforms fike those in Senator Cornyn’s bill and
the innovation Act are, thus, a crucial piece of meaningful legisiation.

We encourage the Committee to move legislation that delays unnecessary discovery until the parties
know what they are litigating, something that ought to be a matter of common sense. in patent
fitigation, a court determines whether a patent is infringed by looking to the language of the patent’s
claims, which define the scope of the patentee’s right to exclude. Often, the meaning of the terms used
in a claim is unclear, and the court is tasked with defining {or “construing”) those claim terms. The
majority of cases are resolved (by the court or the parties) after disputed claim terms are construed
because, frankly, the court’s construction of claim terms will often make it clear that a product either
infringes or does not, or that a piece of prior art either invalidates the patent or does not. Even whena
claim construction order does not fully resolve a case, it will narrow the issues disputed between the
parties. Thus, discovery before the claim construction order is typically a significant and overbroad
exercise that results in wasted expense. By staying most discovery prior to a claim construction order,
the parties can efficiently focus their resources on the disputed issues in the case, if any remain.

in addition, discovery cost shifting reforms will help reduce the abusive discovery practices. The cost-
shifting proposals present in the innovation Act and Senator Cornyn'’s bill require the producing party to
pay to produce the most relevant documents and allow the other side the ability to request additional
documents of questionable relevance at their own expense. This approach helps reduce the potential
for abuse, while ensuring that all parties have access to relevant information.

Attorney-Fee Shifting

Unlike many American businesses, some patent holders have little to no litigation risk and, therefore,
have an incentive to litigate meritless claims in the hopes of getting a lottery-like return. A defendant,
on the other hand, is almost always assured of high litigation costs and the risk of crippling liability. This
risk-reward imbalance results in uneven bargaining power, which is often used to unfairly extract
licenses or settlements that substantially exceed the value of the asserted patents. In fact, several
notorious PAE’s are known for pursuing frivolous claims against a farge number of defendants with the
expectation of receiving a settlement from each. {This is a profitable venture because such settiements
are typically six-figures or low seven-figures.) Each settlement funds additional lawsuits filed against
additional parties, creating a domino effect.
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Entities who exploit the system know that a defendant is far more likely to pay to settle a lawsuit rather
than pay the same or more in attorney fees and expenses to prove that the allegations are frivolous.

This imbalance can be corrected by enacting legislation that encourages district courts to award legal
fees and expense to the prevailing party in abusive patent infringement lawsuits. The Innovation Act
and Senator Cornyn’s legislation correctly provide that fees are only awarded when the losing party did
not have a justified position, protecting parties who legitimately believed they had a good case, but
ultimately lost. In our view, this is one of the most effective reforms the Committee can pursue.

Conclusion

We urge the Committee to act quickly and decisively. This issue has been deferred time and time
again, to the detriment of U.S. companies of all sizes and the U.S. economy as a whole.

Again, thank you for the opportunity to share information about the negative impact patent litigation
abuses have on AMD and other U.S. companies, our employees, and the U.S. economy. We welcome

any questions you may have.
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L Introduction

Chairman Leahy, Ranking Member Grassley, and distinguished members of the Judiciary
Committee, on behalf of the American Intellectual Property Law Association (AIPLA), I would
like to thark you for the opportunity to present our views on patent litigation abuse and its effect

on small businesses and innovation.

My name is Q. Todd Dickinson and I am the Executive Director of AIPLA. Prior to becoming
Executive Director, I was Under Secretary of Commerce for Intellectual Property and Director of
the United States Patent and Trademark Office, and Vice President and Chief Intellectual

Property Counsel for the General Electric Company.

Founded in 1897 as the American Patent Law Association, AIPLA is a national bar association
with approximately 15,000 members who are lawyers in both private and corporate practice,
judges, patent agents, academics, law students and patent and trademark office professionals.
Our members practice in a wide and diverse spectrum of intellectual property fields, including
patent, trademark, copyright, and unfair competition law, as well as other areas of law affecting
intellectual property. They represent both owners and users of intellectual property, as well as
those who litigate and prosecute before patent and trademark offices, giving AIPLA a unique and

varied perspective on patent procurement, licensing and litigation practices.

This hearing provides an occasion for this Committee and the stakeholder community to look at
recent complaints leveled at the practices of certain patent owners, licensees and representatives,
give careful consideration to the alleged harm, and propose appropriate remedies, with an eye
toward deterring undesirable practices while avoiding unintended consequences to our critically
important patent system. Generally speaking, the reported practices involve the attempted
enforcement of potentially invalid or overbroad patents, often aggregated and asserted against
multiple alleged infringers for the purpose of threatening litigation and obtaining below-cost-of-
litigation settlements. Not surprisingly, the cost of such threatened litigation is often an effective

lever for extracting large settlements in lieu of litigation.
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The reports of such practices have received widespread publicity and understandably provoke a
“where there’s smoke, there must be fire” reaction. Such a reaction is appropriate in the sense
that these reports may very well indicate aspects of the intellectual property system that require
thoughtful investigation, and as an organization representing lawyers for both plaintiffs and
defendants, AIPLA is extremely sensitive to any abuses of the patent system. At the same time,
we also are committed to making sure that any proposed changes to the system are balanced and
do not risk unintended consequences. Furthermore, the seriousness of the alleged abuses of the
system, and the concurrent need for reforms of various types, cannot be fully understood without
a careful examination of the magnitude and scale of the concerns, an understanding of the
various types of behavior giving rise to those concerns and the need to understand them in the
context of the overall patent system. Oftentimes, the solution to a perceived problem is not a

“one-size-fits-all” solution, and care needs to be taken in attempting to find a “quick fix.”

a. Past Is Prologue

We wish to make clear that we neither intend to minimize the current concerns about litigation
abuse, nor intend to suggest that Congress should refrain from acting where necessary to address
current concerns. However, in pursuing the solution to the current problem of patent litigation
abuse, we also believe that it is useful to initially consider the history leading up to the
culmination of the last and recent legislative reforms in this area: the Leahy-Smith American

Invents Act (AIA).

Improvements in the intellectual property system were very much the object of patent reform
efforts that AIPLA joined 10 years ago after multi-year studies of the patent system by the
National Academy of Sciences (NAS) and the Federal Trade Commission (FTC),l Those efforts
included concrete reform proposals from AIPLA as early as 2004, followed by a series of town
hall meetings that year which we co-sponsored with the FTC and NAS to air reform issues to

stakeholders of the patent system, both in and out of government.

! See Committee on Inteflectual Prop. Rights, National Research Council, 4 Patent System for the 21st Century
(2004); and Federal Trade Comm’n, To Promote Innovation: The Proper Balance of Competition and Patent Law
and Policy (2003).
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Reflecting on those early days, it is instructive to note that several concerns expressed at the
beginnings of the AIA patent reform process are similar to those that have been expressed in
current discussions. For example, much of the early AIA debate was driven by proposals to
address concerns about the assertion of poor quality patents against companies and the need for
better tools and litigation reforms to more efficiently and cost effectively resolve such disputes.
As an example, as far back as June 2005, this Committee held a hearing entitled “Patent Law
Reform: Injunctions and Damages.”> Witnesses testified then about the relatively recent
phenomenon of patent owners filing infringement complaints against large companies (in
particular financial services and media companies) who were thought not to be “patent savvy.”
They complained of demands for large settlements and that the law at the time exposed them to
easily obtained permanent injunctions and to expansive damages awards from juries in certain
jurisdictions recently new to large-scale patent litigation. Other issues being discussed at that
time included the ease of pleading willfulness, the difficulty of transferring venue from places
such as the allegedly “patent friendly” confines of the Eastern District of Texas, the difficulty of
proving invalidity on the basis of obviousness, and the proliferation of inequitable conduct

claims, leading to excessive discovery costs.

Not unlike the recent passage of the “Innovation Act” (H.R. 3309), the House of Representatives
on September 7, 2007, passed a patent reform bill (H.R. 1908) which at the time was called “a
work in progress.” In 2008, this Committee took up its own patent reform bill (S. 1145), then
took the time to ask stakeholders tough questions, and worked out the difficult details of the
legislative language. In the meantime, however, something interesting occurred: the courts,
including the Supreme Court, began to address a number of litigation issues that were the very
subject of a number of the most hotly-debated provisions of proposed legislation, in fact,
addressing them in such a deliberate and almost “surgical” way that eventually each issue to drop

out of the final Senate bill. In essence, the Courts were working on patent reform right alongside

2 The Senate Committee on the Judiciary Subcommittee on Intellectual Property hearing on Patent Law Reform:
Injunctions and Damages, June 14, 2005.
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? In the process, the Senate heard from many different and distinct stakeholder

the Congress.
groups and coalitions, the legislative language was continuously refined after no small amount of
time and resources were expended to ensure that unintended consequences were considered and

collateral damage scenarios were also addressed.

Following that instructive example, now as then, we believe that great care is needed to resist a
legislative quick fix to reported problems, to get input from the wide variety of affected
stakeholders, and take the time to get it right. More simply put, as my friend and fellow former
Director of the USPTO Dave Kappos put it in his recent testimony before the House Judiciary
Committee on the same topic: we should follow the axiom taken from Hippocrates: “first do no

”

harm.

b. Let the AIA Reforms Have an Opportunity to Prove they Work

A recurring theme that can be traced through the patent reforms of the AIA to the current debate
over patent litigation abuse is the issue of patent quality. A key component of the reported
abuses is the assertion of allegedly invalid or overbroad patents, the very abuse for which AIA
post-grant procedures were created, in order to improve paten quality. These matters of patent
quality are being addressed by the changes made to the law by the Judiciary and by Congress in
the AIA, which are only now beginning to be felt.* It may well be premature to conclude that

they are not doing the job.

Take one major example, as a former Director of the USPTO in particular, I would support, as
former Director Kappos did, giving the post-grant processes in the USPTO a chance to work.

They have only been in place for less than two years, and in the case of PGR, less than one.’

3 See, e.g., Lucent Technologies, Inc. v. Gateway, Inc., 580 F.3d 1301 (Fed. Cir. 2009); eBay Inc. v. MercExchange,
L.L.C.,547U.8S, 388 (2006); Inre TS Tech USA Corp., 551 F.3d 1315 (2008).

4 Regarding patent quality, no issue is of greater importance than sustainable funding of the USPTO. We will
discuss this in more detail below.

* With respect to Inter Partes Review (IPR) petitions, trials have been instituted in over 80% of cases, since the
proceedings became available on September 16, 2012. For Post Grant Review (PGR), these proceedings are
available for patents that issue under a file-inventor-to-file (FITF) system and no trials have yet been instituted since
the FITF system has only been in effect since March 2013. See Trial Proceeding Statistics available at
http://www.uspto.gov/ip/boards/bpai/stats/aia_trial_proceedings.pdf.

5
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Early data suggests that they are performing in many ways as Congress intended, at least at the
macro level, to provide an efficient, less expensive means to address potentially low quality
patents. We believe that the prudent course is to give these reforms the chance to demonstrate
their efficacy to deal with the concerns for which they were created before we consider making
significant additional changes which may have their own unintended consequences. In support
of this proposition to wait and see how they are working, we would simply point out that the
AlA itself requires that USPTO study the reforms implemented by the AIA and report back to
Congress by September 16, 2015. Those reports would serve as an impottant and more
empirically-driven body of data which would allow for greater clarity and direction in making

any necessary changes.

c. The Current Environment

Nonetheless, we do understand that there is something different about certain abusive behaviors
currently plaguing the business community. Specifically since the passage of the AIA, there has
emerged a practice by some patent rights holders of sending widespread distributions of demand
letters — often to small and patent unsophisticated end users such as “mom and pop” businesses,
coffee shops, retail stores, or restaurants, who have often acquired and used equipment or
services often ancillary to their primary business. These letters, often threatening, allege
infringement of a patent or patents, sometime without citing to them specifically, rarely
suggesting how the end-user is infringing specifically other than perhaps by using a particular
broadly identified technology, such as “scanner,” and demanding relatively small amounts to
settle an alleged dispute or provide a license. Demand letters are nothing new and have been
sent and received by both large and small companies for years. However, the law has evolved
such that it has become more difficult for patent holders to assert allegations of direct
infringement against service providers or product suppliers, with the result that more and more

patent holders have reached out to downstream customers to assert their patents.

We would also note that this is an area where there is little empirical data on which to gauge the
magnitude of the problem. Some have suggested that there are only a handful of entities

engaging in abusive behavior, but the large cumulative number of demand letters creates the

6
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impression of a more pervasive problem. Additionally, as the Vermont Attorney General has
noted in his complaint against one of the most notorious of these abusers, in spite of the
significant number of demand letters which were purportedly sent out, as of July 8, 2013, the

date of the complaint, that company had not filed a single infringement lawsuit.5

In point of fact, therefore, many of these practices—sending a multiplicity of demand letters
containing vague allegations and minimal information, with persistent but relatively modest
settlement terms, and apparently with little preparation for actually bringing a lawsuit—may
have less to do with abusing the rules and procedures in patent litigation per se than they have to
do with consumer fraud and deceptive trade practices arising from the demand letter. In some
respects, this problem is similar to the problem we saw in the late 1990s involving invention
promotion firms preying on innocent inventors, who had little knowledge of the patent system
and paid exorbitant fees to such firms in exchange for very little in return. In both cases, the
targets of the abuse have been exploited with misleading information about patents and the

patent system.

Law enforcement has developed measures to deal with such wrongdoers. With respect to
invention promotion firms, the FTC responded to a massive fraud committed by many such firms
by launching in 1997 “Project Mousetrap” to identify, prosecute and fine firms engaged in
fraudulent or deceptive practices.” As will be discussed further below, the FTC has already
undertaken a thorough study of all of these practices, and is in a traditional and well-understood
position to take action against consumer fraud and deceptive trade practices. In addition, state
attorneys general have similar long-term experience and authority to deal with abusive behavior.
As already stated, recently several attorneys general have pursued state law actions against

certain patent owners for abusive litigation behavior.® Given the nature of this more recent

¢ Sec the complaint of the Attorney General of Vermont in State of Vermont v. MPHJ Technology Investments,
LLC, at http://www.atg.state.vt.us/assets/files/Vermont%20v%20MPHJ%20Technologies%20Complaint.pdf.

7 See http://www.ftc.zov/news-events/press-releases/1997/07/ftcstate-project-mousetrap-snares-invention-
promotion-industry

¥ See the complaint of the Attorney General of Vermont in State of Vermont v. MPHY Technology Investments,
LLC, at hitp://www.atg.state.vt.us/assets/files/Vermont%20v%20MPH]%20Technologies%20Complaint.pdf; see
cease and desist letter from Nebraska Attorney General, at
http://www.ago.ne.gov/resources/dyn/files/1069534z3005a836/_fn/071813+Famey+Danjels+LLP+-
+Cease+%26+Desist+Letter+and+Civil+Investigative+Demand.pdf; see consent order reached by Minnesota
Attorney General at http://www.ag.state.mn.us/Consumer/PressRelease/130820StopPatentTrolling.asp.

7
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problem, which in many ways has triggered the broader political reaction among organized
constituencies such as retailers, restaurants and real estate agents that has led us here today, we
would suggest that it would be prudent to consider allowing those enforcement bodies with the

appropriate expericnce and authority to pursue the matter.

However, state law remedies also require careful examination, first to guard against encumbering
legitimate patent enforcement, and second to guard against limiting the litigation privilege and

free speech right to send demand letters in the first instance.

d. AIA Reforms Were Directed to Many Complaints About Litigation

Any further proposed legislative remedy should not overlook the extensive revisions which the
AIA only recently accomplished. The AIA includes a variety of reforms directed to improving
the quality of pending patent applications and the enforceability of issued patents. With respect
to patent quality, the legislation institutes a first-inventor-to-file system that will provide a more
objective basis for establishing the priority of rights. It also provides tools to allow third parties
to participate in patent examination’ or challenge the validity of an issued patent.’® These tools
are expected to decrease abusive patent litigation practices by reducing the issuance of low
quality patents and by providing a lower-cost administrative procedure for challenging issued
patents. With respect to patent enforcement, the AIA reforms to prior user rights,11 case
removal, ? false marking,* and joinder practice,'* are all areas in which the interests of plaintiffs
and defendants were in need of rcbalancing, The exact balance struck by these various reform

provisions is just beginning to unfold.

® AIA, Pub. L. No. 112-29, § 8.

1% AIA, Pub. L. No. 112-29, § 6.

U AIA, Pub. L. No. 112-29, § 5.

12 AIA, Pub. L. No. 112-29, § 19(c).

13 ATA, Pub. L. No. 11229, § 16(b).

1 AIA, Pub. L. No. 112-29, § 19(d)(1).
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e. Evidence of the Problem

One particular challenge in crafting any legislative remedy to a problem is understanding the
metes and bounds of the problem at hand. Such is the case in this current discussion. The nature
and the scale of abusive patent litigation continue to be strongly debated, with partisans rising
from academia, the media, Congress, and the White House. In general, at least the theme of
early studies was to focus on the nature of the actor rather than the act. In this case, identifying
or labeling them as “trolls,” “non-practicing entities,” or “patent assertion entities” who are
gaming or manipulating the intellectual property system for their private advantage and to the
detriment of the economy and society. These studies often provided the analytical

underpinnings framing the debate, and found their way into many other reports and news articles.

What is still under serious debate is how well the available data supports the conclusions of these
studies, which are often based on confidential information and surveys. A recent study

responding to the debate put it this way:

“While the rhetoric in these studies is often sharp and clear, the same cannot also be said
for the disclosures of the underlying data. The studies merely provide summary data to
the public and often do not differentiate among the various types of NPEs. Instead, the
studies broadly classify companies as either NPEs or not NPEs (sometimes, trolls or non-
trolls). Importantly, nearly all of the data upon which these studies are premised are

confidential and thus are not available for peer review or for use in other studies.” 1

Another reaction to the PAE debate in this area has come from the Government Accountability
Office (GAO), which was tasked by Section 34 of the AIA to study the consequences of patent
litigation by PARs.'® Concerning the size of the problem, the August 22, 2013, the GAO report
confirmed a 33% increase in patent litigation from 2010 to 2011, but said that most stakeholders

attributed that increase to anticipated changes in the joinder rules in 2011 under the AJA. A

13 Christopher Anthony Cotropia, Jay P. Kesan & David L. Schwartz, Patent Assertion Entities (PAEs) Under the
Microscope: An Empirical Investigation of Patent Holders as Litigants,
http://papers.sstn.com/sol3/papers.cfm?abstract_id=2346381, page 5.

'8 Intellectual Property: Assessing Factors That Affect Patent Infringement Litigation Could Help Improve Patent
Quality, GAO-13-465, Aug 22, 2013, available at http://www.gao.gov/products/GAO-13-465 (visited Nov. 21,
2013).
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further finding of the report, based on a representative sample of 500 patent infringement
lawsuits from 2007 to 2011, shows that manufacturing companies brought most of the lawsuits,
and that NPEs brought about 20% of all of the lawsuits. The report also identified other causes
for increased patent litigation, such as (1) the prevalence of patents with unclear property rights,
(2) the attraction of large monetary awards, and (3) corporate recognition that patents are a more

valuable asset than previously thought.

Further investigation continues with the Federal Trade Commission’s announcement of its
Section 6(b) Study, 15 U.S.C. §46(b), of patent assertion entities, evidencing the dearth of data
on this subject.!” The Federal Register notice observed that the joint FTC and Justice
Department Workshop, conducted last April on this subject, lacked sufficient empirical data on
PAEs.'® However, as we commented to the FTC at the time, the studies in this area become
imprecise when they rely on labels for the actors to define the problem rather than focusing on

the misconduct at issue.

The Federal Register notice describing the FTC study on patent assertion entities defines such
entities as “firms whose business primarily involves purchasing patents and attempting to
generate revenue by asserting them against persons already practicing the technology.”19 Not
unlike other studies, the FTC uses a label that is excessively broad because it refers to
completely legitimate activities that are available to all patent owners and that are essential to the
property value of patent rights.20 There is nothing new about non-practicing entities and many
patents and innovations develop with companies and individuals that do not have the resources to

practice the technology of their inventions.

Any investigation into this area must be directed at those patent owners that appear to be abusing

the system, no matter what label is attached to them. The heart of the matter is the misconduct

17 See 78 Fed. Reg. 61352.

18 “patent Assertion Entity Activities Workshop™ (“Workshop”) jointly conducted on December 10, 2012, by the
FTC and the Department of Justice (“DOJ”).

1 78 Fed. Reg. 61352

2 In a post on the George Mason Law School web site for the Center for the Protection of Intellectual Property,
Professor Adam Mossoff comments on a frequently cited study on "troll" litigation. Under the definition used in
that study, no less a patent holder than IBM must be considered a troll. See http://cpip.gmu.edw/2013/11/13/the-
nadir-of-patent-troil-rhetoric.

10
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itself. To the extent that studies are directed at patent owners engaged in perfectly lawful

conduct, 1.e., acquiring and enforcing intellectual property rights, those studies are flawed.

Finally, with regard to the benefit of additional data, we would also note that S. 1720 also
provides for a study on secondary market oversight for patent transactions {Sec. 11. Reports).
AIPLA generally supports this type of study (unless they may divert resources more
appropriately used elsewhere especially in times of resource constraint), and supports this
specific study and notes that it would likely yield additional valuable data that may more

accurately guide the Congress in crafting such legislation.

f. Judiciary Appropriately Reacts to Abuses in Enforcement Proceedings

As was the case when Congress was developing the patent reforms that became the AIA, the
judiciary has continued to address many issues plaguing the system in the course of its
interpretation and application of the patent laws. In addition, many district courts themselves
have recognized the need for innovations to streamline proceedings, as such developing local
patent rules and e-discovery rules for cases,” or focusing on potentially dispositive issues early
in a case. For example, it is worth noting that all courts in the patent pilot program are required
to develop patent rules. In addition, the Judicial Conference frequently reviews the Rules of

Civil Procedure and amends them to conform to the realities of the day.

One particular issue being addressed that has direct relevance to patent litigation abuse is the
lack of detail in complaints alleging patent infringement. The sufficiency of pleadings generally

1,” which arguably set the bar

was addressed by the Supreme Court rulings in Twombly and Igba
higher for patent complaints than Form 18 of the Federal Rules of Civil Procedure. The Federal

Circuit in K-Tech Telecommunications v. Time Warner Cable confronted the conflict of pleading

! Local Rules for Eastern District of Texas, Appendix P Model Order Regarding E-Discovery In Patent Cases,
available at http://www.txed.uscourts.gov/page! shtmi?location=rules:local,
2 Asheroft v. Igbal, 556 U.S. 662 (2009); Bell Atlantic Corp. v. Twombly, 550 U.S. 544 (2007).
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standards and said that, notwithstanding the Twombly and Igbal rulings, the Forms control

because the rules of procedure may not be changed by judicial interpretation.?

With regard to proposals to direct specific procedural rules by legislation, we would note that last
August, the Judicial Conference Advisory Committee on Civil Rules proposed a series of
changes to the rules of civil procedure, and included a proposal to abrogate Rule 84 entirely, with
all of its forms, making specific reference to Form 18 and the Twombly and Igbal requirements.”*

Hopefully, this process will obviate the need for similar statutorily-mandated rules.

Also high on the list of many reformers is a change to 35 U.S.C. § 285 to make it easier for trial
courts to award attorneys’ fees to prevailing parties. The current statute permits an award to a
prevailing party in “exceptional cases,” which the Federal Circuit has interpreted in a way that
makes fees very difficult to recover. The Judiciary is currently addressing this issue as well.
Pending in the Supreme Court right now is a case that could change the standard used by district
courts in awarding fees,?® and another case that could change the standard used by the Federal

26

Circuit in reviewing such awards.” AIPLA has filed amicus briefs in both cases arguing that

district courts require more discretion to award attorneys’ fees where warranted.”’

Probably the most tumultuous issue in patent law right now is the question of patent eligibility
under 35 U.S.C. § 101. While that statutory language is fairly straightforward, identifying the
various categories of inventions that are patentable subject matter, the Supreme Court years ago
staked out exceptions to statutory subject matter where the patents recite a law of nature, a
natural phenomenon, or an abstract idea. The Court has taken a number of cases recently
involving method claims and found them ineligible as claiming an abstract idea, but in Alice
Corp. Pty, Ltd. v. CLS Bank International, the Court is currently considering whether a system
claim, i.e., one that combines a method and an apparatus, can be ineligible as an abstract idea.”®

This case has the potential to resolve numerous questions created by past decisions which could

714 F. 3d 1277, 1283 (Fed. Cir. 2013).

# See http://www.uscourts.gov/uscourtsfrules/preliminary-draft-proposed-amendments.pdf.

* QOctane Fitness, LLC v. Icon Health and Fitness, Inc., U.S., No. 12-1184.

* Highmark Inc. v. Allcare Health Management Sys., U.S., No. 12-1163.

7 Also pending before the Federal Circuit is Kilopass Technology, Inc., v. Sidense Corp., Fed. Cir., No. 2013-1193.
2 Alice Corp. Pty, Ltd. v. CLS Bank International, U.S., No. 13-298.
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impact the entire software industry. To the extent that confusion over the law of software patents
has provided an opportunity for questionable infringement claims, the Court’s decision to review
Alice to clear up such confusion is another example of action by the Judiciary to address the

validity of some patents that may be the subject of perceived patent litigation abuses.

The complexity of patent law and its scientific and technical subject matter is compounded by
the complexity of the litigation procedures for enforcement that gives the patent rights its
value.” All of this complexity may well provide extraordinary opportunity for misconduct, but
the challenge for Congress is to see that the cure is not worse than the disease. Oftentimes, the
procedures that may be applied for efficient management of one case will not necessarily be

effective in another case.

Below we consider the specific provisions of S. 1720, as well as the issues raised by alternative

approaches to litigation abuse.

II. Legislative Proposals

When considering changes to the patent system, it is important to take into account that the
purpose of the system, according to the U.S. Constitution, is to promote innovation.® As an
incentive for continuous innovation and as a driver of the U.S. economy, the patent system is
working. According to a report released by the U.S. Department of Commerce in March 2012,
“IP is used everywhere in the economy, and IP rights support innovation and creativity in
virtually every U.S. industry.”*! The report attributed 27.7% of U.S. jobs directly or indirectly to

IP intensive industries. This is what is at stake when we discuss reforms to the system.

** Some are concerned that the cost of patent enforcement has deprived small inventors of the value of their patents.
AIPLA believes it would be desirable to investigate the possibility of a small claims procedure, conducted in either
the United States Court of Federal Claims; in that Court in conjunction with Federal District Courts that are
participating in the existing patent pilot program; or only in the existing patent pilot program as proposed in Section
11(d) of S. 1720.

.S, Const., art. 1, sec. 8, cl. 8.

*! “Intellectual Property and the U.S. Economy: Industries in Focus,” March 2012, available at
http://www.uspto.gov/news/publications/I[P_Report_March_2012.pdf.
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To the extent that legislative reforms are necessary to curb abusive practices in patent litigation,
Congress needs to ensure that, while reducing incentives for abuse, any reforms preserve the
traditional rights of patent owners to protect and secure reasonable returns on their innovations,*
safeguard the interests of users before the USPTO and the courts, and maintain judicial
discretion to appropriately manage litigation. The reforms should approach the process by
carefully targeting specific abusive actions rather than a particular category of actors. Congress
should also avoid singling out patent litigation or a particular category of litigant with inflexible
statutory changes to the judicial process. Instead, it should encourage courts to more readily
exercise their discretion with existing tools for case management, or, where necessary, the courts

acting collectively could provide new tools that maintain the discretion and flexibility so

important to trial judges.

a. S. 1720, The Patent Transparency and Improvements Act

AIPLA commends Chairman Leahy for taking a careful and targeted approach to addressing the
problems in the patent litigation system in S. 1720, AIPLA believes the bill is a positive
contribution to the legislative discourse and readily supports some provisions, particularly those
that strengthen and clarify the reforms already implemented through the AIA. That said, as
detailed below, AIPLA believes that other provisions require further study and modification

before they can be supported.

S. 1720 secks to address abusive behavior that exploits the strength of the patent system to
coerce American businesses, such as retailers and hotels, into paying settlements to avoid the
expense of defending a patent infringement suit, regardless of the merits of the infringement
claim. It does so by imposing heightened patent ownership disclosure requirements, providing
stays for suits against downstream users, and giving the Federal Trade Commission the authority

to police bad faith patent demand letters, among other things.

More specifically, we offer the following comments and suggestions:

32 1t should be noted that the very first patent law of 1790 allowed for assigns the full rights of original inventors or
owners. Patent Act of 1790, Ch. 7, Sec, 1 Stat. 109-112 (April 10, 1790).
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Transparency in Patent Ownership (Section 3)

S. 1720 would give defendants the ability to better assess the litigation risks that they might be
facing by requiring plaintiffs at the time a case is filed to disclose certain ownership, licensee and
assignee information. Additionally, the provision requires patent owners to update assignee
information with the USPTO. AIPLA conceptually supports this provision. However some of

its language could benefit from further consideration.

The current proposed provisions require initial disclosures of any person or entity with a
financial interest in the outcome of the litigation, which we believe, require further clarifications
and safeguards. The definition of financial interest should exclude obvious and expansive
interests, like those of the shareholders of a company, or other internal corporate holders aside
from the parent corporation. And the requirement for such initial disclosures should provide for
the ability to file information under seal, since certain interests may contain commercially

sensitive information that should be protected by the courts and the parties.

Additionally, the requirement to update assignment information on the ultimate parent entity
with the USPTO within 3 months of the assignment may be too short an interval in practice.
Congress also should to consider that assignment is complex and may involve daughter entities
and parent companies, or “ultimate” parties who may have no direct involvement in the
assignment changes. Where the ultimate parent corporation is readily obvious from the name of
the currently listed patent owner, for example in the case of a subsidiary, we respectfully suggest

some form of safe harbor should apply.

In that same light, we are also concerned that the penalty for non-compliance as proposed in S.
1720, i.e. loss of the ability to recover potential attorney’s fees or enhanced damages during a
period of non-compliance, is overly harsh. - Finally, this provision includes a strict penalty of
requiring an award of attorneys’ fees to any prevailing accused infringer upon discovery of “any

previously undisclosed ultimate parent entities in the chain of title.” AIPLA does not support the
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mandatory imposition of attorneys” fees. Courts should be given the discretion to determine

where an award of attorneys” fees is appropriate on a case-by-case basis.

We note that the USPTO has recently indicated they will soon publish a proposed rule on “real
party in interest,” which relates to these same transparency issues. We would respectfully
suggest that the Committee consider deferring any specific legislation in this area, such as in
Section 3, until this additional information is available to help guide the Committee in its

drafting process.
ii. Customer Stays (Section 4)

As discussed above, one abusive litigation practice used by some parties is to send numerous
demand letters or to threaten or initiate infringement actions against multiple retailers or other
downstream end users of a patented product or process to increase settlement prospects. In
pursuing such potential infringers, the assertion entity may seek to gain an advantage over parties
with inadequate experience or resources to litigate the matter. S. 1720 proposes a framework to
allow a “covered manufacturer” to intervéne in such patent infringement litigation with its
customer or end user, and gives the customer or end user the right to stay infringement actions
against them pending the outcome of litigation between the “covered manufacturer” and the

patent owner.

AIPLA supports encouraging the courts to more frequently allow manufacturers to intervene in
litigation brought against its customers or users, as many do now. While courts have the power
to grant stays now, we conceptually support this provision of S. 1720. Staying customer
litigation would be consistent with the rule that infringement actions against manufacturers have
priority over infringement actions against customers, despite the general rule that a first-filed suit
has priority over a later-filed suit.® The Federal Circuit has explained that “[t]he customer suit
exception is based on the manufacturer's presumed greater interest in defending its actions

against charges of patent infringement; and to guard against possibility of abuse.”*

3 Gluckin & Co. v. International Playtex Corp., 407 F.2d 177, 179 (2d Cir. 1969).
3% Kahnv. General Motors Corp., 889 F. 2d 1078, 1081 (Fed. Cir. 1989).
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We believe it is important to address the issue of unsuspecting end-users without real knowledge
of how their products or systems operate from having to individually defend against abusive
enforcement tactics with little to no resources. It is crucial that the language is carefully crafted
so that only appropriate end users are covered. The proposal should not have the unintended
effect of strong-arming all manufacturers and suppliers into heavy-handed contractual
indemmification language or making cases even more complicated in which multiple potentially

responsible parties are involved.

As such, the customer stay provision would benefit from further clarity, particularly as to when a
court may deny such a request. The proposal also needs to address added complexities of
multiple vendors, manufacturers, and retailers as potentially responsible parties, and how stays
would work in such instances, i.e., where there is a multi-supplier market. In addition, the
proposal needs to consider whether it is likely to result in larger companies requiring much
smaller importers and resellers, among others, to agree to heavy-handed contractual obligations,
in which they are not in any better position to handle the subject claims than the company they
have been asked to defend. In other words, the reality of distribution chains should be taken into

account, especially where an accused product is manufactured and originates overseas.
iti. Bad Faith Demand Letters (Section 5)

S. 1720 seeks to target demand letter abuse by giving the FTC the express authority to po!ice the
widespread sending of bad faith demand letters by treating it like a deceptive trade practice. It is
difficult to use a single definition for the term “demand letter” because such letters are sent with
a variety of legitimate purposes. A patent owner may send a genuine inquiry letter to find out
whether a product includes his patent with no threat or intention of future litigation. They may
send an offer of licensing in order to begin negotiations, which may later result in a threat of
litigation for failure to accept or comply with a licensing agreement. A patent owner may also
send a letter stating that the patent owner believes there is infringement and threatens to file suit

to defend its rights if the infringing action is not stopped or a royalty paid. These are all essential
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enforcement tools for patent owners, and they allow many patent disputes to be resolved long

before court intervention is necessary.

AIPLA appreciates that providing some form of oversight to the actions of parties prior to the
institution of a lawsuit may help relieve the burden on retailers and downstream users of patents.

However, there are several issues that need further consideration and clarification.

The existing studies of litigation do not necessarily capture the full picture of misconduct
because they fail to take into account the actions of patent owners prior to the filing of suit,
which may be where most of the abusive behavior is actually taking place. In some cases, there
may be patent holders who are sending thousands of demand letters to unknowing end users ol
allegedly patented products, using the recipient’s lack of experience with the patent system to

coerce them into paying settlements.

We note that patent owners sending demand letters are not immune from challenges by the
potential infringers targeted by the letters. If the letters give rise to an “actual controversy”
between the parties under the Declaratory Judgment Act, the recipient can file its own lawsuit to
challenge the validity of the patent or obtain a declaration that it is not infringing the patent being
asserted. ™ The U.S. Supreme Court recently lowered the burden for establishing “actual
controversy.” In Medimmune v. Genentech, the Supreme Court rejected the “reasonable
apprehension of imminent suit” test applied by the Federal Circuit, in favor of a broader “totality
of the circumstances” test to determine whether a case or controversy exists between the parties
for the purposes of a declaratory judgment action.”® This decision gave recipients of demand
letters the ability to bring declaratory judgment actions where there is a mere potential for future

litigation and placed the burden on the patent owner to show there is no actual controversy.

In Medimmune, the existence of a licensor/licensee relationship did not immunize the patent

holder from a declaratory judgment action from their licensee. In the cases following, standing

3 The Declaratory Judgment Act provides, “In a case of actual controversy within its jurisdiction...any court of the
United States, upon the filing of an appropriate pleading, may declare the rights and other legal relations of any
interested party seeking such declaration, whether or not further relief is or could be sought. Any such declaration
shall have the force and effect of a final judgment or decree and shall be reviewable as such.” 28 U.S.C. 2201(a).
3549 U.S. 118 (2007).
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for a declaratory judgment action was found in the following circumstances: where parties
engaged in pre-suit negotiations but failed to come to an agreement even in the absence of a
threat to sue;>’ where the party seeking a declaratory judgment believed that further negotiations
with the patent owner would not result in an agreement and the patent owner made a press
statement after winning an infringement case against a third party stating “its intention to
continue ongoing licensing discussions with other companies;*** and where a patent owner
“bragged in a trade magazine of its habit of threatening to sue (or actually suing) the customers
of allegedly infringing vendors or manufacturers, presumably as a means of pressuring the

parties to cease their activities or sign a license agreement” though no threat of suit was made to

the party bringing the declaratory judgment action.”

It should also be noted that a patent owner’s knowledge of potential infringement, but failure to
act by sending a demand letter or filing an infringement action, could provide a basis barring
relief if they decide to later file suit under the doctrine of laches. ILaches provides a limit on
liability for alleged infringers where “the neglect or delay in bringing suit to remedy an alleged
wrong, which taken together with lapse of time and other circumstances, causes prejudice to the

adverse party and operates as an equitable bar,**

The extensive use of demand letters to extract payments from downstream customers has caught
the attention of state attorneys general from Vermont, Minnesota, and Nebraska, who have been

fooking to consumer protection and unfair competition laws to stop the abusive behavior.*!

The Bad Faith Demand Letters provision in S. 1720 would give the FTC the authority to
investigate persons who “engage in the widespread sending of written communications,” but it
fails to define “widespread.” This term is ambiguous and would benefit from specifying how
many demand letters need to be sent to trigger this provision. However, Congress should be

careful not to set the bar too low, which could sweep in patent owners seeking to legitimately

%7 SanDisk Corp. v. STMicroelectronics Inc., 480 F. 3d 1372 (Fed, Cir. 2007).

3 EchoStar Satellite LLC v. Finisar Corp., 515, F. Supp. 2d 447, 451-52 (Dist. Ct. D. Delaware 2007).

¥ WS Packaging Group v. Global Commerce Group, LLC, 505 F. Supp. 2d 561, 565-66 (Dis. Ct. ED Wisconsin
2007).

Y 4.C. Aukerman Co. v. R.L. Chaides Constr. Co., 960 F.2d 1020, 1028-29 (Fed. Cir. 1992).

 As noted above, Minnesota Attorney General Swanson has already used her state’s consumer protection laws to
enjoin one of the most notorious “patent trolls” from doing business in Minnesota.
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enforce their patents in good faith. Also, demand letters may incentivize avoiding litigation. 1f
sending demand letters becomes too risky, some may file suit rather than send pre-litigation

demand letters.

Further consideration also needs to be given to how the FTC would distinguish between rcgular
licensing activity and abusive activity. As previously discusscd, demand letters come in many
forms and can serve a number of different legitimate purposes. Patent owners need to have the
flexibility to use demand letters to make a general inquiry without automatically opening
themselves up to a declaratory judgment action because too much information is required in
demand letters to avoid FTC enforcement under this provision. A safe-harbor provision for

normal business communications could serve this purpose.

In the same vein, the provision needs to be carefully drafted so it will not be considered an
unlawful regulation of free speech under the First Amendment. Although commercial speech
can be regulated where it is false or misleading, the factors for finding a deceptive trade practice
listed in this provision may be overly broad. Also, the provisions should not undermine the
ability of litigants to use the litigation privilege in notifying appropriate persons of pending
litigation. To ensure that the law is applied consistently across all fifty states, federal pre-

emption should also apply to any state law to prescribe standards for demand letters.

For these reasons, AIPLA conditionally supports this provision, so long as the final legislation
does not include other more burdensome statutory changes to patent enforcement rules and

procedures.

iv. “Scrivener’s Error” in PGR (Section 7(a))

Section 7(a) would correct a so-called “serivener’s error” made during the legislative process of
the AIA by striking “or reasonably could have raised” from the estoppel provisions of 35 U.S.C.

§325. This change is essential to improving patent quality, as intended by the AIA, by

encouraging parties to use this new review proceeding to address questionable patents in the
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early stages of patent term when reliance, commercialization and related investment are likely at

their minimum. AIPLA supports this provision.

v. Standard for Claim Construction in IPR and PGR (Section 7(b))

S. 1720 aligns the claim construction standard in IPR and PGR with the standard used by district
courts. AIPLA supports the legislative proposal to change this standard. As an intended
alternative to costly and often burdensome litigation, these processes should apply the same
claim construction standards as used in the Federal courts, so that consistent claim construction
across these post-grant validity challenges will provide greater certainty in final decisions and
reduce the need for further litigation. For example, the vast majority of IPR proceedings involve
co-pending litigation. The playing field should be level such that the patent owner is not
subjected to a narrower claim construction standard in trying to enforce its claims in district
court, but a broader standard for the petitioner to attack its patents before the Patent Trial &

Appeal Board.

Failure to use this standard raises the very real prospect of an owner having a patent found to be
valid by a federal district court, all the way through appellate review, only to have an
administrative tribunal later come to the opposite conclusion. Such an environment creates

uncertainty in patent rights and encourages gamesmanship.

vi. Protection of Intellectual Property Licenses in Bankruptcy (Section 8)

This section sets forth provisions for the protection of intellectual property licensees and
transferees in the event of bankruptcy of the IP licensor or transferor. First, Section 8(a) amends
11 U.S.C. § 1520(a) to protect licensees of U.S. intellectual property rights by making clear that
U.S. courts shall not recognize a bankruptcy trustee’s unilateral cancellation of licenses to or
transfers of intellectual property rights if the licensor goes bankrupt, whether in a U.S. or foreign
bankruptcy proceeding. The intent and effect of this provision would be to protect U.S. licensees
and transferees of intellectual property rights from trustees’ unilateral rejection of their licenses

by extending to them the right of election to retain their rights set forth in 11 U.S.C. § 365(n).
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The provision would contribute to the protection of licensees and transferees of U.S. intellectual

property rights.

Second, Section 8(b) amends 11 U.S.C. § 101(35A) by adding trademarks, service marks, and
trade names as defined in 15 U.S.C. § 1127 (the definitional section of the Lanham Act) to the
definition of “intellectual property” in Section 101(35A) of the Bankruptcy Code. In addition,
Section 8(b) would make clear that, in the event that election is exercised, the bankruptcy trustee
must discharge any quality control obligation of the licensor in order to protect the licensed

marks from claims of abandonment or the like. AIPLA supports the changes under this section.
vii. Inventor’s Oath or Declaration (Section 10(a)(1))

The proposed amendment to 35 U.S.C. § 115(g)(1) addresses the use of an oath or declaration
from a prior application in continuation or divisional applications. This would change the
current law which allows use of the prior oath or declaration in a continuation-in-part (CIP)
application even when the CIP claims an invention that was not described in the prior
application. The proposed amendment also changes the requirements of the submitted oath or
declaration from including the required statements set forth in 35 U.S.C. § 115(b), which are
applicable to AIA applications, to allow the use of an oath or declaration that was properly filed
by or on behalf of the inventor in either a pre-AIA or an AIA application. The change to exclude
CIP applications covering new inventions is consistent with the law for pre-AIA applications,
and will greatly reduce costs of further patent prosecution by rights holders. We support this

provision.
viii. Double Patenting (Section 9)

This provision seeks to codify the judicial doctrine against double patenting for post-AIA
patents. AIPLA agrees that there are issues to be worked through for adjusting and simplifying
double patenting, but we are concerned that the proposed legislation is overly and perhaps
unnecessarily dense and its subtleties difficult to appreciate even by seasoned practitioners.

Incidents where this would be applicable are extremely limited and may be disproportionate to
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the inevitable unintended consequences. We suggest additional consideration be given, and we

are confident that stakeholders can work together resolve any issues.
ix. Time Limit for Commencing Misconduct Proceedings (Section 10(a)(7))

This provision is reportedly being advanced because some apparently believe the USPTO is
unable to complete the review of misconduct allegations against registered attomeys and agents
in a timely manner, thus apparently necessitating the filing of potentially unwarranted charges to

avoid tolling the statute of limitations.

We strongly opposed the original provision in the AIA, which already extended the time limit for
bringing disciplinary actions, and we are equally concemed about this amendment. This
provision seeks to extend the threat of discipline against individuals within our membership, with
the related potential for increases in malpractice insurance rates against all registered members,
for unjustified reasons. Many of the provisions of the AIA, more challenging than this, impose
one year deadlines on the USPTO, e.g. PGR and CBM. It remains incumbent upon the USPTO
to complete their work in this highly sensitive area in the amount of time Congress allocated in

the AIA.

Moreover, we are informed by the USPTO that they do not support this proposal and do not in
fact need it, as in those few cases where the deadline has loomed, they have entered into tolling
agreements with the specific individual under investigation, which was the solution we proposed

during the debate on the AIA.
b. Other Legislative Proposals

Several additional legislative proposals have been introduced in the 113" Congress with a stated
goal of targeting litigation abuses. Some of the most concerning proposals would introduce
statutorily mandated requirements into the patent litigation process or make premature
substantive changes to the reforms implemented by the AIA. AIPLA would ask that thi

Committee use caution before integrating them into S. 1720.
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Mandating Judicial Rules and Procedures

AIPLA fears that congressionally created litigation rules, as proposed, would intrude on the
established role of the Judicial Conference, be overly difficult to amend once fixed in a statute,
and would overly restrict the traditional discretion of district court judges to manage their cases.
While proposed with good intentions, mandating inflexible rules may have unintended
consequences, including increasing costs of compliance and impeding access to the courts
particularly for small businesses and independent inventors. In addition, patent litigation cases
vary in complexity, including technology, number of patents and products involved, type and
amount of prior art, and number of defenses. Rules for managing one case may not be
appropriate for other cases, ie., one size does not fit all. AIPLA believes that the Judicial
Conference in its own discretion is in a better position to work with the district courts to institute

appropriate case management rules,

Specifically, AIPLA is concemed about proposals that would remove judicial discretion and

mandate specific patent litigation rules, including:

o Imposing significantly heightened pleading requirements for patent lawsuits;

e Statutorily limiting discovery in patent litigation;

 Singling out patent litigation or a particular category of litigation with amendments to the
rules of joinder; and

¢ Directing the Judicial Conference to adopt rules and procedures detailed by Congress.

As previously noted, the Judicial Conference Advisory Committee on Civil Rules has begun the
process for amending the Federal Rules of Civil Procedure to reduce costs and delays in
litigation through active case management and proportionality in discovery. Given these
developments, legislative action in this area may be premature or even unnecessary. As we
learncd through the process which led to the AIA, the courts have an effective ability to
recalibrate patent law to properly address legitimate concerns, without the challenges of crafting

statutorily acceptable language.
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if. Fee Shifting

Some of the current proposals would make a fee shifting determination mandatory in every case.
Having such a provision would add to the cost of litigation, potentially discourage settlement
because of the fee shifting incentive, and have the potential to invade the attorney-client

privilege in making the determination whether to award fees.

While AIPLA supports giving the judiciary more discretion to award fees in exceptional cases,
that is far different than advocating for a presumption that fee shifting is warranted. In addition,
in some pending proposals, the burden would be on the losing party to show why fees are not
warranted rather than on the prevailing party to show why fees are warranted. Moreover, in any
proposal that may address fee shifting, the issue of maintaining access to the courts for smaller
businesses and innovators, who need to rely on contingent fee arrangements to assert their rights,
should be considered. The unintended effect of impeding legitimate rights holders’ access to the
courts, disincentivizing patent procurement in the first place, or possibly encouraging further
lawsuits down the road (such as malpractice claims where fees are awarded) is something to

avoid, if possible.

Again, the U.S. Supreme Court and Federal Circuit are currently reviewing the standard for fee
shifting in patent cases under the current 35 U.S.C. § 285. As noted above, AIPLA has filed

amicus briefs in those cases.

iii. Bonding

Another proposal being considered to address litigation abuse is bonding — requiring a plaintiff to
post a bond sufficient to ensure payment of the accused infringer’s reasonable fees and expenses,
including attorney fees. As proposed, such a bond requirement would only apply to the patent
owner and has the potential to tie up necessary resources of a business, a particular crucial
consideration for small businesses, which might then hesitate to initiate a valid suit.

Additionally, the requirement has the potential to be applied to almost any plaintiff, regardless ol
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the merits or strength of the particular case. Lastly, the requirement will likely increase costs and
prolong litigation, as the court wades through arguments over the many listed factors to be

considered. AIPLA opposes this proposal.

iv. Expansion of the Transitional Program for Covered Business Method Patents

Other proposals would expand the scope and duration of the Transitional Program for Covered
Business Method Patents (CBM), which AIPLA opposes. CBM was specifically enacted in
Section 18 of the AIA to allow for a specialized provisional post-grant review of validity of
certain business-method patents (those related to financial services). The PGR proceeding was
developed to permit for a limited time after issuance a wide-ranging challenge to patent validity,
balancing the challenger’s need for plenary review against the patentee’s need for repose and
quiet title. However, the CBM provision inserted into the AIA legislation created an exception
to this premise of the PGR procedure, ostensibly because many questionable business method
patents were beyond the reach of this new procedure. Nonetheless, the CBM provision was
accepted as part of a compromise that allowed the legislation to go forward. It was adopted for a
limited period of time, § years, to quickly “clean out” that small set of patents that were issued
when the law and regulations in this area were in doubt. But the law of business method patents,
as well as the procedures for examining applications claiming that subject matter, has

substantially evolved.

The CBM provision has been proposed to be revised and extended before there has been time to
determine if it is serving its purpose as originally enacted. There are numerous issues that
remain to be addressed in the transitional program. For example, cases are only now beginning
to make their way through the program and there has been little analysis of those cases and
whether the processes are working as envisioned. Given the limited number of cases brought
thus far, it is premature to extend the transitional program before it has been truly tested and
evaluated, and it is unclear if it will be needed in light of, e.g., AIA’s other infer parfes review
and post-grant review programs. To expand the procedure now as proposed is to put at
significant risk over half of all U.S. patents, representing the most important U.S. technologies,

without even having one CBM case yet tested on appeal.
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v. USPTO Funding

One additional legislative proposal that AIPLA has a long history of support for, and one which I
as a former Director would be remiss in not singling out again in this debate, is providing full
and sustainable funding to the USPTO. AIPLA strongly believes that the single most important
reform for improving the quality of patents is securing permanent full funding for the
USPTO. Congress understood the importance of giving the USPTO access to all of its user fees
at the time of the AIA, but 2 years after its passage USPTO funds are again being made

unavailable to the Office due to sequestration.

As discussed above, some of the abuse in patent litigation is thought by some to stem from lower
quality patents with unclear terms, overly broad claims, or both. In their view, these patents may
be problematic because of the difficulty for entities, even those that regularly interact with the
patent system, to determine what the patent actually covers, and therefore whether the product
they are developing may be infringing, without the intervention of the courts. Full funding of the

USPTO will give it the ability to issue the highest quality patents possible.

Regarding the specific issue of previous efforts at reform, sequestration has unfortunately
delayed the efforts and improvements mandated by the AIA, and undoubtedly risks undercutting
major initiatives designed to continue improving the patent system. Until full funding is restored
to the USPTO, AIPLA has reservations about further burdening the patent system with another
round of reforms. To that end, AIPLA would strongly support making permanent USPTO

funding central to any legislative initiative.

III.  Conclusion

The patent system continues to be a key economic force in the U.S., and AIPLA believes the
goal of any legislative effort should be to find the right balance of all interests. It should protect
the innovators that drive virtually every U.S. industry, and encourage innovation by individual

businesses, both large and small. The patent system should also facilitate the enforcement of
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patent rights while making any corrections to stop the abusive behavior of bad actors who take

unfair advantage of the litigation system.

AIPLA appreciates the Committee’s careful attention to this important but very complex issue,

and we look forward to working with you to find a solution that strikes the proper balance.
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QUESTIONS
QUESTIONS SUBMITTED BY SENATOR PATRICK LEAHY FOR JOHN DWYER

Questions Of Senator Patrick Leahy (D-Vt.),
Chairman, Senate Judiciary Committee
Hearing on “Protecting Small Businesses and Promoting Innovation by Limiting Patent
Troll Abuse”
December 17, 2013

Questions for John Dwyer, CEO of New England Credit Union

In your testimony, you gave several examples of demand letters that appear to have been sent
with minimal diligence and provide only vague assertions of how the recipient is alleged to
infringe. What is the impact of receiving these letters on a small business? What resources are
currently available to help small businesses that are targeted, and would it be beneficial to have
further information resources and support available at the Patent and Trademark Office?
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QUESTIONS SUBMITTED BY SENATOR PATRICK LEAHY FOR MICHAEL MAKIN

Questions Of Senator Patrick Leahy (D-Vt.),
Chairman, Senate Judiciary Committee
Hearing on “Protecting Small Businesses and Promoting Innovation by Limiting Patent
Troll Abuse”
December 17, 2013

Questions for Michael Makin, CEO of Printing Industries of America

An increasing number of small businesses are being targeted for patent infringement based on
products they simply use or sell, but did not manufacture. What obstacles confront a small
business trying to defend a patent claim when they simply purchased the product that is at issue
in the suit? Do you agree that a product’s manufacturer is often best situated to address the
issues of validity and infringement in a patent suit, and if so, why?
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QUESTIONS SUBMITTED BY SENATOR PATRICK LEAHY FOR DANA RAO

Questions Of Senator Patrick Leahy (D-Vt.),
Chairman, Senate Judiciary Committee
Hearing on “Protecting Small Businesses and Promoting Innovation by Limiting Patent
Troll Abuse”
December 17, 2013

Questions for Dana Rao, VP of Intellectual Property & Litigation for Adobe

1) As a manufacturer, Adobe has challenged some patent assertion entities that have sued
Adobe’s customers for their use of Adobe products. In your testimony, you reference the

difficulties Adobe has sometimes faced trying to “stay” lawsuits against its customers while it
litigates the merits of the infringement suit.

What are the advantages of obtaining a stay in these cases, and what are some of the potential
effects for Adobe or its customers when a stay is denied? Would the customer stay provision in
$.1720 help Adobe to take action when its customers are being targeted in infringement suits?

2) A number of commentators have raised concerns about the quality of patents in the
software industry. The Leahy-Smith America Invents Act created several important mechanisms
to improve patent quality, and the Patent & Trademark Office (PTOY) is also undertaking efforts
to improve its process for granting patents.

What are your views on how these processes are working? What more can or should be done by
Congress, the courts, or the PTO to improve the quality of patents that are issued?
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QUESTIONS SUBMITTED BY SENATOR PATRICK LEAHY FOR PHILIP JOHNSON

Questions Of Senator Patrick Leahy (D-Vt.),
Chairman, Senate Judiciary Committee
Hearing on “Protecting Small Businesses and Promoting Innovation by Limiting Patent
Troll Abuse”
December 17,2013

Questions for Phil Johnson, VP of Intellectual Property at Johnson & Johnson and
member of the Coalition for 21st Century Patent Reform

1) You have expressed concern that some efforts to address the problem of patent trolls may
have unintended consequences for legitimate patent holders seeking to protect their rights. What
do you think are the most promising strategies for addressing abusive conduct by certain actors,
without unduly burdening legitimate patent holders?

2) The Supreme Court has agreed to hear several important patent cases this term, including
a case focusing on the patentability of computer-implemented inventions. In your testimony,
you state that next year “the landscape of patent litigation may look significantly different than it
does today” as a result of those cases. Please elaborate on that statement. Do the cases before
the Court have the potential to address some of the concerns that have been raised by businesses
that are being targeted in patent suits?
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QUESTIONS SUBMITTED BY SENATOR PATRICK LEAHY FOR DR. STEVE BOSSONE

Questions Of Senator Patrick Leahy (D-Vt.),
Chairman, Senate Judiciary Committee
Hearing on “Protecting Small Businesses and Promoting Innovation by Limiting Patent
Troll Abuse”
December 17,2013

Question for Dr. Steve Bossone, VP of Intellectual Property, Alnylam

You have expressed concern that some efforts to address the problem of patent trolls may have
unintended consequences for legitimate patent holders seeking to protect their rights. What do
you think are the best strategies for addressing abuses in the system in a meaningful way,
without unduly burdening the rights of legitimate patent holders?
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QUESTIONS SUBMITTED BY SENATOR PATRICK LEAHY FOR HARRY WOLIN

Questions Of Senator Patrick Leahy (D-Vt.),
Chairman, Senate Judiciary Committee
Hearing on “Pr ting Small Busi and Pr ting Innovation by Limiting Patent
Troll Abuse”
December 17,2013

Questions for Harry Wolin, Advanced Micro Devices

Numerous groups have raised concerns about transparency in the patent system, and the ability
of trolls to target companies through “shell companies.” The legislation I have introduced
includes two transparency provisions to help address those issues. One requires plaintiffs who
file a lawsuit to disclose the certain ownership information under the standard that has long been
used in the Northern District of California. The other requires ongoing disclosure to the Patent
and Trademark Office when a patent is transferred so that the PTO has a record of current
ownership.

Do you agree that improving transparency will help address abuses in the patent system, and if
so, why? As someone who has worked in companies that possess a significant patent portfolio,
do you view these requirements as manageable for patent holders to comply with?
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QUESTIONS SUBMITTED BY SENATOR PATRICK LEAHY FOR HON. Q. TODD DICKINSON

Questions Of Senator Patrick Leahy (D-V¢t.),
Chairman, Senate Judiciary Committee
Hearing on “Protecting Small Businesses and Promoting Innovation by Limiting Patent
Troll Abuse”
December 17,2013

Questions for Q. Todd Dickinson, former Director of PTO and current Executive Director
of the American Intellectual Property Law Association

1) The America Invents Act implemented several important measures to improve patent
quality. What are your views on how those processes are working? What more can or should be
done by Congress, the courts, or the Patent & Trademark Office to improve the quality of patents
that are issued?

2) You have expressed concern that Congress should give appropriate deference to the
Judicial Branch. However, some proponents of reform feel strongly that individual courts are
not responding to litigants’ needs. Within the judicial branch, what further steps could be taken
by the Judicial Conference, the Supreme Court, or the Federal Circuit to ensure that courts
process patent cases fairly and efficiently?

3) You have expressed concern that some efforts to address the problem of patent trolls may
have inadvertent consequences for legitimate patent holders seeking to protect their rights. What
do you think are the best strategies for addressing abuses in the system in a meaningful way,
without unduly burdening the rights of legitimate patent holders?
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QUESTIONS SUBMITTED BY SENATOR SHELDON WHITEHOUSE FOR ALL WITNESSES

Hearing: “Protecting Small Businesses and Promoting Innovation
by Limiting Patent Troll Abuse”
Question for the Record of Sen. Sheldon Whitehouse

Question for All Witnesses

Proactive Action by Corporate Defendants

Many Rhode Island businesses have been the victims of patent troil abuse, receiving bad-faith
demand letters and being forced to settle lawsuits or engage in costly litigation based on dubious
patent claims. Small and medium-sized companies, many of whom do not have an attorney on
staff, often do not have the resources to effectively fight patent troll abuse, which is why reforms
such as prohibiting bad-faith demand letters and allowing manufacturers to stay suits against
customers are necessary and appropriate.

Large corporate defendants, on the other hand, may have additional resources at their disposal
that could allow them to take proactive steps to combat abuses by patent troils. Consideration of
such steps should be included in the discussion of how to address patent troll abuses.

Independent of legislation to reform the patent litigation system, what are some proactive steps
that large corporations that are frequently defendants in patent suits could take to better defend
themselves against patent troll abuses? In particular, please address the positive and negative
aspects of the following potential actions:

o Referring patent trolls and their attorneys who initiate frivolous lawsuits and fraudulent
and harassing conduct to the appropriate law enforcement authorities and disciplinary
bodies, including, in the case of attorneys, state bar disciplinary boards;

o Pursuing equitable remedies, such as injunctions against future suits by trolls with a
demonstrated record of frivolous litigation, fraud, and harassment;

o Pursuing Rule 11 sanctions against attorneys bringing frivolous suits;

e Increased use of joint defense agreements;

* Purchase of patent litigation insurance;

o Increased licensing and purchase of relevant patents; and

e Simply refusing to pay unjustified claims.
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QUESTIONS SUBMITTED BY SENATOR CHUCK GRASSLEY FOR JOHN DWYER

Senator Grassley’s Written Questions for Senate Judiciary Committee
Hearing, “Protecting Small Businesses and Promoting Innovation by
Limiting Patent Troll Abuse,” December 17,2013

Questions for Mr. Dwyer

1. What do.you believe are the most promising proposals currently being
considered by Congress that would help deter abusive activity in the patent
system?

2. What are some examples of the costs to business and industry from
abusive patent litigation and how would legislation help?
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QUESTIONS SUBMITTED BY SENATOR CHUCK GRASSLEY FOR MICHAEL MAKIN

Senator Grassley’s Written Questions for Senate Judiciary Committee
Hearing, “Protecting Small Businesses and Promoting Innovation by
Limiting Patent Troll Abuse,” December 17,2013

Questions for Mr. Makin

1. Over the past two years, there have been a number of studies seeking to
approximate the economic impact of abusive patent suits. [ know that you
can't disclose numbers, but could you share with the Committee an
approximation of how much patent litigation makes up of your total litigation
budget and whether that is primarily devoted to initiating or defending suits?

2. What do you believe are the most promising proposals currently being
considered by Congress that would help deter abusive activity in the patent
system?

3. What are some examples of the costs to business and industry from
abusive patent litigation and how would legislation help?
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QUESTIONS SUBMITTED BY SENATOR CHUCK GRASSLEY FOR DANA RAO

Senator Grassley’s Written Questions for Senate Judiciary Committee
Hearing, “Protecting Small Businesses and Promoting Innovation by
Limiting Patent Troll Abuse,” December 17, 2013

Questions for Mr. Rao

1. What do you believe are the most promising proposals currently being
considered by Congress that would help deter abusive activity in the patent
system?

2. As noted by some of the witnesses, the Supreme Court is poised to address
some of your patent abuse concerns, such as the correct threshold for fee-
shifting. In your opinion, should Congress wait to see what the Court does
first? How would fee shifting change the incentives and dynamics in patent
litigation?

3. Isn't fee shifting in the Patent Act already? What is wrong with the current
statute that provides for fee shifting?

4. How much does Adobe spend each year on patent troll litigation, and what
is the impact of such spending on consumers and Adobe investment in the
United States?

5. What are some examples of the costs to business and industry from
abusive patent litigation and how would legislation help?

6. How much of a difference would increasing funding to the Patent and
Trademark Office make in addressing the patent troll problem? Would Adobe
be willing to pay more for its own patent applications, to help fund the Patent
Office better?

7. In his prepared statement, Mr. Dickinson suggested that it might not be
necessary for Congress to focus on the rules and procedures in patent
litigation to curb the abusive practices of patent trolls. He testified, “In point
of fact. .. many of these practices—sending a multiplicity of demand letters
containing vague allegations and minimal information, with persistent but
relatively modest settlement terms, and apparently with little preparation for
actually bringing a lawsuit—may have less to do with abusing the rules and
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procedures in patent litigation per se than they have to do with consumer fraud
and deceptive trade practices arising from the demand letter. .. Law
enforcement has developed measures to deal with such wrongdoers.” Do you
agree? Please explain why (or why not) Congress, rather than another
enforcement body, should address the patent troll issue.

8. In his prepared statement, Mr. Bossone said regarding the deferral of
discovery provisions in S. 1013 and H.R. 3309, “[T]hese provisions would
routinely defer merits discovery in virtually all patent cases until after the court
issues a claim construction order. While there undoubtedly are cases in which
such discovery deferrals are appropriate, doing so as a general rule would
effectively bifurcate discovery on the merits in most cases and tend to prolong
patent litigation by 9-12 months, if not longer, across the board. Such delays
would accrue even in routine patent litigation that does not involve meritless
claims, small businesses defendants, or “patent trolls”... In my opinion, these
proposals are too rigid and interfere unduly with the responsibility and
authority of district courts to manage patent litigation in a case-specific
manner.” Do you agree? Do you believe these provisions would result in
added delays or otherwise would unduly interfere with the court’s ability to
manage patent litigation?

9. In your opinion, does the recent rise in patent litigation encourage
innovation?
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QUESTIONS SUBMITTED BY SENATOR CHUCK GRASSLEY FOR HARRY WOLIN

Senator Grassley’s Written Questions for Senate Judiciary Committee
Hearing, “Protecting Small Businesses and Promoting Innovation by
Limiting Patent Troll Abuse,” December 17, 2013

Questions Mr. Wolin

1. In your view, are the reforms in Senator Leahy’s bill adequate to address
the threat from patent trolls that you confront? Why or why not?

2. AMD is a holder of numerous patents. Do you believe that the reforms
dealing with strengthening pleading requirements, improving transparency
requirements and limiting discovery will hurt AMD’s ability to enforce its
patents against infringers?

3. In your opinion, which types of abusive patent litigation are best addressed
by the courts, PTO or legislation?

4, How would fee shifting change the incentives and dynamics in patent
litigation?

5. What do you believe are the most promising proposals currently being
considered by Congress that would help deter abusive activity in the patent
system?

6. Some of the witnesses have expressed concerns that the heightened
pleading requirements would complicate and delay litigation because of
disputes over whether the pleading requirements have been met. Do you
believe that these concerns are justified?

7. Some have claimed that proposals contained in the bills will disadvantage
legitimate companies, vendors and universities. Do you believe that these
concerns are justified? Others have claimed that the proposals will weaken
the ability of patent holders and inventors to protect their patents against
infringers. Do you agree? How do you respond to those concerns?

8. In his prepared statement, Mr. Dickinson suggested that it might not be
necessary for Congress to focus on the rules and procedures in patent
litigation to curb the abusive practices of patent trolls. He testified, “In point
of fact. .. many of these practices—sending a multiplicity of demand letters
containing vague allegations and minimal information, with persistent but
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relatively modest settlement terms, and apparently with little preparation for
actually bringing a lawsuit—may have less to do with abusing the rules and
procedures in patent litigation per se than they have to do with consumer fraud
and deceptive trade practices arising from the demand letter. .. Law
enforcement has developed measures to deal with such wrongdoers.” Do you
agree? Please explain why (or why not) Congress, rather than another
enforcement body, should address the patent troll issue.

9. In his prepared statement, Mr. Bossone said regarding the deferral of
discovery provisions in S. 1013 and H.R. 3309, “[T]hese provisions would
routinely defer merits discovery in virtually all patent cases until after the court
issues a claim construction order. While there undoubtedly are cases in which
such discovery deferrals are appropriate, doing so as a general rule would
effectively bifurcate discovery on the merits in most cases and tend to prolong
patent litigation by 9-12 months, if not longer, across the board. Such delays
would accrue even in routine patent litigation that does not involve meritless
claims, small businesses defendants, or “patent trolls”... In my opinion, these
proposals are too rigid and interfere unduly with the responsibility and
authority of district courts to manage patent litigation in a case-specific
manner.” Do you agree? Do you believe these provisions would result in
added delays or otherwise would unduly interfere with the court’s ability to
manage patent litigation?

10. In your opinion, does the recent rise in patent litigation encourage
innovation?
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ANSWERS

RESPONSES OF JOHN DWYER TO QUESTIONS SUBMITTED BY SENATORS LEAHY,
GRASSLEY, AND WHITEHOUSE

Responses of John Dwyer
President and CEO, New England Federal Credit Union
to Questions Submitted for the Record
Hearing on “Protecting Small Businesses and Promoting Innovation by Limiting
Patent Troll Abuse”
December 17, 2013

Question of Senator Leahy:

In your testimony, you gave several examples of demand letters that appear to have been
sent with minimal diligence and provide only vague assertions of how the recipient is
alleged to infringe. What is the impact of receiving these letters on a small business?
What resources are currently available to help small businesses that are targeted, and
would it be beneficial to have further information resources and support available at the
Patent and Trademark Office?

Answer of John Dwyer:

For a small business, receiving a demand letter can be an expensive, distracting,
scary proposition. The first problem is finding someone to evaluate the demand.
Because of the highly specialized nature of patent law, a small business’s normal attorney
may not be competent to evaluate the demand—and for some small businesses and
financial institutions, including mine, there may not be an attorney on-staff at all. Cost is
another problem. Once the business secures counsel, those attorneys will likely spend
thousands of dollars or more simply to give a preliminary answer as to the validity of the
patents and infringement theory. This is why demand letters with relatively low
“nuisénce” value settlements often are successful; an early settlement is often much
cheaper for a defendant than fighting.

For a small business, the fear of getting sued is also palpable. Many small

businesses will assume they are guilty of infringement simply because they received the
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letter, not realizing that many patent trolls send essentially identical generalized demands
to many businesses. Litigation is an expensive and uncertain process, and businesses will
want to do what they can to manage their risks, even if that means entering into a
settlement that may not be necessary.

Resources do exist to help small businesses that are targeted, but they are
unfortunately insufficient. For example, many trade associations, including the Credit
Union National Association, track patent infringement cases and demand letters as they
learn about them. Trade associations can help put those that receive demand letters in
touch with one another, and can spot trends as they develop. However, especially at the
demand letter stage, the information possessed by trade associations may not scratch the
surface of the problem. Many small businesses that receive demand letters are afraid of
sharing them, even to a trade association that is “on their side,” because they are fearful
of identifying themselves as targets.

It would be extremely helpful to have additional resources available to small
businesses. A registry of demand letters from entities that send more than 10 or 20
demand letters in a single calendar year would be one beneficial addition. This database
could be maintained by the PTO or FTC and would be publicly available. This is
important for a variety of reasons. By providing businesses that receive a demand letter
with the ability to communicate with one another, a demand letter registry would assist
small businesses in the formation of joint defense groups, which could help reduce
defense costs, and would help businesses quickly identify competent counsel familiar
with the specific troll at issue. In addition, one of the biggest ways businesses are

intimidated is the lack of knowledge of who else has been targeted. As a recipient of a
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demand letter, you have no idea if you are the only one, or one of many, who has
attracted the patent troll’s attention. A registry would immediately tell a recipient others
have received letters from the same entity, which might make it more likely a business
would fight.

Existing PTO programs should also be strengthened and improved. We share the
views of many other members of the financial services industry in encouraging the
Committee to make the Transitional Program for the Review of Covered Business
Method Patents (CBM), which was created in Section 18 of the America Invents Act of
2011, permanent. We strongly commend Senator Schumer’s efforts to do this.
Moreover, as implemented by the PTO, the CBM program is unfortunately out of reach
to many small financial institutions because the filing and post-institution fees charged by
PTO together are more than $30,000. This is more than the total settlement amount
involved in many of the cases confronting small financial institutions, and comes before
the substantial legal fees involved in bringing the case to the PTO. We urge the Senate to
follow the lead of the House and grant the Director of the PTO the authority to waive the

program fees to accommodate community banks and credit unions.

Question of Senator Grassley:

1. What do you believe are the most promising proposals currently being considered by

Congress that would help deter abusive activity in the patent system?

Answer of John Dwyer:

There are a number of proposals that could help deter abusive activity in the

patent system.
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S. 1720 (Sens. Leahy and Lee). The Leahy-Lee “Patent Transparency and
Improvements Act of 2013 is not a silver bullet, but would go a long way toward
solving the problem small businesses face with patent trolls. In particular, we are
strongly supportive of Section 5 of the bill, which clarifies that the Federal Trade
Commission has enforcement authority over patent trolls that operate in unfair or
deceptive ways. This provision could be strengthened by providing the FTC with
limited, targeted rulemaking authority so that the Commission has the ability to vevolve in
its enforcement powers as trolls evolve.

We also are supportive of the efforts to address the concerns of end-users in
Section 4 of S. 1720, which provides for the ability to stay an infringement case against a
customer if the manufacturer consents in writing. This is an important step for small
businesses and would provide needed protection. However, the provision may not go far
enough for small financial institutions. Many of our technology service providers,
includingrthe ATM manufacturer in my own patent infringement case, refuse to join
litigation when an infringement case is brought. We thus encourage adding a right of
contribution and/or mandatory joinder to the patent law to enable a more equitable
distribution of liability between end-users and suppliers.

S. 866 (Sen. Schumer). The “Patent Quality Improvement Act of 2013” would
provide needed improvements to the Transitional Program for the Review of Covered
Business Method Patents (CBM), an important and powerful tool created in Section 18 of
the America Invents Act of 2011. In a short time, the program has already demonstrated

its importance. Not only has the PTO been able to examine prior art and issues of subject
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matter eligibility to invalidate some low-quality patents, but the courts have better
managed their own resources by staying cases pending PTO re-examination.

Unfortunately, Congress artificially constrained the program by including a sunset
provision. S. 866 makes the program permanent, ensuring that the full spectrum of low-
quality business method patents will be subject to review. We strongly support S. 866
and efforts to strengthen Section 18s potent tools, and commend Senator Schumer’s
efforts to improve on this important program.

H.R. 3540 (Rep. Polis). The “Demand Letter Transparency Act of 2013,” a
House bill that does not yet have a Senate companion, would go a long way to helping
small businesses faced with unfair and deceptive demand letters. H.R. 3540 requires any
entity that sends 20 or more demand letters during any 365-day period disclose certain
information to the PTQ, and directs the PTO to create a database to make that
information publically available. It also requires any demand letter sent to another entity
to include certain specified minimum information that would provide demand letter
recipients with the ability to quickly evaluate the claims being asserted. We encourage
the Judiciary Committee to use H.R. 3540 as a model to strengthen the demand letter
provisions in S. 1720.

S. 1013 (Sens. Cornyn and Grassley). The “Patent Abuse Reduction Act of
2013” enhances pleading standards, limits discovery to core documents and would
require some fee shifting depending on the outcome of litigation. Enhanced pleading
standards will provide much-needed transparency related to the merits or weaknesses of a
lawsuit. If plaintiffs are required to specifically identify the accused product as well as

asserted claims and factual basis for infringement, would-be defendants will be better
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able to make determinations regarding licensing or litigation. The limitations on
discovery help balance the costs of litigation. In addition, the focus around core
documents could save would-be defendants from exorbitant cost‘s related to document
production. Discovery should not require defendants to provide patent trolls with an
unlimited window into a company’s business operations. S. 1013 would help ensure that
the discovery process is no longer abused. S. 1013 wouid also deter abusive patent
litigation by helping to reverse the economic incentives that fuel frivolous patent
infringement lawsuits through fee shifting provisions.

S. 1612 (Sen. Hatch). S. 1612 builds on the fee shifting provisions of S. 1013 by
empowering the court, on a motion from the defendant, to order the party alleging
infringement to post bond to cover the other party’s expenses. For cases in which bonds
are required, defendants will know fee shifting provisions will be effective by ensuring
that patent assertion entities have the money to pay legal expenses at the end of an

unsuccessful case.

Question of Senator Grassley:

2. What are some examples of the costs to business and industry from abusive patent

litigation and how would legislation help?

Answer of John Dwver:

The costs of legal fees, settlements, and time are the most direct costs of abusive
patent litigation. Patent cases are very expensive and an enormous distraction for
companies in many sectors of our economy, and the recent dollar value of settlements is

eye-popping. A 2012 study found that defendants and licensees paid non-practicing
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entities (NPEs) $29 billion in 2011; this is a 400% increase from 2005.! This follows a
2011 study that details fourteen NPEs earned approximately $7.6 billion from 2000 to
2010, while the public companies targeted experienced a decline of $87.6 billion in
shareholder value during the same period.”

By empowering NPEs to hold companies hostage, the system forces excess costs
onto consumers, and ultimately deters companies from providing products and services.
Consumers lose because they cannot access innovative products and pay more for what is
available. For credit untons and other not-for-profit entities, the result is even more
acute: any money spent on a patent claim is money that is taken out of the products and
services for the members and communities these organizations serve.

Legislation is necessary because, under existing law, incentives are misaligned.
Companies face the choice of defending themselves through a costly and uncertain
litigation process, or settle the claim by paying the NPE licensing fees. Meanwhile, the
NPE has nothing to lose: since NPEs do not make anything, they are subject to little or no
discovery costs, are often protected from counterclaims, can create shell companies to
obscure details that may inform effective defense strategies, and can extract licenses
through vaguely worded demand letters with postage the only substantial cost. The
imbalance favors NPEs by incentivizing settlement even for meritless claims. Legislation
is required to ensure innovation throughout all sectors of the productive economy can

continue undeterred.

! Bessen, James E., and Michae} J. Meurer. "The Direct Costs from NPE Disputes.” Boston University
School of Law, Law and Economics Research Paper No. 12-34, June 28, 2012.

2 Bessen, James E., Michael J. Meurer, and Jennifer Laurissa Ford. "The Private and Social Costs of
Patent Trolls." Boston University School of Law, Law and Economics Research Paper No. 11-45,
September 19, 2011.
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Question of Senator Whitehouse:

Many Rhode Island businesses have been the victims of patent troll abuse,
receiving bad-faith demand letters and being forced to settle lawsuits or engage in costly
litigation based on dubious patent claims. Small and medium-sized companies, many of
whom do not have an attorney on staff, often do not have the resources to effectively
fight patent troll abuse, which is why reforms such as prohibiting bad-faith demand
letters and allowing manufacturers to stay suits against customers are necessary and
appropriate.

Large corporate defendants, on the other hand, may have additional resources at
their disposal that could allow them to take proactive steps to combat abuses by patent
trolls. Consideration of such steps should be included in the discussion of how to address
patent troll abuses.

Independent of legislation to reform the patent litigation system, what are some
proactive steps that large corporations that are frequently defendants in patent suits could
take to better defend themselves against patent troll abuses? In particular, please address

the positive and negative aspects of the following potential actions:

e Referring patent trolls and their attorneys who initiate frivolous lawsuits and
fraudulent and harassing conduct to the appropriate law enforcement authorities
and disciplinary bodies, including, in the case of attorneys, state bar disciplinary
boards;

¢ Pursuing equitable remedies, such as injunctions against future suits by trolls with

a demonstrated record of frivolous litigation, fraud, and harassment;
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o Pursuing Rule 11 sanctions against attorneys bringing frivolous suits;
e Increased use of joint defense agreements;

¢ Purchase of patent litigation insurance;

e Increased licensing and purchase of relevant patents; and

e Simply refusing to pay unjustified claims.

Answer of John Dwyer:

Credit unions, as member owned not-for-profit financial cooperatives that are
among the smallest financial institutions in America, support prohibitions on bad-faith
demand letters and provisions to allow manufacturers to stay suits against their
customers. As is true for many small and medium-sized entities, my credit union does
not have an attorney on staff, and the money and time spent on outside attorneys to
evaluate and fight the patent claim brought against my credit union could be better spent
doing almost anything else.

We are not in a position to know how large companies can respond to patent
litigation and demand letters, but we do note the following. We believe that the worst
patent trolls should be referred to law enforcement and disciplinary authorities, and
believe that Rule 11 should be used aggressively by defendants faced with frivolous
litigation. We also believe that increased use of joint defense groups would reduce
defense costs.

However, especially at the demand letter stage, it is difficult for individual entities
to know which trolls are the worst offenders, or determine who else has received a similar

letter to make forming a joint defense group possible. It is the repeat actions of trolls that
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often make it obvious which entities are engaged in abusive behavior, but an individual
defendant generally has no way of knowing what the troll is doing to others. In theory,
trade associations should provide some of the detail to bridge this gap. However, trade
associations are often only aware of a fraction of the total assertions at the demand letter
stage, as many entities that receive demand letters are reluctant to tell others they have
been made targets of the troll. Trade associations, often many levels removed from the
entities that receive demand letters, also necessarily lag months behind what a troll is
doing day-to-day.

This is why a demand letter registry would be a beneficial addition to the patent
system. We believe that an entity that sends more than 10 to 20 demand letters in a
single calendar year should be required to enter all letters into a registry that would be
publicly available and maintained by a federal agency, perhaps the PTO or FTC. This
would provide businesses that receive a demand letter with the ability to communicate
with one another, which would allow the efficient formation of joint defense groups,
would assist small entities in the identification of counsel, and could reduce defense
costs. A registry would also provide the FTC with the information it needs to conduct
enforcement proceedings against abusive trolls, and would also remove one of the biggest

factors of intimidation — the fear that you, alone, are being targeted.
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RESPONSES OF MICHAEL MAKIN TO QUESTIONS SUBMITTED BY SENATORS LEAHY,
GRASSLEY, AND WHITEHOUSE

Questions Of Senator Patrick Leahy (D-Vt.),
Chairman, Senate Judiciary Committee
Hearing on “Protecting Small Businesses and Promoting Innovation by Limiting Patent
Troll Abuse”
December 17,2013

Questions for Michael Makin, CEQ of Printing Industries of America

An increasing number of small businesses are being targeted for patent infringement based on
products they simply use or sell, but did not manufacture. What obstacles confront a small
business trying to defend a patent claim when they simply purchased the product that is at issue
in the suit? Do you agree that a product’s manufacturer is often best situated to address the
issues of validity and infringement in a patent suit, and if so, why?

‘When a small business faces a demand letter or lawsuit claiming infringement based on their use
of a product they have purchased, there are a number of problems that they encounter when
seeking to defend themselves. At the highest level, the most significant problem that we face
centers around the lack of information, both about the patent being infringed and the allegedly
infringing product. In the case of the patent being infringed, most demand letters contain little to
no information about what the patent covers. Should we find ourselves in litigation, the initial
pleading is no more helpful in determining the scope and breadth of the patent in question. In
fact, most patent pleadings that we have experienced in the printing industry do little more than
provide us notice of the suit. To that end, we believe that any reforms that the Senate Judiciary
Committee considers should include provisions requiring the disclosure of additional information
both demand letters and in patent legal filings. We believe that requiring this sort of information
is consistent with both the spirit and intent of patent system. Namely, a patent holder is granted a
limited exclusive right to invention on the condition of disclosing the metes and bounds of their
invention so that the public is put on notice as to the nature of their invention. The obligation,
though, to define the parameters of an invention should not end at the Patent and Trademark
Office’s door, but should carry on throughout the life of the patent, including the submission of
demand letters and in legal pleadings. This information is vital to a party facing potential
litigation to allow them to make an informed decision as to whether to defend or settle.

Additionally, it is imperative for a business facing a suit of this sort to know of any licensing
agreements. Some of the most egregious cases currently pending in the judicial system are based
on patents that have already been properly licensed by the manufacturer or distributor of a
product. Tt is imperative for any business, but in particular smail businesses with limited legal
resources, to know this information at the outset so that we know to whom to turn and ascertain
whether we are liable for any wrongdoing.

‘With regard to questions of validity and infringement, we do believe that a manufacturer is best
situated to handle these matters. The manufacturer has the greatest familiarity with any given
product’s supply chain, including component parts of partners incorporated into the final
product, and should have the relevant information necessary to address the legal and factual
questions that arise as to the nature of infringement in many of these cases. That said, we do
think that it is important for any proposed reforms that the Committee considers to account for
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established bodies of law, including the value of contractual agreements and implications with
collateral estoppel.
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Hearing: “Protecting Small Businesses and Promoting Innovation
by Limiting Patent Troll Abuse”
Question for the Record of Sen. Sheldon Whitehouse
Question for All Witnesses

Proactive Action by Corporate Defendants

Many Rhode Island businesses have been the victims of patent troll abuse, receiving bad-faith
demand letters and being forced to settle lawsuits or engage in costly litigation based on dubious
patent claims. Small and medium-sized companies, many of whom do not have an attorney on
staff, often do not have the resources to effectively fight patent troll abuse, which is why reforms
such as prohibiting bad-faith demand letters and allowing manufacturers to stay suits against
customers are necessary and appropriate.

Large corporate defendants, on the other hand, may have additional resources at their disposal
that could allow them to take proactive steps to combat abuses by patent trolls. Consideration of
such steps should be included in the discussion of how to address patent troll abuses.

Independent of legislation to reform the patent litigation system, what are some proactive steps
that large corporations that are frequently defendants in patent suits could take to better defend
themselves against patent troll abuses? In particular, please address the positive and negative
aspects of the following potential actions:

o Referring patent trolls and their attorneys who initiate frivolous lawsuits and fraudulent
and harassing conduct to the appropriate law enforcement authorities and disciplinary
bodies, including, in the case of attorneys, state bar disciplinary boards;

¢ Pursuing equitable remedies, such as injunctions against future suits by trolls with a

demonstrated record of frivolous litigation, fraud, and harassment;

Pursuing Rule 11 sanctions against attorneys bringing frivolous suits;

Increased use of joint defense agreements;

Purchase of patent litigation insurance;

Increased licensing and purchase of relevant patents; and

« Simply refusing to pay unjustified claims.

The printing industry is primarily composed of small and medium sized businesses. On average,
each printing plant employs 27 workers and ships $5 million worth of product annually. Rhode
Island is a good example of this. There are just over 170 printing facilities in your state that
employ a total of 3,300 workers.

As such, I cannot speak to how multinational corporations are handling patent litigation, but I
can tell you how we as a trade association have focused to better arm and educate our members
as to the resources available to them to combat these sorts of cases. In so doing, we have had to
adapt as an association and provide services to our members that until now they haven’t needed,
including challenging the validity of one patent infringement case regarding Computer-to-Plate
(CTP) technology. To challenge this validity at the US Patent Trademark Office (PTO), we first
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had to allocate reserve resources as the association does not maintain a legal defense fund. From
these reserves, the association spent approximately $100,000 to conduct all activities needed to
petition the US Patent Trademark Office (PTO) as well as to provide guidance to affected
printing companies, If a trial had been ordered, our legal bill would have skyrocketed. We also
expended approximately 250 hours of in-house staff work. For an association our size, this
caused a serious disruption, as some projects were left largely unattended while we worked on it.
For example, we took a three-month hiatus from publishing our “Tech Alert” newsletter, an
important method of communicating technology and research information to the industry.

1 am disappointed to report that on December 31, 2013, the Patent Trial and Appeal Board
(PTAB) denied our petitions to review the validity of the two patents owned by CTP
Innovations. There is no appeal available to us. CTP will undoubtedly request that the court lift
the stays on the court cases. Companies could still seek a summary judgment against CTP based
on patent invalidity using the prior art we uncovered supplemented with additional prior art. The
Patent Office interprets patents broadly whereas courts are more likely to interpret them
narrowly, thus the PTAB rulings don’t preclude success in court. Any company that can prove
they were using a computer-to-plate workflow prior to the 1999 patent filing dates should have a
strong case. We are making all of the prior art we collected (including art not referenced in the
petitions) will be made available, but we are back to square one: small businesses being forced to
divert resources away from job creation, facility improvements, new equipment and other
activities that contribute positively to the manufacturing economy. And, in the end, patent trolls
have not been deterred from sending demand letters to even more of our member companies.

In the limited time that we have been exposed to the inner workings of the patent litigation
system, 1 have connected with a number of large companies who frequently partner with our
industry or otherwise have decades of experience with the patent litigation system. It is my
understanding that the call for patent litigation reform legislation was a last resort for many of
these large corporations. They were facing mounting legal costs and limited to little success with
the potential alternative defenses, including those listed. Iunderstand that it was well over a
decade ago in 2003, when the National Academy of Sciences issued a report on the state of the
patent system and series of legislative and administrative recommendations, that many of these
large corporations thought that reform was even a possibility. Despite this and a series of other
studies and reports that have followed since then reiterating the need for reform to the patent
litigation system, these large companies often engaged in intellectual property issues, and now
small businesses — like commereial printers, have sought any creative and alternative avenue
possible to fight these suits. Most recently, this has included filing RICO actions, which is a path
Cisco attempted within the past year, to expose the true nature of these businesses and keep them
from going after end-users. All of these efforts, though, have seen limited success, primarily
because the current laws do not provide the courts with sufficient flexibility to find against trolls.
This may seem obvious to say but to disincentivize abusive patent litigation, you have to remove
the current systematic incentives to abuse. These are ingrained in the very words of the current
patent law, which ironically now run counter to the patent system’s spirit. Taking into
consideration that all previous efforts to use existing mechanisms has seen limited success, we
believe that legislative action directed at the systematic abuses is the only way that we can
effectively address this problem.
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Senator Grassley’s Written Questions for Senate Judiciary Committee
Hearing, “Protecting Small Businesses and Promoting Innovation by
Limiting Patent Troll Abuse,” December 17, 2013

Questions for Mr, Makin

1. Over the past two years, there have been a number of studies seeking to
approximate the economic impact of abusive patent suits. I know that you
can't disclose numbers, but could you share with the Committee an
approximation of how much patent litigation makes up of your total litigation
budget and whether that is primarily devoted to initiating or defending suits?

Printing Industries of America does not have a standing legal defense fund for
patent litigation. In fact, our association has been in the same boat as many of
our member companies essentially as we have spent time and money learning
about the abusive patent litigation process over the past year. As I stated in
my testimony there are at several known patent infringement actions
targeting our industry. As a national association, we believed it was important
to lead the battle in defense our members - but we were only able to afford to
target one of these cases (Computer-to-Plate or CTP technology). In taking
action against patent trolls in just one instance, we as an association we spent
approximately $100,000 to conduct all activities needed to petition the US
Patent Trademark Office (PTO) as well as to provide guidance to affected
printing companies. If a trial had been ordered, our legal bill would have
skyrocketed.

We also expended approximately 250 hours of in-house staff work. For an
association our size, this caused a serious disruption, as some projects were
left largely unattended while we worked on it. For example, we took a three-
month hiatus from publishing our “Tech Alert” newsletter, an important
method of communicating technology and research information to the
industry.

Understanding the process of petitioning the PTO to review the patent for
validity was daunting, but ultimately we figured out the process and went
through the proper steps. Unfortunately, both of our petitions were denied. It
is not out of the question that our lack of expertise in filing petitions
contributed to the denial. To that end, we are currently paying yet another law
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firm specializing in patent issues to review our process and make
recommendations on how we might be more successful in the future.

2. What do you believe are the most promising proposals currently being
considered by Congress that would help deter abusive activity in the patent
system?

The printing industry is in a unique position when answering this question
given the nature of the suits we face. First, we think that is it important that
any proposed reforms that the Senate Judiciary Committee and the Senate
consider should address the growth of so-called “end user suits.” These
provisions would include requiring more disclosure in demand letters and
providing for a robust customer-stay provision to enable an original
manufacturer to more easily intervene in a suit. We appreciate the work that
the Chairman and Senator Lee have done thus far on these matters. That said,
we do think that only considering the “end user” provisions would be like
treating the flu with a tissue. We believe that any legislative package that the
Committee takes up that purports to address the rise of abusive patent
litigation must include reforms to the patent litigation system such as those
included in S. 1013, the Patent Abuse Reduction Act. Specifically, we think it is
imperative that legislation include strong pleading requirements to ensure
that a party facing a suit knows who is bringing a suit and what is actually
being infringed. Further, we think it is important to reduce the overall cost of
abusive litigation by rebalancing the economic burden of discovery demands.
Under the current system, there is nothing to disincentivize making exorbitant
demands for information that serve no other purpose but to drive up the cost
of litigation in an effort to compel settlement.

Finally, we think end users should have a robust defense against abusive
patent claims through an expanded, permanent Covered Business Method
(CBM) review, as Senator Schumer has called for in his legislation.

3. What are some examples of the costs to business and industry from
abusive patent litigation and how would legislation help?

As I outlined in my testimony, there are numerous economic impact studies
on how predatory and damaging patent trolling is to the economy at large.
Data gleaned by a study commissioned by the US Government Accountability
Office found trolls now account for almost 60 percent of patent infringement
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lawsuits in America. In 2011, patent troll activity cost the US economy $80
billion dollars and productive companies made $29 billion in direct payouts.
For our industry, the dollars add up fast. As you know, the average printing
company employs just 27 workers - none of which I can virtually guarantee
are in-house attorneys. So, the first reaction most of our members report is
contacting a local attorney. Keep in mind, these are printers in small towns in
Iowa and across the country - a local attorney is rarely a patent litigation
expert. A common theme we heard when talking to our member companies is
frustration with the outlay of upfront legal fees they were forced to spend just
to understand a threatening demand letter. As a printer in Texas told us, “We
paid our own attorney to review the letter. We then paid into a joint legal fund
created by Printing Industries of America. We also joined a group defense
through a law firm in Dallas.” It really exemplifies the protection small
printers - or small business owners - feel they must pay for just to determine
the validity of the claim against their companies.

There are also operational costs specific to the printing industry. For example,
direct mailing is a bread-and-butter service offered by printing companies.
One patent infringement currently pursued by patent trolls relates to
technology that produces “Intelligent Mail Barcodes” (IMB) on mail. This is the
barcode on an envelope below the recipient address on postal mail. It contains
the mail recipient’s address, zip code and the mailer ID; this information
allows for more efficient processing and quality mail delivery by the United
States Postal Service (USPS). It enhances the overall value of mail and mail
volume, which is critical to a cash-strapped USPS, Beginning in January 2013
and through January 2015, printers/direct mailers have been able to earn
automation price discounts through IMB compliance. Printers have invested
in software necessary to produce this “intelligent mail” and to qualify for
automation pricing. Should patent trolls successfully chill the move to IMB
compliance, it will hurt our member companies seeking to innovate, their
customers, and, ultimately, the nation’s postal system.

We believe that Section 5 of S. 1720 that is directed at fraudulent or
misleading patent demand letters would be a huge help in eliminating much of
these legal costs for our member companies. We also believe that legislative
proposals addressing the issues of heightened pleading requirements, patent
quality and more transparency of patent ownership would also help reduce
these costs. Overall, deterring the patent troll behavior up front would protect
small printers from having to divert resources that would be better spent on
hiring workers, reinvesting in company facilities and equipment, and other
behaviors that actually contribute positively to the manufacturing economy.
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RESPONSES OF DANA RAO TO QUESTIONS SUBMITTED BY SENATORS LEAHY, GRASSLEY,
AND WHITEHOUSE

Questions Of Senator Patrick Leahy (D-Vt.),
Chairman, Senate Judiciary Committee
Hearing on “Protecting Small Businesses and Promoting Innovation by Limiting Patent
Troll Abuse”
December 17, 2013

Questions for Dana Rao, VP of Intellectual Property & Litigation for Adobe

1 As a manufacturer, Adobe has challenged some patent assertion entities that have sued
Adobe’s customers for their use of Adobe products. In your testimony, you reference the
difficulties Adobe has sometimes faced trying to “stay” lawsuits against its customers while it
litigates the merits of the infringement suit.

What are the advantages of obtaining a stay in these cases, and what are some of the potential
effects for Adobe or its customers when a stay is denied? Would the customer stay provision in
S.1720 help Adobe to take action when its customers are being targeted in infringement suits?

Due to patent trolls’ increased focus on customers as their preferred choice of target, a
manufacturer is now faced with defending its product in several jurisdictions instead of one.
Defending in muitiple jurisdictions on the same patent for the same product is expensive and
unnecessary. Instead, manufacturers like Adobe would prefer to address the common issues in a
single forum. This minimizes costs on the customer and the manufacturer. In addition, the
patent holder is able to litigate its common issues in one forum, minimizing its costs as well.
‘When stays are denied, the same action now proceeds in multiple jurisdictions. This significantly
increases the burden on the defendant. Businesspeople and engineers have to appear as witnesses
in multiple courts, impacting the ability of the defendant to conduct its ordinary business.
Discovery proceeds redundantly and expensively for all of the cases. Different rulings of the
courts will cause uncertainty about the scope of the patent and its applicability, leaving the
resolution unsettled for both parties. All of these factors increase the pressure on the defendant
to settle these meritless lawsuits. This pressure is a tactical advantage for the plaintiff, and is
being purposefully leveraged today by the patent troll. S. 1720 provides a procedure to
accomplish these goals by requiring a court to grant the stay under certain conditions. If the
conditions are met, the stay must be granted. The stay can be lifted if the patent holder can make
the appropriate showing in the new forum. This common sense process will help defendants
manage the costs of their litigation docket. In addition, consolidating similar cases into one case
will also maximize the use of our limited judicial resources. While this is an excellent provision
to help minimize costs where manufacturer suits are involved, Adobe notes that a strong fee
shifting provision is necessary to establish the detetrent required for all troll cases. The same
pressure faced by end user defendants in the manufacturer cases are faced by the end users when
sued directly by the patent trolls.

2) A number of commentators have raised concerns about the quality of patents in the
software industry. The Leahy-Smith America Invents Act created several important mechanisms
to improve patent quality, and the Patent & Trademark Office (PTO) is also undertaking efforts
to improve its process for granting patents.
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What are your views on how these processes are working? What more can or should be done by
Congress, the courts, or the PTO to improve the quality of patents that are issued?

Adobe believes that the PTO’s efforts with the Software Roundtable and the AIA’s post-grant
procedures are important components to improving the quality of patents. More important than
any of those measures, however, is full funding of the PTO. Ensuring we have adequate
resources to search, reject, and approve patents is the most important factor in strengthening
patent quality. In addition to full funding, proposals on improving software patent quality
through use of specific common technical dictionaries, requiring claim charts in prosecution to
show support for claim elements, and expanding the sources of prior art available to examiners
are all valuable components of patent quality improvement. However, we believe that the current
patent troll problem that we are trying to solve is not driven merely by poor quality patents.
Rather, these problems are being driven by the asymmetric costs of litigation. Knowing that it
will cost a defendant millions of dollars to defend itself in patent litigation, a plaintiff can choose
any patent with which to bring a lawsuit. Any patent will do, since the goal is to avoid reaching
the merits. As long as this imbalance exists, the problem of patent trolls, opportunists seizing on
the disproportionate costs created by the patent litigation process, will continue. To combat the
patent troll, we need to couple improvements in patent quality with reform to our patent litigation
process. Fee shifting and reducing the costs of patent discovery are the two most important
components of that solution.
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Hearing: “Protecting Small Businesses and Promoting Innovation
by Limiting Patent Troll Abuse”
Question for the Record of Sen. Sheldon Whitehouse

Question for All Witnesses

Proactive Action by Corporate Defendants

Many Rhode Island businesses have been the victims of patent troll abuse, receiving bad-faith
demand letters and being forced to settle lawsuits or engage in costly litigation based on dubious
patent claims. Small and medium-sized companies, many of whom do not have an attorney on
staff, often do not have the resources to effectively fight patent troll abuse, which is why reforms
such as prohibiting bad-faith demand letters and allowing manufacturers to stay suits against
customers are necessary and appropriate.

Large corporate defendants, on the other hand, may have additional resources at their disposal
that could allow them to take proactive steps to combat abuses by patent trolls. Consideration of
such steps should be included in the discussion of how to address patent troll abuses.

Independent of legislation to reform the patent litigation system, what are some proactive steps
that large corporations that are frequently defendants in patent suits could take to better defend
themselves against patent troll abuses? In particular, please address the positive and negative
aspects of the following potential actions:

e Referring patent trolls and their attorneys who initiate frivolous lawsuits and fraudulent
and harassing conduct to the appropriate law enforcement authorities and disciplinary
bodies, including, in the case of attorneys, state bar disciplinary boards;

« Pursuing equitable remedies, such as injunctions against future suits by trolls with a
demonstrated record of frivolous litigation, fraud, and harassment;

o Pursuing Rule 11 sanctions against attorneys bringing frivolous suits;

s Increased use of joint defense agreements;

e Purchase of patent litigation insurance;

¢ Increased licensing and purchase of relevant patents; and

o Simply refusing to pay unjustified claims.
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Thank you for the opportunity to respond to these important questions. Initially, we
would remark that we believe that the problems affecting Rhode Island are faced by
businesses throughout the country, and faced by many of Adobe’s customers.

We also have provided comments on your specific bullet points below:

e Referring patent trolls and their attorneys who initiate frivolous Jawsuits and fraudulent
and harassing conduct to the appropriate law enforcement authorities and disciplinary
bodies, including, in the case of attorneys, state bar disciplinary boards;

e}

While demand letters themselves may qualify for prosecution as a
deceptive practice, behind the threat of a letter is a lawsuit, and there is
little that either the state Attorney Generals’ offices or the state bars can
do to prevent a lawsuit. Notifying the appropriate state agencies and state
bars is certainly a tool that could be used by large company defendants
who have the resources to build multi-prong defenses. In a situation
where a patent troll never sues and only engages in a deceptive letter
writing campaign, it is possible that referral to a state Attorney General’'s
office would be effective. However, it is unlikely that a Federal patent court
action will be stayed by referring the letter writing conduct to a state
attorney general’s office. In addition, the burden of proof required to show
the type of conduct necessary to initiate discipline from a bar is quite high
and would require significant additional resources from the small business
defendant. Given those limitations, we believe it is essential that we
address the unique problems of the patent litigation process by removing
the incentive to bring meritless suits. This would provide a longer lasting,
more effective, and more efficient solution. It is important to note that
Congress did already recognize this problem when it enacted a fee
shifting provision into the patent law. However, given the crisis we are
seeing today, it is time to strengthen that law to further discourage
meritless lawsuits, with a balanced provision that still ensures legitimate
patent holders have access to the courts.

e Pursuing equitable remedies, such as injunctions against future suits by trolls with a
demonstrated record of frivolous litigation, fraud, and harassment;

e}

It is not clear that this is a viable cause of action under current law. it may
be possible to obtain an agreement from pursuing future litigation as a
settiement for avoiding a fine or sanction, but it isn’t clear that an equitable
remedy is availabie for this behavior. If possible, we would welcome a bill
introduced that creates this cause of action. However, there may be
constitutional issues barring a troll from filing a lawsuit based in past
behavior. Given those issues, it is imperative that we implement the
current proposals in Senators Leahy’s, Lee’s, Cornyn’s, and Hatch’s bills.
it is time to act and provide real solutions to this unique but vital area of
our economy.

e Pursuing Rule 11 sanctions against attorneys bringing frivolous suits;

o]

This is a current remedy available to us. However, it is our experience that
Rule 11 sanctions are rarely granted from this type of behavior. Typically
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the reasons for denial are similar to the reasons for deniat of fees shifting:
it is difficult for a court under the standard to determine, in a patent case,
that the plaintiff's position was frivolous. This difficulty is exactly why we
need to change the patent law to have the presumption of fees being
shifted to the prevailing party. Only in that instance will fee shifting be an
effective deterrent against the abuses of the patent litigation system.
Forcing the patent holder to have a reasonable position before bringing a
patent lawsuit will enable legitimate patent holders to seek redress and
minimize the number of meritless suits. In addition, providing fees that
would be awarded for poor defendant conduct will also help the plaintiffs
and would increase the likelihood that plaintiffs will be able to find
representation, given the value of those shifted fees. Unfortunately,
relying on Rule 11 sanctions to solve the patent trolt problem would, in our
opinion, merely see the continued growth of the patent troll problem
plaguing our businesses.

» Increased use of joint defense agreements;

o In our opinion, joint defense agreements are used in every possible
instance that they can today, to help minimize costs. The value of this tool
is currently being maximized, and, unfortunately, the probiems of patent
troll abuse continue to grow. :

» Purchase of patent litigation insurance;

o Itis not clear insurance solves this problem. Insurance is a cost-shifting
exercise, and by providing patent trolls a large, well-funded, source of
settiement may actually encourage their current behavior. Instead, we
need to address the root of the problem. We must restore balance to the
patent litigation process by removing the incentives that exist today that
are attracting these opportunists into the patent area. Once we remove
those bad actors, legitimate patent holders will find it easier to file their
cases, and there will be more judicial resources to hear those legitimate
cases.

e Increased licensing and purchase of relevant patents; and

o Currently many companies are parts of consortia to license and acquire
patents. Adobe certainly believes in licensing and acquiring valuable
intellectual property rights that will benefit its business. We license and
acquire relevant patents reguiarly. However, we do not believe it is an
appropriate solution to require companies like Adobe to pay for meritless
claims. The patent suits brought by the patent trolls are based on patents
that have little value. Leveraging the high costs of defense, they are
forcing companies to settle for patents that they do not need. This practice
must stop.

o  Simply refusing to pay unjustified claims.

o Currently Adobe does litigate troll cases. This is a strategic decision by
Adobe because we do not believe giving into extortion is an effective
response. The extortionist will simply come back for more. However, the
vast majority of small businesses being affected by this behavior do not
have the resources to defend themselves against this type of behavior.
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That is why we need to change the incentives of the patent litigation
system and also reduce the overall cost of the patent litigation system so
patents can be tried and heard on their merits, and are not being used as
a tool to take advantage of the high cost of defense.
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Senator Grassley’s Written Questions for Senate Judiciary Committee
Hearing, “Protecting Small Businesses and Promoting Innovation by
Limiting Patent Troll Abuse,” December 17, 2013

Questions for Mr. Rao

1. What do you believe are the most promising proposals currently being
considered by Congress that would help deter abusive activity in the
patent system?

a. The problem we are facing is largely a result of opportunists
taking advantage of a particular asymmetry in patent litigation,
and to the harm of real world businesses. The high cost of patent
litigation, and its complex nature, allows patent trolls to acquire
meritless patents, initiate a suit, and extort settlements from
defendants who don't have the expertise or resources with which
to defend themselves. This is an outcome of the nature of our
current patent litigation process, and is best, and most effectively,
addressed with targeted reforms designed to restore balance to
that system. Strengthening the current fee shifting standard in
patent litigation as described in Senators Cornyn’s and Hatch’s
bills would help fulfill the promise of the existing fee shifting
provision. We can also craft this language to ensure that
legitimate small inventors are still able to use the patent system to
gain their day in court. Providing the courts the ability to ask for a
bond unless a bond will burden a small inventor’s non-patent
activity, or would burden a university or named inventor, will
help deter the patent troll threat from the beginning. In addition,
we should implement targeted reforms that will lower the cost of
patent litigation, which is good for both sides. As specified in
Senator Cornyn’s bill, requiring that initial pleadings have a
minimal amount of information (e.g. a theory of infringement,
naming the accused products, identifying particular infringing
claims) will help make patent infringement more cost-effective.
Delaying discovery on all issues except claim construction helps
patent holders and patent defendants limit costs until it appears
necessary to go forward. Finally, as discussed in Senator Leahy’s
bill, ensuring that customer suits are stayed in favor of
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manufacturer actions proceeding on the same patent and
products helps both the customer and judicial economy.

2. Asnoted by some of the witnesses, the Supreme Court is poised to
address some of your patent abuse concerns, such as the correct
threshold for fee-shifting. In your opinion, should Congress wait to see
what the Court does first? How would fee shifting change the incentives
and dynamics in patent litigation?

a. Adobe believes it is entirely appropriate for Congress to
strengthen the existing fee shifting standard in 35 U.S.C. 285. Itis
for the courts to “say what the law is.” It is up Congress to answer
policy questions and set the appropriate standards to achieve
those goals. In this case, Congress has identified a problem with
patent troll abuse of the patent litigation process, and therefore
should act to restore balance to that process. As noted above,
opportunists are taking advantage of the high cost of patent
litigation to seek meritless settlements from businesses big and
small across the country. If a patent troll knew there was a
likelihood it might have to pay the fees of a defendant, if the
patent troll’s position lacked merit, the patent troll would have to
think twice before bringing a meritless lawsuit.

Patent holders, like Adobe, typically review their patent claims for
quality and relevance before bringing suits against their
competitors. They know that a patent litigation is a serious
matter, and should be commenced with integrity and respect for
the process. In addition, they know that a competitor may file a
counter-claim against the plaintiff. Therefore, the plaintiff has an
incentive to make sure that their complaint is based on
reasonable, verified positions. A patent troll plaintiff has no such
disincentive, since it faces no threat of counter-claim. Therefore,
Congress must place a disincentive in the statute.

The current fee shifting standard requires that fees be shifted in
“exceptional” cases. This is a very high standard, rarely met.
While we hope the Supreme Court will lower the standard for
“exceptionality”, they cannot read the word out of the statute.
More importantly, we need to change the presumption of fee
shifting. Today, a patent troll collects hundreds of settlements



253

from defendants, and then walks away from cases pushed to the
merits. Under current law, fees cannot be shifted against the troll
because, since the merits were not reached, a court has no basis to
find that the troll’s position was not exceptional. If we use the
standard in Senator Cornyn’s bill, the presumption shifts such that
fees are awarded to the prevailing party, and a patent troll settling
before reaching the merits could not prove that it has a
substantially justified position. Adopting this new standard will
end the practice of bringing meritless lawsuits seeking hundreds
of settlements and walking away before reaching the merits. The
Supreme Court cannot change this presumption by reviewing
existing law. Therefore, Congress should enact the language in
Senators Cornyn’s and Hatch'’s bills to address this problem.

3. Isn't fee shifting in the Patent Act already? What is wrong with the
current statute that provides for fee shifting?

a. The Patent Act already has its own specialized fee shifting
provision, in Section 285. As described previously, we believe the
current standard is insufficient to act as the deterrent for which it
was intended. Patent trolls can file a suit and walk away before
reaching the merits without ever facing the threat of fee shifting,
in today’s law. We must change the presumption such that fees
are shifted to the prevailing party unless the non-prevailing party
has a reasonable position in law or fact. That allows the court to
shift fees against meritless troll lawsuits without question, and
enables courts to withhold fee shifting when the plaintiffs are
bringing legitimate patent claims.

4. How much does Adobe spend each year on patent troll litigation, and
what is the impact of such spending on consumers and Adobe
investment in the United States?

a. While we prefer not to disclose the exact amount, as a trade secret
of Adobe, we will say we spend millions of dollars and the highest
percentage of our overall legal budget on defending ourselves
against patent troll litigation.

b. Adobe is a business, and costs and profits factor into the pricing of
the products we sell, as well as in our hiring and investment
decisions. Over my career I have had conversations with business
owners where the question was regarding paying a patent troll a
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license fee or hiring (or letting go) an employee. Patent troll
litigation has real world consequences, for real people. In
addition, when we pay those license fees, or defense costs, as a
business, those costs are incorporated into our overall cost
structure, and thus become part of our product pricing strategy.
Every dollar we are spending on defense costs and inappropriate
license fees are dollars we are not investing in jobs, product
development, or employee benefits. This is not good for Adobe,
consumers, or our economy.

5. What are some examples of the costs to business and industry from
abusive patent litigation and how would legislation help?

a. Asdiscussed above, Adobe is a business, and costs and profits
factor into the pricing of the products we sell, and in our hiring
and investment decisions. This is not good for Adobe, consumers,
or our economy. The patent bills introduced by Senators Hatch
and Cornyn would provide an effective deterrent to patent troll
litigation. If we can eliminate the meritless patent troll litigation,
businesses can repurpose those dollars back into investments. In
addition, if we can reduce the number of these meritless patent
suits, it also frees up sorely needed judicial resources to focus on
the substantive patent lawsuits that are seeking to redress
legitimate patent rights.

6. How much of a difference would increasing funding to the Patent and
Trademark Office make in addressing the patent troll problem? Would Adobe
be willing to pay more for its own patent applications, to help fund the Patent
Office better?

We believe that the PTO serves a vital role in helping address the
patent troll problem by providing rigorous examination at the front end
of the patent process. We believe that if the PTO were able to receive all
of the user fees paid into it, those funds would be adequate to support
the objective of issuing high quality patents. However, the patent troll
litigation we are facing is the outcome of a problem in the patent
litigation process. In our experience, for a patent troll that is not looking
to have its patent reviewed on the merits, any patent will do. The nature
of the patent almost does not matter. Therefore, funding the PTO alone
will not solve the patent troll problems we are facing today. The
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problems we are facing are patent litigation problem, and require a
patent litigation solution.

7. In his prepared statement, Mr. Dickinson suggested that it might not be
necessary for Congress to focus on the rules and procedures in patent
litigation to curb the abusive practices of patent trolls. He testified, “In point
of fact ... many of these practices—sending a multiplicity of demand letters
containing vague allegations and minimal information, with persistent but
relatively modest settlement terms, and apparently with little preparation for
actually bringing a lawsuit—may have less to do with abusing the rules and
procedures in patent litigation per se than they have to do with consumer fraud
and deceptive trade practices arising from the demand letter ... Law
enforcement has developed measures to deal with such wrongdoers.” Do you
agree? Please explain why (or why not) Congress, rather than another
enforcement body, should address the patent troll issue.

Behind every demand letter is a threat. The threat is that the letter
writer will bring a lawsuit. The lawsuit is built on the premise that it will cost
far more to defend your valid position of non-infringement or invalidity than
it would be to merely pay the settlement requested. While we believe that
state attorney generals can improve the quality of these letters, and force
better disclosure, we do not believe the underlying threat of patent trolls will
dissipate by fixing this one aspect of the problem.

8. In his prepared statement, Mr. Bossone said regarding the deferral of
discovery provisions in S. 1013 and H.R. 3309, “[T]hese provisions would
routinely defer merits discovery in virtually all patent cases until after the court
issues a claim construction order. While there undoubtedly are cases in which
such discovery deferrals are appropriate, doing so as a general rule would
effectively bifurcate discovery on the merits in most cases and tend to prolong
patent litigation by 9-12 months, if not longer, across the board. Such delays
would accrue even in routine patent litigation that does not involve meritless
claims, small businesses defendants, or “patent trolls”... In my opinion, these
proposals are too rigid and interfere unduly with the responsibility and
authority of district courts to manage patent litigation in a case-specific
manner.” Do you agree? Do you believe these provisions would result in
added delays or otherwise would unduly interfere with the court’s ability to
manage patent litigation?
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We believe it is appropriate for Congress to review patent litigation
practices and determine a “default” position that will minimize the costs of
litigation for both sides. In this case, every patent case must have its claims
construed, according to the Federal Circuit jurisprudence. Given that
requirement, and the fact that noninfringement and invalidity defenses cannot
be built until such claim construction orders are received, we believe that
early Markman hearings are appropriate, as the default rule, in patent cases.
Staying discovery on other aspects of the case until that hearing will save both
sides expense. It is our experience that cases can settle, be disposed of with
summary judgment motions, or stipulated for appeal, once both parties
understand the scope of the patent. Until claim construction occurs, plaintiff
patent trolls can abuse the process by asking for broad discovery on all the
defendant’s products and all of their finances because the plaintiff patent troll
has not been forced to say what their patent means. If discovery was stayed
until after Markman, not only would a good percentage of patent cases go
away without ever needing any more discovery (because of settlement, and
the vast majority of patent cases settle), the ones that go forward will go
forward with narrow and more targeted discovery, reducing the cost of
prosecuting the case for both sides. It is important to realize that lowering the
costs of reaching the merits is a significant benefit to small inventors, who do
not have the resources of their large company targets to withstand a
protracted litigation. In addition, Adobe would support any discovery
sequencing provision to have sufficient discretion given to the courts to take
discovery out of sequence as appropriate, on motion by the parties. Itis
important not to important a too rigid process, as we agree that one size does
not always fit all. However, it does make sense to set forth a default standard
that will minimize expenses for the vast majority of the cases, and allow for
diversions from that practice as it makes sense.

9. In your opinion, does the recent rise in patent litigation encourage
innovation?

This is no evidence that patent troll litigation encourages innovation.
And there is certainly good reason to believe it is discouraging innovation.
Over half of the patent troll litigations are targeted at small businesses and
entrepreneurs who cannot fund their business and pay these trolls. This is
having a real impact on those businesses and they are often the most
innovative section of our economy. Imposing this high cost on some of our
brightest innovators is a poor way for a country to position itself for long term
success. We must act now to reduce the cost of these meritless patent suits,



257

and free up those dollars spent in defending against those suits to be
reinvested in jobs, innovation, and our economy.
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RESPONSES OF PHILIP JOHNSON TO QUESTIONS SUBMITTED BY SENATORS LEAHY AND
WHITEHOUSE

Questions Of Senator Patrick Leahy (D-Vt.),
Chairman, Senate Judiciary Committee
Hearing on “Protecting Small Businesses and Promoting Innovation by Limiting
Patent Troll Abuse”
December 17, 2013

Questions for Phil Johnson, VP of Intellectual Property at Johnson & Johnson
and member of the Coalition for 21st Century Patent Reform

Senator Leahy’s Question #1:

You have expressed concern that some efforts to address the problem of patent trolls
may have unintended consequences for legitimate patent holders seeking to protect
their rights. What do you think are the most promising strategies for addressing abusive
conduct by certain actors, without unduly burdening legitimate patent holders?

Mr. Johnson’s Answer to Question #1:

The most promising legislative strategies now under consideration for addressing
abusive patent litigation behavior are: (a) providing for stays of suits brought against off-
the-shelf retailers and customers who are using the purchase products as intended by
the manufacturer; (b) providing for the FTC to treat false and deceptive assertions of
patents as an unfair trade practice; (c) providing for disclosures in infringement
proceedings of information relating to those with a financial interest in the patent(s)
being asserted, and to the USPTO relating to assignments that result in changes in the
ultimate parent entity; (d) making corrections to the America Invents Act so that the
post-grant PGR and IPR proceedings established to allow for public challenges of
patents will work as originally intended, and (e) if not mooted by the Supreme Court in
the meantime, relaxing the applicable standard for awarding attorney fees to prevailing
parties in patent cases. The Coaiition for 21st Century Patent Reform (“21C”) believes
that through careful, targeted drafting, each of these strategies may be crafted into
provisions that deter or punish abusive behavior while avoiding undue burden on patent
holders seeking to protect their rights.

An example of such successful drafting is found in the transparency provisions of
Section 3 of the Leahy-Lee bill, $.1720. Section 3 ensures that appropriate information
concerning the ownership of patents is disclosed in court proceedings and to the United
States Patent and Trademark Office. In court proceedings, the provision requires that
every party asserting a patent disclose to the court and the other parties certain
information relating to all persons holding a financial interest in the asserted patent,
while allowing confidential information related to those disclosures to be governed by ar
appropriate protective order. Section 3 of the Leahy-Lee Bill further assures that
assignments of all substantial rights that resuit in a change to the ultimate parent entity
of any patent issued on or after the date of the act “shall be recorded in the Patent and
Trademark Office within 3 months of the assignment.” This provision further contains
measured penalties for non-compliance that are limited to the loss of the patent owner’s
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right to collect enhanced damages or attorney fees in a subsequent litigation “with
respect to infringing activities taking place during any period of noncompliance” and to
an award “to the prevailing accused infringer [of] reasonable attorney fees and
expenses incurred in discovering any previously undisclosed ultimate parent entities in
the chain of title.” Together, these transparency provisions will ensure that appropriate
information concerning patent ownership is made available, while not unreasonably
burdening the inventor community.

Other proposed changes in the Leahy-Lee bill similarly make corrections to the
estoppel, claims construction and double patenting aspects of the America Invents Act
that will allow this Act to work as intended, and should be passed as drafted.

The 21C also supports the concept of a customer stay provision that would allow a
manufacturer or supplier to intervene in patent infringement actions brought against
certain resellers and/or end users. Discussions with affected stakeholders have
revealed that the fewest unintended consequences will result if such a provision is
limited to stays of suits against “off-the-shelf” resellers who do not aiter or modify the
product in any way, and to end users who do nothing more than use the accused
products as instructed or clearly intended by their manufacturers. Proposals that would
reach further up the supply chain have proven to be problematic, risking the disruption
of previously negotiated bargains that determine where the risk of defending against
allegations of patent infringement lies.

Appropriate provisions to allow the FTC to address abusive demand letter behavior are
also achievable, but run the risk of serious disruption to the business of innovation if not
(a) cabined to apply only to statements that are clearly false or deceptive at the time
made, (b) limited to situations where the demands are widespread, where hundreds or
thousands of unrelated entities are blanketed with such demands, (c) a preemption of
potentially burdensome and conflicting state legislation on the same subject, and (d)
accompanied by safe harbor provisions that will ensure that legitimate patent notice,
licensing, marketing and assertion activities will not be affected.

As | have explained in my written and oral testimony, other suggested approaches to
the problem of abusive patent litigation behavior would bring with them unintended
consequences which outweigh any benefit they might achieve. Proposed heightened
pleading requirements, for example, will do little or nothing to deter the abusive filing of
patent cases, but will bog down many meritorious claims in motion practice relating to
the sufficiency of the pleadings and/or the need to amend them, thereby delaying the
merits phase of the litigation while driving up litigation costs. This additional delay and
expense will only add to the leverage that abusive plaintiffs will then use to coerce
higher settlements in view of the anticipated higher costs of a successfui defense.

Proposals to require courts to delay merits-based discovery pending claim construction
will similarly lengthen patent litigation and drive up its cost, also strengthening the hands
of abusive patent plaintiffs, especially in cases where other issues exist which could
have led to an early case disposition. The proposed discovery stays will be especially
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injurious to patent owners who have been manufacturing and/or marketing products, the
sales of which are being hurt by infringing competition. With merits-based discovery
being stayed for a year or more while the court and parties wrangle over the meanings
of patent claim terms, patent owners will suffer substantial continued losses of sales
and market shares, and of the jobs that depend on them. Recognizing that the vast
majority of patent cases do not involve assertions by non-practicing entities, the nature
and timings of initial disclosures, discovery, dispositive motions, exchanges of
contentions, filings of expert reports, Markman hearings and other pre-trial procedures
should all be left to the sound discretion of the courts, which are best positioned and
experienced to tailor each proceeding to achieve a just and expeditious resuit.

While several reasonable proposals have been introduced for allowing attorney fees to
be shifted to non-prevailing parties, issues remain concerning how to deal with the
circumstance where the non-prevailing party is unable to satisfy such an award. Of the
three suggested approaches to this problem - joinder, bonding, or imposing contingent
liability upon related persons — only the third has the potential of achieving its intended
purpose of deterring abusive conduct without unduly burdening patent owners seeking
to press meritorious claims.

Mandatory joinder of parties with tangential financial interests in the asserted patents
would equally impose burden and expense on interested affiliates of the vast majority of
patent owners who are seeking to press meritorious claims, while being easily avoided
by persons whose design is to pursue abusive assertions. As a result, such joinder
provisions will do little or nothing to solve the problem sought to be addressed, and will
impose undue burdens on many innocent persons.

The imposition of bonding requirements on certain classes of piaintiffs without regard to
the merits of the cases they have brought unfairly discriminates against these plaintiffs,
and imposes financial burdens on these assertions that may foreclose their access to
the courts in many instances.

The burdens created by the bonding and joinder proposals mentioned above are
particularly harsh in view of the availability of a more straightforward proposal that, in
the event of an attorney fees award, would impose contingent liability upon persons
controlling the non-prevailing party’s litigation conduct and/or with a substantial financial
stake in the proceeds of the case, but only where such award is not otherwise
collectable from the non-prevailing party. By definition, such an approach would impact
only those persons who control or who have a financial interest in the fruits of an abuse,
and would come into piay only if the original fee award against the non-prevailing party
remained unsatisfied.

Senator Leahy’s Question #2:
The Supreme Court has agreed to hear several important patent cases this term, including a case

focusing on the patentability of computer-implemented inventions. In your testimony, you state
that next year “the landscape of patent litigation may look significantly different than it does
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today” as a result of those cases. Please elaborate on that statement. Do the cases before the
Court have the potential to address some of the concerns that have been raised by businesses that
are being targeted in patent suits?

Mr. Johnson’s Answer to Question #2:

The Supreme Court has been very active in in addressing issues that are pertinent to patent
litigation reform, granting certiorari in five significant patent cases to be decided this year.
Depending on their outcomes, all five of these cases could have significant impacts on the on the
concerns raised by businesses that are defending patent infringement suits.

Attorney Fees Cases:

On October 1, 2013, the Supreme Court granted petitions for writs of certiorari in two patent
infringement cases raising the issue of when an award of attorney fees to a prevailing party is appropriate
under 35 U.S.C. § 285. In Octane Fitness, LLC v. [CON Health & Fitness, Inc., Docket No. 12-1184, the
Court will consider the test used to determine whether a case is “exceptional” under Section 285, which is
a requisite finding for the award of fees to the prevailing party. The petitioner challenged the "rigid and
exclusive” test that the Federal Circuit uses to determine whether a case is "exceptional," presenting the
following question that the Court accepted for review:

Whether the Federal Circuit's promulgation of a rigid and exclusive two-part test for
determining whether a case is "exceptional” under 35 U.S.C. § 285 improperly
appropriates a district court's discretionary authority to award attorney fees to prevailing
accused infringers in contravention of statutory intent and this Court's precedent, thereby
raising the standard for accused infringers (but not patentees) to recoup fees and
encouraging patent plaintiffs to bring spurious patent cases to cause competitive harm or
coerce unwarranted settlements from defendants.

In Highmark Inc. v. Allcare Health Management Sys., Docket No. 121163, the Court will
consider the deference to be given, if any, to a district court’s determination that a case is “exceptional”
within the meaning of Section 285. The question presented to the Court is:

Whether a district court’s exceptional-case finding under 35 U.S.C. § 285, based on its
judgment that a suit is objectively baseless, is entitled to deference.

The Solicitor General, as well as many amicus curiae, has argued that the Court should lower the
standard needed to find a case to be “exceptional” under Section 285, thus permitting fee shifting in favor
of prevailing parties more frequently in patent infringement cases.' In an amicus brief filed in the Octane
Fitness case by Johnson & Johnson and other 21C Steering Committee member companies, we have
urged the Court to realign the interpretation of Section 285 with traditional principles of equity, as applied
in the context of the claims, defenses, and issues arising in patent litigation, and with acceptable norms of
litigation conduct. The district courts should be empowered to determine which cases are “exceptional,”
and whether and in what amount fees should be shifted upon such a finding, through exercise of their
sound equitable discretion based on the totality of the record. By doing so, fee shifting in patent cases will

! See http://www.americanbar.org/publications/preview _home/12-1184.html (collecting amicus briefs in
Octane Fitness); hitp://www.americanbar.org/publications/preview_home/12-1163.htm! (collecting
amicus briefs in Highmark).
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serve the same purposes this Court has indicated it serves in other areas of litigation: a case management
tool for courts to discourage certain types of claims or defenses and to sanction misconduct.

The Court will hear arguments in both Octane Fimess and Highmark on February 26, 2014. Decisions
are expected by the end of the Court’s current term in June.

Should the Supreme Court reverse the Federal Circuit’s holding, the result may be that attorney fees will
be more readily awarded against non-prevailing parties who have been found to have brought specious
cases. Such a change in the dynamics of the litigation playing field may well discourage parties from
bringing specious claims to court, and/or may penalize them by imposing awards of attorney fees for
doing so.

Under the circumstances, Congress may decide that prudence dictates waiting for the outcome of this case
before enacting changes involving attorney fees shifting in patent cases.

Computer Implemented Inventions:

On December 6, 2013, the Supreme Court granted a petition for a writ of certiorari in Alice Corp. Piy.
Ltd v. CLS Bank Int’l, Docket No. 13-298, to consider the patent eligibility of computer-implemented
inventions. The question presented to the Court is:

Whether claims to computer-implemented inventions ~ including claims to systems and
machines, processes, and items of manufacture — are directed to patent-eligible subject
matter within the meaning of 35 U.S.C. § 101 as interpreted by this Court?

In this case, the Supreme Court will revisit the issue of how to determine whether a software-related claim
is directed to a patent-eligible invention or an ineligible abstract idea. The Alice Corp. patent is directed
to software-implemented business methods for mitigating settlement risk in certain financial transactions.

The Supreme Court decision is likely to have a profound impact on many of the issues underlying
calls for legislative action to combat patent infringement litigation abuse. The GAO report, for example,
concluded that the recent increases in patent infringement litigation were not caused by non-practicing
entity cases, but rather by the growth in litigation involving software patents:

Public discussion surrounding patent infringement litigation often focuses on the increasing role of NPEs.
However, our analysis indicates that regardless of the type of litigant, lawsuits involving software-related
patents accounted for about 89 percent of the increase in defendants between 2007 and 2011, and most of
the suits brought by PMEs involved software-related patents. This suggests that the focus on the identity
of the litigant—rather than the type of patent—may be misplaced.

Likewise, calls for expansion of the transitional review program for covered business method patents
have focused on the perceived need for additional review of software patents. Thus, the Supreme Court’s
opinion, expected by the end of the term in June 2014, may go a long way toward addressing some of the
fundamental questions regarding the patent eligibility of the types of patents that have spurred calls for
the changes reflected in several of the pending legislative proposals in both chambers of Congress.

Given the importance of this case, Congress would be well advised not to make substantive changes in the
scope or duration of the transitional program for covered business method patents pending the Supreme
Court’s forthcoming decision.
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Claim Indefiniteness:

On January 10, 2014, the Supreme Court granted a petition for a writ of certiorari in Nautilus v. Biosig
Instrument, Docket number 13-369, to address the issue of claim indefiniteness. The questions presented
to the Court are:

(1) Whether the Federal Circuit’s acceptance of ambiguous patent claims with multiple
reasonable interpretations ~ so long as the ambiguity is not “insoluble” by a court - defeats the
statutory requirement of particular and distinct patent claiming; and

(2) whether the presumption of validity dilutes the requirement of particular and distinct patent
claiming.

The decision in this case will be of great interest to patent litigants because determinations of validity and
infringement often turn on the court’s understanding of the degree of definiteness required to satisfy the
requirement of 35 U.S.C. 112(c), that the “specification ... conclude with one or more claims particularly
pointing out and distinctly claiming the subject matter which the inventor or a joint inventor regards as
the invention.”

This issue assumes greater importance because cases of alleged patent litigation abuse are often
characterized by accused defendants as involving patents having claims that are so ambiguous as to not
have fairly placed the public on notice of the subject matter claimed. Indeed, much of the (misplaced)
impetus for mandating that discovery be stayed pending the district court’s interpretation of the asserted
claims comes from just this perception. For example, at pages 8-9 of its brief in support of certiorari, the
Electronic Frontier Foundation (“EFF”) argued that the current test for ambiguity authorized by the
Federal Circuit “has fostered business practices that abuse the patent system by exploiting...sanctioned
vagueness in patent claims” and that:

[Almbiguous patents—mostly relating to software—have fed the recent explosion in litigation by
non-practicing entities (also known as patent trolls). By revitalizing the law of indefiniteness, this
Court could improve patent quality and reduce opportunistic patent litigation.

Accordingly, should the Supreme Court hand down a definitive ruling on the issues presented, the
guidance provided thereby may make it easier for the courts to distinguish between specious and
meritorious assertions, may obviate the need perceived by some to bring patent litigation to a virtual
standstill pending the court’s claim construction ruling, and, if EFF is correct, reduce opportunistic patent
litigation.

The imminence of the Supreme Court’s decision on this issue provides yet another reason why Congress
should decline to require that courts delay merits discovery in patent cases pending the district court’s
ruling on the meaning of claim terms.

Whether Direct Infringement May Result From the Combination of Multiple Actors

On January 10, 2014, the Supreme Court granted certiorari in Limelight Networks v. Akamai
Technologies, Docket Number 12-786, to address the issue of whether patent infringement liability under
35 USC 271(b) (for inducement) requires the existence of an underlying direct patent infringement. 35
USC 271(c) simply states “[Whoever actively induces infringement of a patent shall be liable as an
infringer.” In Akamai it is undisputed that all of the steps of a claimed method were performed by
Akamai except one, which was performed, as intended by Akamai, by its customer. Accordingly, while
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no single person or entity involved in the activity had performed all of the steps needed to constitute a
direct infringement, under these circumstances, Akamai was nonetheless found liable for infringement as
an inducer. The question presented to the Court for decision is:

Whether the Federal Circuit erred in holding that a defendant may be held liable for inducing
patent infringement under 35 U.S.C. § 271(b) even though no one has committed direct
infringement under Section 271(a).

An amicus brief seeking grant of this review filed on behalf of several advocates® for legislative action
argues that the liability standard established under 4kamai “exacerbates the exorbitant cost and potential
for abuse in patent litigation,”” stating;

The manner in which Akamai expands liability also exacerbates the problem of abusive patent
lawsuits. Armed with an expansive rule that can impose liability on a company for supplying
otherwise noninfringing products and services, opportunistic plaintiffs are likely to pursue even
more companies to seek extortionate settlements largely divorced from consideration of the
merits of the claims. And companies that decline to settle meritless cases will be forced to invest
even more money in investigating and litigating divided infringement claims before they can
effectively evaluate the merits and settlement value.*

These amici further argue that the complexity of the current rule injects additional uncertainty into patent
litigation, and that if certainty were brought to these issues, settlements of all cases, including meritorious
claims of infringement, would be encouraged.’

Depending on how the Supreme Court decides this issue, it could provide yet another reason not to stay
merits discovery pending Markman rulings in patent cases (if the volume of needed discovery is reduced),
and could affect the frequency of suits being brought against resellers and end users who are using the
accused products or processes as intended and/or instructed by manufacturers or suppliers. In the event
the Court decides that suits must be brought against resetlers and/or end users to establish liability, there
is a potential that current legislative proposals to automatically stay such cases may not be as effective as
hoped in reducing patent litigation.

% See the Amicus in support of the petitioner filed by Google, Inc.; Cisco Systems, Inc.; Oracle Corp.; Red Hat, Inc.;
SAP America, Inc.; Symantec Corp.” Xilinx, Inc. (12-786.)

® Id, heading on page 14.

*1d at 16.

id at17.
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Hearing: “Protecting Small Businesses and Promoting Innovation
by Limiting Patent Troll Abuse”
Question for the Record of Sen. Sheldon Whitehouse

Question for All Witnesses

Proactive Action by Cerperate Defendants

Many Rhode Island businesses have been the victims of patent troll abuse, receiving bad-faith
demand letters and being forced to settle lawsuits or engage in costly litigation based on dubious
patent claims. Small and medium-sized companies, many of whom do not have an attorney on
staff, often do not have the resources to effectively fight patent troll abuse, which is why reforms
such as prohibiting bad-faith demand letters and allowing manufacturers to stay suits against
customers are necessary and appropriate.

Large corporate defendants, on the other hand, may have additional resources at their disposal
that could allow them to take proactive steps to combat abuses by patent trolls. Consideration of
such steps should be included in the discussion of how to address patent troll abuses.

Independent of legislation to reform the patent litigation system, what are some proactive steps
that large corporations that are frequently defendants in patent suits could take to better defend
themselves against patent troll abuses? In particular, please address the positive and negative
aspects of the following potential actions:

¢ Referring patent trolls and their attorneys who initiate frivolous lawsuits and fraudulent
and harassing conduct to the appropriate law enforcement authorities and disciplinary
bodies, including, in the case of attorneys, state bar disciplinary boards;

¢ Pursuing equitable remedies, such as injunctions against future suits by trolls with a
demonstrated record of frivolous litigation, fraud, and harassment;

e Pursuing Rule 11 sanctions against attorneys bringing frivolous suits;

e Increased use of joint defense agreements;

e Purchase of patent litigation insurance;

* Increased licensing and purchase of relevant patents; and

o Simply refusing to pay unjustified claims.

Mr. Johnson’s Answer:

The following are my comments, by topic, on the suggested potential actions to respond to patent
litigation abuses:

o Referring patent trolls and their attorneys who initiate frivolous lawsuits and fraudulent
and harassing conduct to the appropriate law enforcement authorities and disciplinary
bodies, including, in the case of attorneys, state bar disciplinary boards

The first order of business when responding to the institution of a frivolous charge of
infringement or frivolous patent infringement lawsuit is to place the person asserting the
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patent on notice that the charge of infringement is unfounded, and to provide such non-
confidential evidence as may be available to demonstrate that fact to the party pressing the
infringement issue. In our experience, when faced with such evidence, most legitimate
entities will immediately give up their claim, or, if they are not convinced, respond in an
effort to resolve any lingering doubts they may have. Sometimes it is necessary to enter into
a confidentiality agreement allowing for the exchange of more information between counsel
who are permitted to share their conclusions, but not the disclosed evidence, with their
clients. Almost invariably, if the evidence shows that the case is or would be baseless, the
claim is dropped.

Very occasionally, the person asserting the claim insists on pressing the claim further. In
some of these instances, the patent owner is an independent inventor or an unsophisticated
business person who has a good faith, but mistaken, belief concerning the existence of an
infringement. Such a mistaken belief may be founded, for example, only on the similarities
between the patented product or process and the ones accused, without taking into account
the effects of the prior art, claim limitations or limiting arguments that will preclude the
patentee from prevailing.

In other instances, there is no good faith belief that there has been an infringement of a valid
patent, and the matter is pressed simply for the purpose of extorting a settlement that will
cost the defendant considerably less than the cost of a successful defense. At this point, the
only reasonable course of action for the accused infringer is to seek to establish the frivolous
nature of the action in court, as this is a practical prerequisite to seeking any further redress
from the court, or other sources. Law enforcement authorities and disciplinary bodies,
including, in the case of attorneys, state bar disciplinary boards, are not equipped to
distinguish between frivolous and meritorious patent claims, and thus they are not, and
probably should not be, interested in such controversies before a federal court has assessed
the claim and declared it to have been specious.

But fortunately, unlike other areas of litigation, 35 U.S.C. 285 does allow for the collection
of attorney fees and expenses in connection with exceptional patent cases, so that an accused
infringer who elects to defend against a frivolous claim to the point of victory has some
possibility of recovering fees and expenses. MarcTec, LLC v. Johnson & Johnson and
Cordis Corporation, 664 F.3d 907 (Fed. Cir. 2012) is one such case in which the defendants
were awarded $4 million in fees and expenses after it was found that the plaintiff continued
to press its case in bad faith.

Once a case has been established to have been frivolous, or to have been pressed in bad faith,
in practice further referrals of the matter become the responsibility of the federal district
court judge handling the matter. Depending upon the nature and source of the abuse, the
judge may take action against the lawyers, experts or witnesses involved by rebuking them
in his/her opinion, or through more formal channels, such as by referrals to the appropriate
law enforcement authorities and disciplinary bodies, including, in the case of attorneys, state
bar disciplinary boards. Since most of these referrals are confidential, the prevailing party
may not even be aware that they have occurred. Where the rebuke has come in the court’s
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opinion, the opinion itself normally comes to the direct attention of state and USPTO
disciplinary authorities, who may institute disciplinary investigations or other proceedings.

Even if the only punishment is a written rebuke contained in the court’s opinion, the
consequences may be significant. Attorneys so sanctioned usually suffer losses in their
reputations, present and future representations, and many of the benefits of their existing
professional affiliations. Indeed, it is quite common for firms to expel such attorneys, and for
existing representations to be withdrawn by clients who do not want to be further associated
with such counsel.

o Pursuing equitable remedies, such as infunctions against future suits by trolls with a
demonstrated record of frivolous litigation, fraud, and harassment

Pursuit of equitable remedies against future conduct is neither common, nor would it likely
be effective. The nature of any future claim to be brought by a real party in interest is
unlikely to be the same as any previous unsuccessful claims. A real party in interest whose
objective is to press frivolous claims will always be able to find a new patent, or to find or
create a new plaintiff, or both, for that purpose. Just as in the criminal context, the fact that a
party has acted badly in the past will not generally be deemed by the courts to be sufficient
justification to presume they are acting badly in the present case. Accordingly, the better
policy approach would be to ensure that persons who abuse the court system by pressing
frivolous claims in bad faith are punished accordingly.

o Pursuing Rule 11 sanctions against attorneys bringing frivolous suits

Rule 11 allows a party in a pending suit to seek sanctions for failing to comply with the
requirements of Rule 11(b) relating to the certifications that are made to the court when a
party presents a pleading, written motion or other paper for the court’s consideration. These
certifications include that “to the best of the person’s knowledge, information, and belief,
formed after an inquiry reasonable under the circumstances,” the paper is not being presented
for any improper purpose, that the positions taken therein are warranted by existing law or a
reasonable extension thereof, that factual contentions have or are likely to have evidentiary
support, and that denials are warranted by evidence, or if so identified, by reasonable belief
or lack of information.

Rule 11 sanctions are most often sought with respect to specific violations of this rule, rather
than the entirety of the case, where collections of fees and expenses under 35 U.S.C 285 are
preferred. Rule 11 does not apply to disclosure and discovery requests, responses,
objections, and motions under Rules 26 through 37, sanctions for which are provided under
Rule 37. Seeking Rule 11 sanctions may be preferred in some circumstances because they
are available to “deter repetition of the conduct or comparable conduct by others similarly
situated,” and may include “nonmonetary directives.”

When appropriate, the availability of Rule 11 sanctions can be quite effective, and represent a
meaningful tool for use in deterring abusive litigation conduct.
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o Increased use of joint defense agreements

The use of joint defense agreements is most common when a single cause of action is brought
against two or more parties who may share joint and several liability. It is less common when
actions are brought by third parties that allege separate causes of action for patent infringement
based upon the manufacture, use or sale of different allegedly infringing products or processes.
In these cases, the defendants are often competitors of each other, and are unwilling to share, or
are even prohibited from sharing, competitively sensitive information. Fortunately, joint defense
agreements are often not needed as there is little or no need to share the specifics of the different
accused instrumentalities: the basis of each defendant’s invalidity positions (including any
allegedly invalidating prior art) is usually made public and discovery under appropriate
protective orders will normally allow defendants to learn all that may appropriately be learned
with respect to the relevant testimony and documents adduced in other proceedings.

s Purchase of patent litigation insurance

Most companies see patent litigation as a routine business risk, and don’t insure against it. Many
companies work to minimize the likelihood that meritorious claims can be brought against their
products through established patent clearance processes. Sophisticated competitors routinely
assess the scopes of patents held by others, and, if they are determined to be likely valid, seek
either to design their products to be free of claims under those patents, or obtain licenses to them.

While claims based on other forms of insurance relating to patent assertions sometimes arise,
successful collections on them are relatively rare.

e Increased licensing and purchase of relevant patents

As mentioned above, most companies work to avoid infringing the valid patents of others, and,
as appropriate, license or cross license patents of interest with others in their fields. Such
licensing and cross licensing activities are highly beneficial, allowing companies to aggregate all
of the rights they need to develop and introduce products incorporating cutting edge
technologies. In today’s technologically complex economy, it is vital that routine patent
assertion and licensing activities not be adversely affected, as few if any technologically
sophisticated companies own all of the patent rights that they will need to develop tomorrow’s
breakthrough products.

Some companies whose business model involves aggregating many different technologies appear
to have elected not to deal with patent infringement issues during the product development stage,
leaving them for later resolution when third parties bring claims against them. These companies
more often find themselves subject to patent demands from others, and more often involved in
patent litigations as accused infringers. For these companies, an upstream, proactive in-licensing
strategy would likely help them avoid future patent litigation.
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o Simply refusing to pay unjustified claims

Most companies prefer to refuse to pay unjustified claims, and often do so. Nonetheless, there is
a fair amount of uncertainty in the outcomes of court cases, especially when juries are involved,
as they routinely are in patent trials. Moreover, under existing precedent in this country, awards
of attorney fees in cases where the claims were unjustified remain relative rare, meaning that
even a win in court will most often result in a loss on the balance sheet.

In other countries, the award of attorney fees and expenses to prevailing parties is authorized as a
matter of course. In our experience, under these rules, frivolous cases are deterred and
meritorious ones are encouraged. Companies who see themselves as winning more than losing
are normally comfortable with such systems, as on balance they see themselves facing less
litigation, and coming out ahead on attorney fees when they do litigate.
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RESPONSES OF STEVE BOSSONE TO QUESTIONS SUBMITTED BY SENATORS LEAHY AND
WHITEHOUSE

Hearing: “Pr ing Small Busi and Pr ing Innovation
by Limiting Patent Troll Abuse”
Question for the Record of Sen. Patrick Leahy

Question for Dr. Steve Bossone, VP of Intellectual Property, Alnylam

You have expressed concern that some efforts to address the problem of patent trolls may have
unintended consequences for legitimate patent holders secking to protect their rights. What do
you think are the best strategies for addressing abuses in the system in a meaningful way,
without unduly burdening the rights of legitimate patent holders?

Answer

In my opinion, the bad faith-assertion of patents against small businesses is a discrete, and
relatively recent, development that requires a relatively discrete solution. Seen this way, the
implementation of generalized patent litigation reforms that would operate on all litigants in
patent cases, that would - on balance - work to the benefit of defendants and against patentees,
and that would make the enforcement of patents more costly and difficult for legitimate and
illegitimate patent enforcers alike would seem to go too far.

Thus, in the first instance Congress should ask which of the many proposed provisions in the
multitude of pending bills would most benefit small-business recipients of abusive demand
letters? Ibelieve that small businesses would be best served by:

1. Ensuring that demand letters be clearer and carry less of an “in terrorem” effect, so that
unsophisticated small businesses would not be prematurely and unfairly “goaded” into
paying unjustified and inflated claims;

2. Empowering willing manufacturers of allegedly infringing products to step in and test the
validity of the claims on behalf of their customers, and thereby take enforcement pressure
off end-users and retailers, including through a properly-crafted “customer stay”
provision;

3. Ensure transparency and disclosure in the sending of widespread patent demand letters,
which will facilitate the creation of registries where small-business recipients of demand
letters can access information about the enforcement activity, get in contact with each
other, learn about steps the manufacturer may have taken to resolve the issues, and
explore joint action such as joint defense agreements or jointly approaching the
manufacturer;

4. Exploring the role of public authorities such as the FTC in policing bad-faith demand
letters as a matter of consumer fraud, unfair trade practices, and small-business
protection.

I believe that S. 1720 would lay the basis for many of these concepts. In contrast, I do not believe
that small businesses would greatly benefit from the generalized litigation reform provisions of
other bills — certainly not to a degree that would justify the systemic burden on the vast majority
of legitimate patentees who must defend their businesses against patent infringement. Litigation
reform most benefits those who have the money and the will to litigate. The prototypical small
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business that receives, for example, an out-of-the-blue demand for $1,000 per employee because
it uses scan-to-fax technology in its office simply will not benefit from the ability to engage in
preliminary motion practice because a patent complaint did not comply with new enhanced
pleading requirements. Such a business would not benefit from the ability to implead third party
plaintiffs, from discovery stays pending claim construction, from “requester pays” provisions for
electronic discovery, and other patent litigation reform concepts. Leveraging each of these
provisions is costly and requires expensive lawyer time. Abusive patent enforcers will be acutely
aware of that cost, and will always be ready to propose a settlement over an amount that is
commercially more rational than litigating the claim. In other words, the proposed litigation
reforms might “move the needle” on the amount needed to pay off a frivolous claim, but in the
long run abusers of the system would simply demand “less money from more people.” The result
would be that legitimate patent owners would be burdened with more cost and complication in
enforcing their patents, while nothing meaningful is accomplished against the practices of
abusers of the system. As sure as the sun rises tomorrow, Congress would be faced with more
calls for more patent litigation reform in two years.

I would also note that many calls for generalized patent litigation reform are accompanied in
public discourse by expressions of frustration over judicial inertia. It has been said that courts, or
at least certain courts, are supposedly too slow in reacting to fast-developing abusive practices,
unwilling to rein in out-of-control discovery practices, taking a laissez-faire approach to patent
case management, and the like. On the other hand, most stakeholders seem to agree that courts
already have the authority to implement much of what is now being called for in the form of
hard-wired litigation reform legislation. I believe the judiciary should be given a chance to run its
process. I also believe that at least some complaints are grounded in resource problems that
should be addressed in the first instance. Just like there is broad support among the patent
stakeholder community for adequately funding patent examination and patent review in the
USPTO, there ought to be broad support for adequately funding the adjudication of patent
disputes in the federal courts. I am perplexed that our nation would be willing to dedicate
enhanced resources to administrative patent examination (or to the policing of demand letters by
the FTC), but to not authorize the hiring of even a few additional law clerks in the federal district
courts under the 2011 Patent Cases Pilot Program. For example, I am not aware of any inquiry as
to whether perhaps 10 or 15 U.S. magistrate judges, strategically placed in the patent-busiest
districts, might not have an enormous impact on patent case management, discovery
management, and the like. Providing adequate judicial resources, in whatever form, seems to me
an entirely overlooked aspect that really ought to be explored before turning to heavy-handed
legislation that, on balance, is likely to carry a much greater societal price tag.

Thank you for the opportunity to comment.
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Hearing: “Protecting Small Businesses and Promoting Innovation by
Limiting Patent Troll Abuse”
Question for the Record of Sen. Sheldon Whitehouse

Proactive Action by Corporate Defendants

Many Rhode Island businesses have been the victims of patent troll abuse, receiving bad-faith
demand letters and being forced to settle lawsuits or engage in costly litigation based on dubious
patent claims. Small and medium-sized companies, many of whom do not have an attorney on
staff, often do not have the resources to effectively fight patent troll abuse, which is why reforms
such as prohibiting bad-faith demand letters and allowing manufacturers to stay suits against
customers are necessary and appropriate.

Large corporate defendants, on the other hand, may have additional resources at their disposal
that could allow them to take proactive steps to combat abuses by patent trolls. Consideration of
such steps should be included in the discussion of how to address patent troll abuses.

Independent of legislation to reform the patent litigation system, what are some proactive steps
that large corporations that are frequently defendants in patent suits could take to better defend
themselves against patent troll abuses? In particular, please address the positive and negative
aspects of the following potential actions:

o Referring patent trolls and their attorneys who initiate frivolous lawsuits and fraudulent
and harassing conduct to the appropriate law enforcement authorities and disciplinary
bodies, including, in the case of attomeys, state bar disciplinary boards;

» Pursuing equitable remedies, such as injunctions against future suits by trolls with a

demonstrated record of frivolous litigation, fraud, and harassment;

Pursuing Rule 11 sanctions against attorneys bringing frivolous suits;

Increased use of joint defense agreements;

Purchase of patent litigation insurance;

Increased licensing and purchase of relevant patents; and

Simply refusing to pay unjustified claims.

Answer

Thank you for the opportunity to comment. As a development-stage business with fewer than
200 employees, Alnylam does not have a developed position on the strategies and proactive steps
that may be taken by large corporations to protect themselves from meritless infringement
allegations by patent assertion entities. Accordingly, any attempt of mine to address in detail the
above-described options would involve a great amount of speculation. I do believe, however, that
several of the described options are already being employed. For example, I believe that non-
payment of unjustified claims is not uncommon among large corporations. Likewise, referral of
abusive demand letters to state authorities is occurring with some frequency and seems to be
bearing fruit, if the recent settlement of the New York State Attorney General with the sender of
the “scan-to-fax™ mass demand letters is any indication. See: http://www.ag.ny.gov/press-
release/ag-schneiderman-announces-groundbreaking-settlement-abusive-%E2%80%9Cpatent-
troll%E2%80%9D
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RESPONSES OF HARRY WOLIN TO QUESTIONS SUBMITTED BY SENATORS LEAHY,
GRASSLEY, AND WHITEHOUSE

AMDAQ

January 17, 2014

The Honorable Patrick Leahy

Chairman

The Honorable Charles Grassley
Ranking Member

U.S. Senate Committee on the Judiciary
224 Dirksen Senate Office Building

Washington, DC 20510
RE: to Written Q ions from of the C i for the Hearing Titled, Protecting
Small i and d ion by Limiting Patent Trol! Abuse ~ December 17, 2013

Dear Chairman Leahy and Ranking Member Grassley:

Thank you again for the opportunity to testify before the Judiciary Committee regarding The Patent
Transparency and Improvements Act and the need to curb the patent litigation abuses that are plaguing
the U.S patent system. We appreciate the opportunity to share our views on the pressing need for
effective legislative reforms to address this growing problem.

Below are responses to the Questions for the Record requested by Chairman Leahy, Ranking Member
Grassley, and Senator Whitehouse.

Question from Chairman Leahy

Q: Numerous groups have raised concerns about transparency in the patent system, and the ability of
trolis to target companies through “shell companies.” The legistation | have introduced includes two
transparency provisions to help address those issues. One requires plaintiffs who file a fawsuit to
disclose the certain ownership information under the standard that has long been used in the Northern
District of California. The other requires ongoing disclosure to the Patent and Trademark Office when a
patent is transferred so that the PTO has a record of current ownership.

Do you agree that improving transparency will help address abuses in the patent system, and if so, why?
As someone who has worked in companies that possess a significant patent portfolio, do you view these
requirements as manageable for patent holders to comply with?

R: Yes, improving transparency can help address abuses in the patent system, and we believe that the
requirements you propose would be manageable for any patent holder. Asa general matter, improved
transparency will shed light on the operation of the patent system, which creates important
disincentives for bad behavior. The ownership disciosure provisions could be particularly useful by
clearly identifying ownership information, as well as providing information related to any entity witha
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right to sublicense or enforce a patent, as well as any entity with a financial interest in a patent. The
provision requiring ongoing disclosure of transferred patents to the USPTO would also be helpful in that
there would be an official record maintained by USPTO to demonstrate patent ownership and
provenance. Together, these common-sense provisions would provide basic, highly relevant
information that is important for all parties, and the courts, to understand at the beginning of a case,
potentially saving considerabie time and resources should the case progress.

Questions from Senator Grassley

Q: In your view, are the reforms in Senator Leahy’s bill adequate to address the threat from patent trolls
that you confront? Why or why not?

R: We are greatly encouraged by the interest from this Committee and the House to curb patent
litigation abuses. Our view is that there is no single solution to patent litigation abuses and that multiple
reforms are necessary to provide effective relief. Certain provisions of the Patent Transparency and
Improvements Act, introduced by Senators Leahy and Lee, can be very helpfui. The transparency
provisions in Section 3, for example, help to shed light on the patent marketplace and thereby
discourage bad behavior. Section 5, regarding bad faith demand letters, will help curb the abusive
practice of mass-mailing frivolous demand letters in the hopes of securing a settlement from victims.

These provisions alone, however, are insufficient to curb the abuse plaguing our patent system.
Although helpful to solve some problems, this legisiation would not, for example, discourage the filing of
frivolous lawsuits, decrease the cost of patent litigation generally, or reduce the resultant ability of
abusive companies to extract expensive settlements from innocent defendants merely because it’s
cheaper to settle than to fight. American businesses are counting on Congress to address these harms,
and to that end, we respectfully urge the Committee to inciude the provisions co-sponsored by Senators
Cornyn and Grassley, such as heightened-pleading, discovery reforms, and fee shifting, in any bill. These
measures, more than any others in our view, are essential to any meaningful and impactful reform. We
note that versions of these provisions are key parts of the Innovation Act (HR 3309}, introduced by
Chairman Goodlatte and recently passed with strong bipartisan support by the House of
Representatives.

Q: AMD is a holder of numerous patents. Do you believe that the reforms dealing with strengthening
pleading requirements, improving transparency requirements and limiting discovery will hurt AMD’s
ability to enforce its patents against infringers?

R: No, just the opposite. We strongly support these specific areas of reform because they would set
reasonable standards that will protect any patent owner from frivolous and abusive claims, while
providing those same owners full and open access to the courts. From AMD’s perspective, these
provisions would not impede our ability to enforce patents against infringers because we see them as
best practices that we would willingly apply in any case.
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Q: In your opinion, which types of abusive patent litigation are best addressed by the courts, PTO or
legislation?

R: While the courts have considerable authority to help address frivolous cases, as well as certain
abusive tactics, the considerable growth of abusive litigation over the past several years demonstrates
that the courts alone are unable to uniformly address this expanding problem. Legislation is needed to
provide clear guidance to the courts to help address abuses such as mass-mailings of demand letters,
broad, or poorly defined claims, dilatory, ill-defined, and excessive discovery tactics, and other abuses
that have become commonplace in the U.S. patent system. Specifically, the types of reforms described
in The Innovation Act, as well as the transparency provisions in Senator Leahy’s legislation, will have the
greatest impact if passed into law.

Q: How would fee shifting change the incentives and dynamics in patent litigation?

R: Unlike most American businesses, some patent holders have little to no litigation risk and, therefore,
have an incentive to fitigate meritless claims in the hopes of getting a lottery-like return. A defendant,
on the other hand, is always assured of high litigation costs and the risk of crippling liability. This risk-
reward imbalance résults in uneven bargaining power, which is often used to unfairly extract licenses or
settlements that substantially exceed the value of the asserted patents. In fact, several notorious
patent trolls are known for pursuing frivolous claims against a larger number of defendants with the
expectation of receiving only a settlement from each. Each settlement funds additional lawsuits filed
against additional parties, creating a domino effect. Entities who exploit the system know that a
defendant is far more likely to pay to settle a lawsuit rather than pay the same or more in attorney fees
and expenses to prove that the allegations are frivolous. Changing the risk-reward equation through fee
shifting provisions creates a new dynamic, in which plaintiffs are no longer incentivized to file and
litigate meritless claims, or seek to extract settlements by threating expensive litigation.

Q: What do you believe are the most promising proposals currently being considered by Congress that
would help deter abusive activity in the patent system?

R: We believe the most promising proposals currently being considered are the heightened pieading
requirements, discovery reforms, and attorney fee shifting provisions that were originally proposed in
Senator Cornyn’s proposed legislation, and were ultimately passed in The innovation Act authored by
Chairman Goodlatte. We also note that the White House has expressed strong support for these
measures. Other provisions, such as the transparency and demand letter reforms proposed by
Chairman Leahy would also be usefu! in addressing specific types of abuses.

Q: Some of the witnesses have expressed concerns that the heightened pleading requirements would
complicate and delay litigation because of disputes over whether the pieading requirements have been
met. Do you believe that these concerns are justified?

R: No - we strongly believe that, on balance, heightened-pleading requirements would simplify and
expedite litigation. Under current law, a plaintiff can file a patent infringement lawsuit by merely
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identifying the patent-in-suit and providing a general allegation that the defendants’ products infringe.
As a result, it can be months or even years before a defendant knows what is actually at issue. A
plaintiff needn’t explain what claims are being infringed, what product infringes or how the product
infringes. That's like being able to sue for trespassing real property without explaining where the
property is located. The result is an unnecessary waste of the parties’ and the court's limited resources.
But, heightened pleading requirements would add clarity to a patent infringement lawsuit from its
inception. As proposed in the Innovation Act and as proposed by Senators Cornyn and Grassley, a
plaintiff would be required to allege patent infringement with specificity, identifying not only the
specific products at issue, but also the plaintiff's reason for believing that these products infringe.

We agree that there may be a temporary increase in the number of disputes regarding whether the
pleading requirements have been satisfied, but | also know that the number and frequency of these
disputes will decrease as law develops to more clearly define the requirements of these provisions.
{indeed, any new legislation runs the risk of this initial, and temporary, increase in disputes regarding
the statute’s requirements.) It is also clear that, on balance, the proposed heightened-pleading
requirements will simplify and expedite litigation. First, the provision would deter purely frivolous
lawsuits, thereby reducing the number of cases filed in district court, which will allow courts the
opportunity to address legitimate lawsuits more quickly. (As a patent owner, this factor is particularly
important to AMD.) Second, the provision will force both parties to focus on the issues that are actually
in dispute, rather than wasting time and money to identify the issues in dispute. Third, by clearly
identifying the parties’ dispute from the inception of the lawsuit, the heightened-pleading proposai will
reduce the number of motions filed on issues that are uitimately not relevant to the resolution of the
parties’ dispute.

Finally, it is important to also note that heightened-pleading requirements present no downside to a
legitimate plaintiff. We don’t take lightly any legislation that would place an additional burden on a
plaintiff, as AMD actively enforces its patent rights against infringers, and we occasionally have needed
to resort to filing a patent infringement lawsuit. However, a party seeking to enforce its patent rights,
rather than seeking to extort a settiement, will investigate to determine which products are infringing
and the basis upon which it finds infringement. In short, a legitimate plaintiff will have already done the
homework required by the provisions of the innovation Act and propasad by Senators Cornyn and
Grassley.

Q: Some have claimed that proposals contained in the bills will disadvantage legitimate companies,
vendors and universities. Do you believe that these concerns are justified? Others have claimed that
the proposals will weaken the ability of patent holders and inventors to protect their patents against
infringers. Do you agree? How do you respond to those concerns?

R: No, we believe that the proposals related to heightened pleading requirements, discovery reforms,
and attorney fee-shifting, would not disadvantage legitimate companies, vendors or universities. We
believe that these provisions provide benefits to all patent holders, by reducing the costs of and

inefficiencies in patent litigation. In addition, the fee shifting provision will discourage infringers from
biatantly violating the patent rights of legitimate companies, vendors and universities. Finally, should
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these provisions become law, smail businesses and small inventors will have stronger protections
against frivolous claims, as well as expensive and abusive litigation tactics that are all too often levied
against them. All patent holders will still have full access to the courts to protect against infringers using
the same standards as all other patent holders. This is a fair and reasonable approach that improves the
patent system for all parties, as well as the courts.

Q: In his prepared statement, Mr. Dickinson suggested that it might not be necessary for Cangress to
focus an the rules and procedures in patent litigation to curb the abusive practices of patent trolls. He
testified, “In point of fact . . . many of these practices—sending a multiplicity of demand letters
containing vague allegations and minimal information, with persistent but relatively modest settlement
terms, and apparently with little preparation for actually bringing a lawsuit—may have less to do with
abusing the rules and procedures in patent litigation per se than they have to do with consumer fraud
and deceptive trade practices arising from the demand letter . . . Law enforcement has developed
measures to deal with such wrongdoers.” Do you agree? Please explain why {or why not} Congress,
rather than another enforcement body, should address the patent troll issue.

R: We agree in part with Mr. Dickinson’s statement regarding law enforcement agencies, but disagree
with his conclusion. Some of the demand letter mass-mailings are consumer fraud and/or a deceptive
trade practice, and we are encouraged that the appropriate law enforcement agencies are beginning to
investigate and respond to these issues. Along these lines, we support Senator Leahy’s proposed
legislation to clarify that the Federal Trade Commission has jurisdiction to deal with some of these bad-
faith demand letters.

However, and crucially, not all abusive tactics fall into the “consumer fraud” or.“deceptive trade
practice” buckets. These other tactics include, for example, requesting unnecessary discovery for the
mere purpose of increasing an opponents’ expenses, pursuing meritless litigation even after a defendant
has demonstrated that it does not infringe the patent, and filing a lawsuit with the singular goal of
extracting a settlement less than the cost of litigation. Congress needs to act to fix these harms.

Q: In his prepared statement, Mr. Bossone said regarding the deferral of discovery provisions in S. 1013
and H.R. 3309, “[T}hese provisions would routinely defer merits discovery in virtually all patent cases
unti} after the court issues a claim construction order. While there undoubtedly are cases in which such
discovery deferrals are appropriate, doing so as a general rule would effectively bifurcate discovery on
the merits in most cases and tend to prolong patent litigation by 9-12 months, if not longer, across the
board. Such delays would accrue even in routine patent litigation that does not involve meritless claims,
small businesses defendants, or “patent trolls” ... in my opinion, these proposals are too rigid and
interfere unduly with the responsibility and authority of district courts to manage patent litigation in a
case-specific manner.” Do you agree? Do you believe these provisions would result in added delays or
otherwise would unduly interfere with the court’s ability to manage patent litigation?

R: No, we disagree. This argument understates the benefits of deferral and overlooks the economic
inefficiencies of the current system. Substantial discovery is generally unnecessary for claim
construction. Under the proposed discovery provisions, significant resource and cost expenditures shift
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until after the threshold questions surrounding claim construction are understood. Once claim
construction is determined as a matter of law, it is generaily self-evident whether additional discovery is
necessary or whether a case should be dismissed. Further efficiencies are realized because a plaintiff's
position on the merits must be defined early on in the litigation in order to reconcile its theory of
infringement with its theory of claim construction. This frustrates the so called “fishing expedition”
strategy adopted by many of today’s patent trolis. Finally, while the discovery provisions of S. 1013 and
H.R. 3309 preliminarily shift the emphasis on discovery to understanding claim construction issues, they
are not a bar to other discovery. Other provisions allow the court to permit discovery (1) to timely
resolve actions, {2} to resolve motions, and {3} as necessary to prevent manifest injustice. The
Innovation Act (H.R. 3309) expands the court’s discretion to allow additional discovery in some
competitor suits and in other “special circumstances.”

Q: In your opinion, does the recent rise in patent litigation encourage innovation?

R: Absolutely not. The rise in patent litigation discourages innovation by draining funds that might
otherwise be invested in innovation, as well as undermining the protections afforded by the U.S. patent
system that is one of the most important cornerstones of U.S. innovation. Curbing patent litigation
abuse by passing strong legislative reforms such as those we are advocating is essential to preserve U.S.
innovation leadership and the U.5. economy.

Question from Senator Whitehouse

Q: independent of legislation to reform the patent fitigation system, what are some proactive steps that
large corporatians that are frequently defendants in patent suits could take to better defend themselves
against patent troll abuses? In particular, please address the positive and negative aspects of the
following potential actions:

. Referring patent trolls and their attorneys who initiate frivolous lawsuits and fraudulent and
harassing conduct to the appropriate law enforcement authorities and disciplinary bodies,
including, in the case of attorneys, state bar disciplinary boards;

R: While potentially helpful in creating a disincentive for the most egregious ethical abuses of such
attorneys, state bar disciplinary boards may be slow to act and are powerless over the patent troli
initiating the action.

. Pursuing equitable remedies, such as injunctions against future suits by trolls with a
demonstrated record of frivolous litigation, fraud, and harassment;

R: We believe that it would be difficult to articulate a reason why a court can and should enjoin a
company {any company) from pursuing future patent litigation suits, merely on the basis of their past
conduct. indeed, to extend such a rule to individuals would close the courthouse to individuals who
have been deemed to have this “demonstrated record,” and corporate patent troils would be able to
circumvent the rule by transferring the patents to a different shell corporation. For these and ather

6
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reasons, we believe that the courts should address each case on its merits, and we believe that any
party should be entitled to bring a legitimate patent infringement case. Thus, we recommend
implementing legislation that would discourage the bad behavior in the first place.

. Pursuing Rule 11 sanctions against attorneys bringing frivolous suits;

R: Rule 11 is an ethical attack on an individual attorney, rather than an indictment of a party’s litigation
tactics or its position. Because of the stigma associated with attacking the ethics of a particular
individual, parties and attorneys are disinclined to file a Rule 11 motion. Even more to the point,
because of the impact such a ruling could have on the career of that individual attorney, courts are
loathe to grant a rule 11 motion except in the very most egregious of cases. For example, these
sanctions would not be available when an attorney has a plausible {albeit unlikely) excuse for his
behavior. For these reasons, Rule 11 sanctions are insufficient to discourage abusive tactics. inour
opinion, it makes far more sense to punish a party by requiring it to pay its opponents fees when it
proceeded with an unjustified position.

. Increased use of joint defense agreements;

R: Joint defense agreements are routinely used in patent litigation, and they help to maintain the
privileged nature of communications and information exchanged between co-defendants. This alfows
defendantsto cooperate and share costs in the areas of prior art searching, retention of experts, and
the development of invalidity, non-infringement, and unenforceability defenses. However, these
agreements do almost nothing to protect defendants from a plaintiff’s abusive litigation tactics.

. Purchase of patent litigation insurance;

R: Forvery small companies, patent insurance may reduce the likelihood of frivolous litigation because
potential opponents can be put on notice of the insured’s financial ability to reach a decision on the
merits. The patent litigation insurance industry however is relatively new, the practice untested, and
the insurance policies can be very expensive. This is not a practical solution for mid- and large-sized
companies due to the significant costs involved.

. Increased licensing and purchase of relevant patents; and

R: AMD respects the intellectual property of others. When appropriate, we will negotiate and enter in
to patent license agreements. Purchasing patents to circumvent ficensing fees is certainly a way to
address this, but this is not always an option when being targeted by a patent troll nor is it cost effective
for a single company. Organizations that leverage the purchasing power of a collection of companies to
purchase patents may provide an effective mode! that is better suited to help address this issue,
although this alone is insufficient to curb the types of abuses that are pervasive in the patent system.
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. Simply refusing to pay unjustified claims.

R: AMD takes great pains to understand accusations of patent infringement, and we have legal staff
dedicated to this task. When claims are made that are rationally unjustified or frivolous, we vigorously
defend our position. However, in some cases, business considerations require us to pursue the less
expensive approach, which may involve paying an unjustified cfaim rather than paying significantly more
for outside attorneys and experts to defend a lawsuit. In addition, some companies are smaller or less
familiar with patent litigation, and these companies may be forced to incur significant outside attorney
expenses just to determine that a claim is unjustified.

Again, thank you for the opportunity to testify and to address your questions regarding the importance
of passing legislative reforms to address patent litigation abuses. We remain at your disposal to
address any additional questions that may arise, and we respectfully urge you to pass legislation as soon
as possible given the substantial negative impact patent litigation abuses are having on US companies
and innovation.

Sincerely,

V2

" Harry A. Wolin
Senior Vice President, General Counsel and Secretary
AMD
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RESPONSES OF HON. Q. ToDD DICKINSON TO QUESTIONS SUBMITTED BY SENATORS
LEAHY AND WHITEHOUSE

Questions Of Senator Patrick Leahy (D-Vt.),
Chairman, Senate Judiciary Committee

Hearing on “Protecting Small Businesses and Promoting Innovation by Limiting Patent
Troll Abuse”

December 17, 2013

Questions for Q. Todd Dickinson, former Director of USPTO and current Executive
Director of the American Intellectual Property Law Association

1) The America Invents Act implemented several important measures to improve
patent quality. What are your views on how those processes are working? What
more can or should be done by Congress, the courts, or the Patent & Trademark
Office to improve the quality of patents that are issued?

As we indicated in our written testimony, one of the primary goals of the Leahy-Smith America
Invents Act (AIA) was to improve patent quality. This followed directly from the main
recommendations of the National Academies of Sciences (NAS) 2004 Study, “A Patent System
for the 21st Century,” the principal source document for the recent patent reform debate, which
found that patent quality itself was the most critical concern in the patent system as a
whole. This was ratified as recently as the 2013 Study conducted by the Government
Accountability Office (GAO)', also cited in our testimony.

To achieve those goals, the AIA implemented several key measures to improve patent
quality. First among them was a core recommendation of the NAS Study:

“Institute an Open Review procedure. Congress should seriously consider
legislation creating a procedure for third parties to challenge patents after their
issuance in a proceeding before administrative patent judges of the USPTO. The
grounds for a challenge could be any of the statutory standards—novelty, utility,
non-obviousness, disclosure, or enablement—or even the case law proscription on
patenting abstract ideas and natural phenomena. The time, cost, and other
characteristics of this proceeding should make it an attractive alternative to
litigation to resolve patent validity questions both for private disputants and for
federal district courts. The courts could more productively focus their attention
on patent infringement issues if they were able to refer validity questions to an
Open Review proceeding.”

! Intellectual Property: Assessing Factors That Affect Patent Infringement Litigation Could Help Improve Patent
Quality, GAO-13-465, Aug 22, 2013, available at http://www.gao.gov/products/GAO-13-465 (visited Jan. 23,
2014).
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In the AIA, this procedure has come to be known as Post-Grant Review or PGR. It is applicable
to all patents which will issue from applications filed under the new “first-inventor-to-file”
regime, which just came on-line March, 2013.

In addition to PGR, however, the AIA implemented several other post-issuance processes whose
intention was to improve patent quality. These include Inter Partes Review (IPR), Supplemental
Examination, and, for a very narrow area of patents, the Transitional Program for Covered
Business Methods (CBM). All of these processes vary in terms of the grounds for review, the
threshold to enter, the availability of estoppel, the availability of grounds for stay of other
proceedings, etc. These variances were the result of carefully crafted compromises that took into
account varying stakeholder and technology interests, as well as the evolving importance and
investment in the underlying technology during the life of the patent.

While it is too early to draw definitive conclusions about the ultimate success of these post-grant
processes, at least one significant early indication may be drawn from the apparently greater-
than-expected usage of the post-grant processes in the first stages following their
implementation.

Other aspects of the AIA were also enacted to improve patent quality such as the institution of a
first-inventor-to-file system that will provide a more objective basis for establishing the priority
of rights and allowing third party submission of prior art during the patent examination process.
More time is needed to evaluate the effectiveness of these reforms.

It is for these reasons and others that we strongly urge that we give these processes time to
demonstrate whether or not they are dealing effectively with some of the problems identified
during the debate on the AIA, problems which are being identified yet again in the debate this
time around.

We would point out again that the AIA itself requires that USPTO study the reforms
implemented by the AIA and report back to Congress by September 16, 2015. Those reports
would serve as an important and more empirically-driven body of data which would allow for
greater clarity and direction in making any necessary changes.

As far as what else can be done to improve quality, there were several additional proposals for
improving the quality of patents in NAS 2004 Study that were not implemented in the AIA? and
which AIPLA could support. .These include eliminating the special exemptions to full
publication of pending U.S. patent applications as permitted under the American Inventors
Protection Act of 1999 to promote a more transparent patenting process, formally eliminating the
requirement that an application for patent include a disclosure of the “best mode” contemplated
by the inventor carrying out the invention, and codifying an exemption from infringement under
which uses of a claimed invention related to scientific, research, or experimental inquiries are
exempted as acts of infringement.

2 A detailed discussion of these proposals can be found in the appendix to the testimony of Robert A, Armitage
before the United States House of Representatives Committee on the Judiciary, hearing on “H.R. 3309, Improving
the Patent System to Promote American Innovation and Competitiveness,” October 29, 2013, pages A14-A38,
available at http:/judiciary.house.gov/_files/hearings/113th/10292013/Armitage%20Testimony.pdf.

2
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Additionally, Section 11(C) of S. 1720 and Section 8(C) of H.R. 3309 each call for the GAO to
conduct a study on “patent examination at the Office and the technologies available to improve
examination and improve patent quality.” The completion of such a study may shed more light
on USPTO procedures that can be reformed to improve patent quality.

We would reiterate from our testimony that a long-term, sustainable funding mechanism is the
single most important thing that would advance the goal of patent quality. To help fund the new
programs and initiatives of the AIA, Section 11 included a 15% surcharge on patent fees, and
Section 10 granted the USPTO the authority to set the fees for patent and trademark services. A
new patent fee schedule, which included increases for numerous patent services, went into effect
on March 19, 2013. Support for these fee increases by AIPLA and others in the user community
were based on the understanding that the funds would be available solely to the Office to help
“implement a sustainable funding model, reduce the current patent application backlog, decrease
patent application pendency, improve patent quality, and upgrade the Office’s patent business
information technology (IT) capability and infrastructure.” 78 Fed. Reg. 4212 (January 18,
2013). Sequestration undercut many of the planned quality improvement initiatives of the
Kappos Administration at the USPTO and highlighted the severe impact even seemingly modest
diversion of fees has on both on-going operations and long-range planning.

While this was clearly an extremely unfortunate result, it also had the effect of highlighting the
unsatisfactory solution to the problem enacted in the AIA. We understand from the hearing that
there are Senators who may be considering introducing amendments which would provide much
stronger assurance that fees paid to the Office remain with the Office, and we would strongly
support such an initiative.

2) You have expressed concern that Congress should give appropriate deference to the
Judicial Branch. However, some proponents of reform feel strongly that individual
courts are not responding to litigants’ needs. Within the judicial branch, what
further steps could be taken by the Judicial Conference, the Supreme Court, or the
Federal Circuit to ensure that courts process patent cases fairly and efficiently?

In a system comprising over 94 districts and some 677 authorized district court judges, it may
not be surprising that there are individual judges or individual districts where case management
of patent litigation varies, and in some cases not be seen as favorable to one side or the other.
That said, we believe that the Federal court system is very aware that the ways in which patent
litigation is managed by judges may impact the ability of some patent holders to leverage their
rights in ways that are contrary to the best overall interests of the system.

However, to reiterate briefly from our testimony, we are concerned that the practices of a few
might give rise to a system of statutory case management requirements that are so rigid that they
not only improperly constrain federal district court judges from the proper carrying out of their
appointed duties, but may in cases yet to be seen, have significant unintended consequences
which might actually hinder the efficient proceedings of a trial and the proper administration of
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justice or impede access to the courts for those with legitimate claims. The inflexibility of
procedural rules that are fixed in statutes severely constrains the ability of the Courts to moderate
or fix problems which were unforeseen at the time the rules were enacted or problems that arise
as litigation practices develop. The rules could only be adjusted through further legislative
action, a notoriously difficult and lengthy process. There are certain advantages to allowing
district courts to develop and test rules and procedures at a local level before adopting changes
nationwide.

With regard to your specific question regarding other steps, the Supreme Court of the United
States has traditionally had the authority to propound the Rules of Civil Procedure, and in doing
so has relied on the recommendations of the Judicial Conference of the United States. The
Tudicial Conference is currently engaging in a review effort that could significantly impact areas
of trial management. Judge Jeffrey S. Sutton, Chair of the Committee on Rules of Practice and
Procedure of the Judicial Conference, published a request for “Comments on Proposed Rules and
Forms Amendments” on August 15, 2013. Among others, this rules package includes proposals
to amend Rule 26, Duty to Disclose; General Provisions Governing Discovery; Rules 30 and 31,
Depositions by Oral Examination and by Written Questions; Rule 33, Interrogatories to Parties;
and Rule 34, Production of Documents, and the repeal of Rule 84, Forms which includes Form
18 for patent pleading. These all relate to areas of concern which have been raised with this
Committee. Comments are due February 15, 2014. It is also our understanding that the
leadership of some of those district courts which have a reputation for many of the concerns
expressed by your question have taken steps to moderate these concerns and that data from at
least one of those courts is bearing that out.

That is not to say that the Judicial Conference should not be given more direct encouragement by
the Congress to streamline litigation procedures. In our opinion, it would not be misplaced for
the Congress to include in legislation a call to the Judicial Conference to continue to study and
implement appropriate rules or guidelines to address the legitimate concerns about the various
aspects of case management which have been raised. Our concern is that there is a significant
difference between directing them to use their authority to do something in their own discretion
and directing them in such specificity that judicial discretion is removed.

Secondly, the patent court pilot program (PPP) in the district courts has been operational for only
a short period of time, and it is our understanding that it has initially worked well, among other
things, to implement local rules governing patent litigation and foster a cross-district interaction
which will likely lead at a minimum to an important sharing -and implementation of best
practices. It is also important for the Congress to continue to study how the PPP has progressed
and to understand how it has helped in the fair processing of patent litigation and expanding the
expertise of those various courts to conduct patent litigation. In that vein, it might also be a
mechanism for Congress to pilot one or more of the changes under consideration before applying
them system wide. We would note that the statute creating the PPP, Public Law 111-349,
requires the Administrative Office of the courts to study the PPP and provide periodic reports to
Congress.

With regard to what the Court of Appeals for the Federal Circuit and the Supreme Court can do
themselves, we would reiterate their actions regarding any number of procedural issues during
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the pendency of the AIA, which went very far in clarifying the law and introducing targeting
“compromises” on some of the most contentious issues being debated legislatively. These
include:

injunctive relief, eBay Inc. v. MercExchange, L.L.C., 547 U.S. 388 (2006);

damages, Lucent Technologies, Inc. v. Gateway, Inc., 580 F.3d 1301 (Fed. Cir. 2009)
venue, In re TS Tech USA Corp., 551 F.3d 1315 (Fed. Cir. 2008);

willfulness, In re Seagate Technology, 497 F.3d 1360 (Fed. Cir. 2007); and

inequitable conduct, Therasense, Inc. v. Becton, Dickinson & Co., 649 F. 3d 1276 (Fed.
Cir. 2011).

The courts have continued the trend of dealing with these issues, including ones which have been
widely debated in this current legislation, such as awarding attorney’s fees under Section 285.
The Supreme Court has granted certiorari on the standard for finding ‘“exceptional
circumstances” meriting the award of attorney’s fees in Octane Fitness v. Icon Health and
Fitness, U.S., No. 12-1184 and the standard of review that appellate courts should apply to a
Section 285 determination in Highmark Inc. v. Allcare Management Systems, Inc,. U.S., No. 12-
1163. Additionally, the Federal Circuit recently held that a trial court should consider all of the
circumstances relevant to whether a case was brought in bad faith when determining whether to
award attorney’s fees. Kilopass Technology, Inc. v. Sidense Corp., No. 2013-1193, (Fed. Cir.
Dec. 26, 2013).

We would respectfully suggest that throughout the decade-plus-long debate over legislative
remedies to various aspects of patent litigation, the courts contemporaneously worked to respond
to concerns of dysfunctionality in the patent litigation system, finding targeted, surgical
approaches which have not only improved the system and helped address the concerns in critical
ways, but have done so in a timely manner. This will undoubtedly be true as the results of the
AIA post-grant processes in the USPTO make their way through the appellate process, as well.

3) You have expressed concern that some efforts to address the problem of patent
trolls may have inadvertent consequences for legitimate patent holders seeking to
protect their rights. What do you think are the best strategies for addressing abuses
in the system in a meaningful way, without unduly burdening the rights of
legitimate patent holders?

As an association comprised primarily of lawyers, many of whom engage in litigation on behalf
of both owners and users of patents, AIPLA is very sensitive to the practices of some patent
rights holders to take advantage of the strength of the patent system merely as a means to extract
settlements rather than to protect their patent rights, and we are as concerned as anyone of the
need to take appropriate and constructive actions to curb these abuses. They are real and they
must be dealt with. However, as the question suggests, all of the proposals for litigation reform
are currently structured to apply equally to all patent holders who may want or need to enforce
their patent, not just patent assertion entities. As the General Accountability Office study found,
patent assertion entity litigation may constitute only 19% of all patent litigation, and that the
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other 80% is attributed to more traditional operating companies, independent inventors, and
research firms and universities.> One of our biggest concerns is that any changes to the litigation
system have equitable impacts on all patent holders and patent applicants (including their
incentive to file for and obtain patents in the first instance) and that they are addressed in a
deliberate and prudent manner to help ensure that result.

First, as the GAO study also suggests, we believe that we need to make sure that the data which
underlies the concerns that have been addressed is as empirical and comprehensive as possible.
There are recent concerns that earlier data on which there has been reliance may not be as
credible or focused as first thought. In order to address any abuses, the types and universe of
those abuses needs to defined and understood. The Federal Trade Commission is in the process
of undertaking such a study®,

We agree with Commissioner Ohlhausen® who suggested that this study, and others, should be
permitted to complete their work to allow for the clearest and best understanding of these
complex issues before additional systemic changes are undertaken. We would also note that
former Under Secretary of Commerce for Intellectual Property and Director of the USPTO
David Kappos recently addressed this same issue, stating the need for greater data clarity.®

With regard to specific inadvertent consequences, it is by definition difficult to identify many of
the specific unintended results until the changes are in place. However, some specific examples
which have been discussed include:

¢ Delaying discovery until after claim construction. One proposal would require judges
to stay all discovery until after the Markman claim construction process has been
completed, except for discovery related to claim construction itself. While it is argued
that claim construction defines issues and is sometimes dispositive of the litigation, the
fact is that this does not occur that often and that other early issues which other discovery
might resolve, such as summary judgment, are precluded by this proposal. Moreover,
delaying routine discovery that might otherwise have occurred in parallel would likely
have the unintended consequence of extending the trial process overall, with its attendant
costs and delayed judgment.

* Requiring bonding or joinder at the beginning of most cases. The goal of these
proposals is to remove incentives for bad actors to file frivolous suits if they have to take
costly actions at the front end of litigation, which would be used to fund attorneys’ fees
and costs if the case is found to be one to which mandatory fee shifting applies. The
unintended consequences are that, even with expanding the number of cases in which
attorneys’ fees and costs might be found, it is highly likely that this is still a limited
number of cases. To require an upfront assessment in all or most cases could create an

* GAO Study at page 17.

* hitp://www.fic. gov/sites/default/files/documents/federal_register_notices/2013/09/130926paefrn.pdf

* http://www.fic.gov/sites/default/files/documents/public_statements/pragmatists-approach-navigating-intersection-
ip-antitrust/131204ukantitrust.pdf; See pp. 19 et seq.

© http://www.law360.com/articles/50 1 142/facts-show-patent-trolls-not-behind-rise-in-suits
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inequity that would not only discourage frivolous lawsuits but many legitimate ones, in
particular those potentially brought by small entities.

The best way to addressing abuses without burdening legitimate patent holders have basically
been addressed in previous questions.

o Let the AIA reforms play out and assess how they have addressed the litigation concems
they were intended to address.

e Let the courts continue to work their targeted case-by-case reforms and the rule reform
processes they have already begun.

e Ensure that any reforms which are implemented are based on empirical independently-
sourced data and not from commissioned sources or rhetorical arguments.

» Ensure that any reforms will continue to encourage innovation and access to the patent
system generally.
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Question for the Record of Senator Sheldon Whitehouse

Hearing: “Protecting Small Businesses and Promoting Innovation
by Limiting Patent Troll Abuse”

December 17,2013

Question for All Witnesses

Proactive Action by Corporate Defendants

Many Rhode Island businesses have been the victims of patent troll abuse, receiving bad-
faith demand letters and being forced to settle lawsuits or engage in costly litigation based
on dubjous patent claims. Small and medium-sized companies, many of whom de not have
an attorney on staff, often do not have the resources to effectively fight patent troil abuse,
which is why reforms such as prohibiting bad-faith demand letters and allowing
manufacturers to stay suits against customers are necessary and appropriate.

Large corporate defendants, on the other hand, may have additional resources at their
disposal that could allow them to take proactive steps to combat abuses by patent trolls.
Consideration of such steps should be included in the discussion of how to address patent
troll abuses.

Independent of legislation to reform the patent litigation system, what are some proactive
steps that large corporations that are frequently defendants in patent suits could take to
better defend themselves against patent troll abuses? In particular, please address the
positive and negative aspects of the following potential actions:

e Referring patent trolls and their attorneys who initiate frivolous lawsuits and
fraudulent and harassing conduct to the appropriate law enforcement authorities
and disciplinary bodies, including, in the case of attorneys, state bar disciplinary
boards;

e Pursuing equitable remedies, such as injunctions against future suits by trolls with a
demonstrated record of frivolous litigation, fraud, and harassment;

o Pursuing Rule 11 sanctions against attorneys bringing frivolous suits;

Increased use of joint defense agreements;

Purchase of patent litigation insurance;

Increased licensing and purchase of relevant patents; and

Simply refusing to pay unjustified claims.

Answer of Q. Todd Dickinson;

Let me begin by acknowledging that AIPLA, is not a corporation but rather a non-profit bar
association, and as such we are not in the same position to answer the question posed by Senator
Whitehouse with regard to actions large corporations might take is the various circumstances
cited.
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With that said, we would like to comment on the these potential actions from the viewpoint of a
bar association with mostly lawyer members who routinely represent clients as plaintiffs or
defendants in patent litigation and have an understanding of the various concerns and abuses,
potential and real, that have been raised in this debate.

» Referral to Appropriate Law Enforcement Authorities and Disciplinary Bodies

In theory, it would be possible to refer patent owners to law enforcement authorities or their
attorneys to state or presumably the USPTO disciplinary authorities for bringing a frivolous
action. However, it is important to note that in most instances this question, is in the hands of the
trial judge, and the targeted behavior --while potentially abusive in terms of taking advantage of
the court system--would not otherwise rise to the need for separate disciplinary conduct. The
trial judge has the discretion and the proximity to the action to recognize and deal with the issue
in the first instance, if it should arise. Presumably, in exceedingly exceptional cases, either on
their own initiative or on motion, the judges may also be in a position to make a referral such as
is suggested by this question. To rise to the level of “frivolousness,” such that it would
constitute either an actionable offense under state law or a state bar’s disciplinary rules, and
would not be dealt with in the regular course of the trial, strikes us, however, as an exceedingly
rare situation and not one for which a general rule might be propounded in legislation that has
been discussed in this debate. In addition, to incentivize actionable offenses under state law or
encourage invoking disciplinary rules might create additional unwanted and unnecessary
proceedings that can be handled through the current court system or administrative agencies.
Also, targeting lawyers, as opposed to their clients, often would not be appropriate and would not
be directed at the party who is ultimately responsible for the abusive behavior.

It should also be noted that there are other, less onerous prophylactic measures already in place,
which are currently the subject of debate and appellate litigation. For example, the granting of
attorneys” fees and costs in exceptional cases remains available as a bulwark against all but the
most egregious actions. Also, courts already have statutory ways to deal with attomeys who
abuse the litigation system. See, e.g, 28 U.S.C. § 1927 (permitting courts to have counsel
personally satisfy excessive fees and costs in litigation). In addition, the fact that any formal
discipline, no matter how minor, may lead to significant professional consequences. Formally
sanctioned attorneys may lose clients, their professional affiliations, and even the right to
practice, all of which constitute a significant deterrent.

That said, harassing conduct by patent owners in the form of unwarranted demand letters,
especially against smaller and less sophisticated end users, is an increasing problem and one
which we have addressed in our testimony. We believe in general that this may constitute a form
of consumer fraud which may be very capably addressed by agencies such as the Federal Trade
Commission and states’ attorneys general in the regular course of their jurisdiction. If such
behavior does indeed rise to the level of harassment, criminal or otherwise, then it may be
appropriate to refer those committing such acts to the appropriate authorities. The same might
be true for attorneys behaving in a similar fashion and state bar disciplinary boards. That is not
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to say that this should be a routine matter either, however, and care must be taken to balance this
with the legitimate rights of patent holders as well as their constitutionally protected rights to
free speech. :

¢ Injunctions Against Future Lawsuits

Many of the previous broad comments apply in this instance as well. While we understand the
appeal of such a possible remedy, we would again suggest that the specific nature of the actions
that were sought to be enjoined would have to be of such a strikingly offensive nature that this
would likely be a rare circumstance. Given that patents inherently provide a “right to exclude”,
see 35 U.S.C. § 154, enjoying enforcement of patent rights may create unintended consequences
that can be dealt with through other means.

* Rule 11 Sanctions

Rule 11 sanctions are always available against attorneys and parties in federal litigation. They
are carefully circumscribed in most if not all jurisdictions, however, and have a notoriously high
burden of proof. We would also note that Rule 11 sanctions are usually sought on a particular
aspect of a case and not on the case as a whole. Furthermore, Rule 11 does not apply to
disclosure and discovery requests, responses, objections, and motions under Rules 26 through 37,
sanctions for which are provided under Rule 37, which may further limit their use for the
purposes suggested by the question. That said, it should be acknowledged that, when used
appropriately, the availability of Rule 11 sanctions has been shown to serve the deterrent
function for which it was intended, especially with regard to abusive litigation behavior.

We would not urge a change in the current statute or jurisprudence of Rule 11, and are concerned
in particular with regard to legislation introduced in the House of Representatives which would
have required a Rule 11 hearing in every patent litigation. This would be an extraordinary waste
of resources for both the litigants and the Court considering in particular the ratio of likely
sanctionable instances to overall cases. It would also drive up the cost and complexity of patent
litigation still further for very little return, and could suppress the ability of smaller or less well-
resourced patent holders to access the judicial system.

* Joint Defense Agreements

Joint defense agreements are fairly common, especially in defending against “patent troll”
actions in which the same patent is asserted against two or more parties. Joint defense or
common interest agreements can be effective for pre-trial proceedings in addressing issues
common to the accused infringers. However, sometimes strategies among the members of a joint
defense group may differ and oftentimes, should the cases ultimately go to trial, the cases would
need to be tried separately. To the extent interests diverge, issues, including whether
communications among a joint defense group should be treated as privileged, may develop.
Also, in cases in which competitors are involved, other sensitivities may arise that make joint
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defense agreements difficult to implement in the first instance. Further, where some parties to a
joint defense agreement are not perceived to be sharing equitably in the costs of litigation,
additional problems may arise. Of course, there are other cases, however, where the interests of
the defendants, their potential liabilities, their trial strategies, their witnesses and discovery, etc.,
are such as to make their use impractical at best.

¢ Increased Use of Patent Litigation Insurance

Patent litigation insurance is available, but it is our understanding that (for reasons best explained
by corporate interests) it has not been widely used. Traditionally, where practical, responsible
companies would obtain freedom-to-operate advice and seek to obtain the rights to patented
technology through license or cross-license prior to formal commercialization, significantly
reducing the need for such insurance. This is the advice our members would ordinarily give such
clients. For those entitics that choose to commercialize without seeking the risk reduction
afforded by such procedures, our members would again suggest that the best protection remains
a more aggressive up-stream in-licensing program. However, for certain “troll” type matters, in
which hundreds of patents may be at issue, traditional freedom to operate advice may not be
practical and patent litigation insurance may be limited in value.

* Simply Refusing to Pay Unjustified Claims

While this strategy also has a certain appeal, its use requires knowledge that the premises on
which it is based are sound. In particular, our members routinely give their clients advice and
guidance on what claims are “justified” and which are not, as well as such traditional questions
as the likelihood of prevailing in litigation. Companies and clients should seek the best
professional advice they can in this regard before adopting this strategy, but reliance on that
advice and refusing to submit to claims or litigation that is unjustified always remains a viable
option in such circumstances.
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MISCELLANEOUS SUBMISSIONS FOR THE RECORD

July 17,2013

The Honorable john Boehner The Honorable Harry Reid
Speaker Majority Leader

United States House of Representatives United States Senate

The Honorable Nancy Pelosi The Honorable Mitch McConnell
Minority Leader Minority Leader

United States House of Representatives United States Senate

Dear Speaker Boehner, Majority Leader Reid, Minority Leader Pelosi, and Minority Leader McConneli:

The undersigned organizations strongly encourage Congressional efforts to address abuses of the legal
system by certain patent assertion entities, commonly referred to as patent trolls. Managing frivolous
patent suits unfortunately has become an expensive distraction for a large cross section of American
businesses. Instead of focusing on innovation, job creation, and economic growth, we are forced to
deal with legal games that have serious consequences.

The growth and reach of patent troll activity in recent years has been astounding. Since 2005, the
number of defendants sued by patent trolls has quadrupled. Last year, they sued over 7,000
defendants and sent thousands more threat letters. This activity cost the U.S. economy $80 billion in
2011, and productive companies made $29 billion in direct payouts. Moreover, trolls no longer only
sue large tech corporations. Small and medium-sized businesses of all types, including start-ups, are
now the most frequent targets. In 2012, trolls sued more non-tech companies than tech, spanning a
wide range of American businesses. We seek reforms to the current system that would significantly
curb trolls’ ability to extort settlement demands from retailers, technology companies, small
businesses, financial services institutions, state and local government entities, and many others who
are today the targets of their outrageous claims.

There is a growing consensus that now is the time to address this issue. We are pleased to see
Chairman Leahy and Chairman Goodlatte are seeking comprehensive legislative solutions in the
judiciary Committees. Likewise, we are encouraged that several other Members have introduced
legislation to tackle some of the complex problems we face. President Obama has also weighed in with
executive actions and recommended legislation. There is no single solution to this complex question,
but meaningful reforms like these would make it more difficult for patent trolls to continue their
destructive business model. This broad support and the willingness of Congress to work across the
aisle and across chambers on this complex issue is a testament to its importance.
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We look forward to working with you and your colleagues to pass strong legislation to address these

important issues.
Sincerely:

Alliance of Automobile Manufacturers
American Association of Advertising Agencies
American Bankers Association

American Gaming Association

American Hospital Association

American Hotel & Lodging Association
American Public Power Association

American Public Transit Association
Application Developers Alliance

Association of National Advertisers

Coalition for Patent Fairness

Competitive Carriers Association

COMPTEL

Computer and Communications Industry Association
Consumer Electronics Association

Credit Union National Association

Direct Marketing Association, Inc

Electronic Frontier Foundation

Electronic Retailing Association

Engine Advocacy

Financial Services Roundtable

Food Marketing Institute

Hattery

Independent Community Bankers of America
Independent Insurance Agents and Brokers of America

cC: The Honorable Bob Goodlatte
The Honorable Patrick Leahy
The Honorable John Conyers
The Honorable Chuck Grassley

Information Technology Industry Council
International Franchisers Association
Internet Association

Internet Infrastructure Association

Motion Picture Association of America

MPA - The Association of Magazine Media
National Association of Broadcasters
National Association of Reaitors

National Cable & Telecommunications Association
National Council of Chain Restaurants
National Grocers Association

National Restaurant Association

National Retail Federation

Newspaper Association of America

NTCA - The Rural Broadband Association
Online Publishers Association

Printing Industries of America

Public Knowledge

Retail Industry Leaders Association
Securities Industry and Financial Markets Association
Software & Information Industry Association
TechAmerica

TechNet

United States Telecom Association

1776
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Massachusetts
MAINEBANKERS N Bankers
‘ g Agsociatian Associatiou

Connecticut
Bankers Association

RHODE [SIAND ‘ \4

Banes WIBA
ASSMIATION Vermont Bankers Assoclation

July 25,2013

The Honarable Patrick J. Leahy , Wzs uy
Chairman, United States Senate Committee on the Judiciary

224 Dirksen Senate Office Building

Washington, DC 20510

Via Facsimile: {202) 224-9516

Dear Chairman Leahy:

As state banking trade associations representing more than 350 state and federal savings, commercial,
and cooperative banks and savings & loan associations throughout New England, we would urge your
support of new legislation to address abusive patent litigation. Such litigation has resulted in the practice
of extortive ticensing fee demands against innocent business end-users, including banks.

In general, non-practicing entities (NPEs) or “patent trolls,” are passive entities that claim ownership
to a particular process and threaten lawsuits against third parties claiming infringement of a particular
patent. Generally, the targets of these troils are firms that are end-users of a product using technologies ar
processes licensed by others, i.e. ATM vendors: not competitors of the NPE nor developers of
comparably patentable materials. To avoid litigation the NPE “generously” offers a licensing agreement
to the targeted firm for continued use of the alleged patented product/service.

While patent trolls have been around for a while (often funded by various hedge funds), in the last
few years community banks have become a particular target. Here in New England, we have witnessed
this phenomenon first-hand.

Beginning in 2011 and reaching a crescendo in Q4 2012, more than 150 banks in New England and
the Northeast received a claim letter from Automated Transactions LLC (ATL). ATL asserted violations
of several patents which connected ATM machines to the Internet to provide retail transactions. The
irony is that banks are being asked to pay ATL for rights they assumed had already been paid to their core
processors and ATM vendors. Since individual banks cannot risk a protracted legal fight that could cost
from $2 - 6 million, most of our affected members agreed to settle with ATL and pay a licensing fee.
Collectively we would estimate that this settlement including legal fees may have cost more than $2
million: funds which could have been much better used for small business lending and consumer products
and services.
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The Honorabfe Patrick J. Leahy
Page 2
July 25,2013

While several of their patents have been invalidated, ATL continues to issue demand letters and sue
banks across the country, Other patent trolls have followed ATL’s seemingly successful strategy. While
not as pervasive in New England, Wolf Run Hollow, Sonic Industry LLC and Gamsta LLC have recently
contacted member banks about similar patent violations, These claims respectively deal with alleged
violations related to methods/systems for transmitting secure messages across insecure networks,
remotely setting withdrawal limits for ATMs, and using scanning equipment to transmit files via the
Internet.

In conclusion we would urge you to support legislation to protect end-users of technology
products/services from unfounded patent litigation and demand letter campaigns. Without such
legislation, a cloud of legal uncertainty will allow banks and other businesses to be held hostage by patent
trolls and divert resources to expensive litigation and settlements. We would be pleased to provide
additional information and ook forward to working with you to mitigate these abusive practices.

Sincerely,
F'A\f“""“ ¥ N e . .
“Lindsgy R, Pinkham Christopher W. Pinkham
President President
Connecticut Bankers Association Maine Bankers Association
Daniel J. Forte Christiana L. Thornton
President President
Massachusetts Bankers Association New Hampshire Bankers Association
o~
Mo st pRan T e
William A. Farrell, Esq. Christopher D’Elia
Administrator & Legal Counsel President

Rhode Island Bankers Association Vermont Bankers Association
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eBrattleboro Springfield

Savings & Loan Savings & Loan

Association

July 29, 2013

The Honorable Patrick J. Leahy
United States Senate

Russell Senate Office Building
Room 437

Washington, DC 20510

Dear Chairman Leahy:

The issue of patent trolls is a serious and growing issue for banks of all sizes in Vermont and across the
country.” Legislation is needed to curtail the risk of abusive patent litigation and the disingenuous license
fee demands by non-practicing entities {NPEs), also referred to as “patent trolls”. Your role as Chairman
of the Judiciary Committee is a critical one, and we hope that you will agree that this issue is a serious
one that needs to be addressed by the Committee and Congress as a whole.

Despite much-needed reforms put in place by the America Invents Act, NPEs continue to manipulate the
patent law, threatening litigation accompanied by licensing fee demands designed to extract a “tax” on
the very innovation created to support and benefit consumers and the economy. increasingly
consumers use technology to complete daily tasks, and neediess to say technology is becoming
increasingly important to banks as well,

Since banks of ali sizes license innovation and technology to support consumer use and remain
competitive in the marketplace, they are frequent NPE targets. in fact, banks are now one of the top
ten industries targeted by NPEs and like many industries, when faced with threats of expensive patent
litigation (estimated to cost between $500K and $3.5M} many banks—especially smaller institutions—
find that their only option is to settie rather than face paying even higher litigation costs to defend
themselves against frivolous claims of patent infringement. Repeated NPE attacks could result in not
only limiting innovation, but also reduced competition in the marketplace.

Weli-funded and sophisticated patent trolls are taking advantage of community banks like mine with
limited resources and little patent experience, and they have coliected significant “licensing” fees
literally for the cost of a stamp to mail a demand or threatening letter. Although the problem has grown
for community banks in recent years, mid-size and farger banks have faced this problem since 2004 and
have had to devote significant resources that could have been better used to support customers,
including small businesses, rather than fight overly broad NPE claims of patent infringement.

One example of the scope of the problem involves a company that has targeted more than 150
community banks along the East Coast and in a couple of Southern states in recent months. it claimed
that certain automated tefler machine {ATM) transactions infringed on one or more of its patents and
continued to make these claims knowing that the U.S. Patent and Trademark Office and the courts had
invalidated several of its asserted patents and claims. To this day, the company continues to assert
patents and sue community banks, including ones that do not even have ATMs. The patent system was

Main Office Springfield Office ‘Website

221 Main Street 85 Main Street www.brattbank.com
R.O. Box 1010 P.O, Box 915

Brattieboro, VT 05302-1010 Springfield, VT 05156-0915 E-Mail

Telephone: (802) 254-5333 Telephone: (802) 885-2183 info@brattbank.com
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July 29, 2013
The Honorable Patrick J. Leahy
Page 2

never intended to be used as a hidden time bomb against innovation and businesses that have a hand in
building the economy.

With respect to our bank’s experience here in Vermont, in June, 2012, we received a letter from a New
York law firm “offering” to grant us a sub-license to continue using our ATMs for a fee, and hoping we
would “agree” so as to avoid litigation, which they were prepared to initiate within two weeks from the
date of their letter if we did not agree. While all of the information | was able to obtain suggested that
we should prevail in litigating the matter, the potential cost of doing so far exceeded the probable cost
of this shakedown and so, with the help of counsel, we joined a group of community banks in
negotiating a settiement.

While the terms of the settlement are confidential, suffice it to say that | must be very careful in
decisions | make about the expansion of our ATM network in the future, lest the cost be more than it
should be. In this particular matter, for any bank, let alorie our little community bank, to have to pay
what is in my opinion extortion to expand our ATM network is an egregious affront to how we should be
conducting business in this country.

These examples illustrate how critical it is that legislation be enacted to protect end-users in Vermont
that purchase or license products or services in good faith from reputable vendors and technology
companies to support their business and customers. Legisiation must also make it harder and more
costly for trolis to launch unfounded demand letter campaigns.

There are also several bills pending in the Senate that could help; in particular, S. 1013 by Senator John
Cornyn (R-TX) and 5. 866 by Senator Charles Schumer {D-NY). Mr. Chairman, | understand that you are
also drafting a bill on this issue and your support for moving forward with legislation to deal with patent
trolls is critical. Please let me know if I can do anything to help you and your colleagues in the Senate
pass legisiation that will end abusive litigation by patent trolis and have it enacted into faw as soon as
possible.

incerely,
C .
Danie! C. Yates
President & CEO
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October 18, 2013

The Honorable Patrick J. Leahy
Chairman, Committee on the Judiciary
United States Senate

224 Dirksen Senate Office Building
Washington, DC 20510

The Honorable Bob Goodlatte
Chairman, Committee on the Judiciary
U.S: House of Representatives

2138 Raybumn House Office Building
Washington, DC 20515

The Honorable Chuck Grassley

Ranking Member, Committee: on the Judiciary
United States Senate

224 Dirksen Senate Office Building
Washington, DC 20510

The Honorable John Conyers, Jr.

Ranking Member, Committee on the Judiciary
U.S. House of Representatives

2138 Rayburn House Office Building
Washington, DC 20515

Dear Messrs. Chairmen and Ranking Members:

Thank you for the leadership that you and your commiftees have shown in recognizing
the need to reform the nation’s patent system. America’s patent System must promote
innovation. It must ensure that companies large and small can devote resources to productive,
pro-growth innovation in the marketplace instead of burdensome, unjustified patent litigation
that stifles innovation.

Yet some entities use patents to tax innovation, not to promote it. Such companies
accuse innovators of infringement - not to capture the value of the patent, but to demand
settlements based on what their targets would have to spend to ﬁght them in court.! The
enormous cost of defending against an infringement allegation raises particular concerns when a
small business is the defendant, For these businesses, the cost of defense may exceed their
revenue, all but compelling settlement regardless of the merits.

! See, . 2., BRIAN T. YEH, CONG. RESEARCH SERV., R42668, AN OVERVIEW OF THE “PATENT TROLLS”
DEBATE 1 (2012) (stating that “vast majority” of cases brought by patent assertion entities “end in
settlements becanse litigation is risky, costly, and disruptive for defendants, and PAESs often offer to settle
for amounts well below litigation costs to make the business decision to settle an obvious one”).
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We urge you to enact the following patent litigation reform measures, which will make
patent litigation more efficient in order to reduce the incentive to bring such nuisance patent
suits:

» Genuine notice pleading in patent cases. Under current law, entities that accuse
innovators of patent infringement need not tell their targets in the complaint which
claims of the patent they allege are infringed or which products or services allegedly
infringe. A target that does not know the precise allegations against it-can run up
high, wasteful legal bills pursuing arguments that turn out to be irrelevant once the
accuser finally makes its case clear, Section 2 of S. 1013 and Section 2 of H.R. 2639
both aim to correct this problem.”

e Efficient management of patent cases. In patent cases, the judge typically issues a so-
called Markman ruling that construes the terms in the patent claims and lets the
parties know the patent’s scope. Under current law, expensive discovery often -
happens before that ruling, even though the ruling can render much of that discovery
a waste of time and money. Knowing that, some accusers use early discovery
burdens to force a settlement based on the cost of litigation, rather than the merits of
the case. We support proposals — such as Section 4{a) of S. 1013 and Section 5 of
H.R. 2639 — that stay any unnecessary discovery until the court has told the parties
what the patent covers.

o Curbing discovery abuse in patent cases. Some patent accusers aim to leverage the
cost of excessive discovery to force a settlement that has little to do with the merits of
the case. We support proposals that, like Section 4(b) of S. 1013, allow for discovery
of core documentary evidence in patent cases in the usual way, but that require the
accuser to pay the costs of producing any additional discovery in patent cases.

» Patent fee shifting. In addition, we also support appropriate fee-shifting reform, The
Patent Act has included a fee-shifting provision since 1952. We encourage Congress
to provide more clarity regarding patent fee shifting. Done correctly, fee-shifting
reform will deter nuisance patent lawsuits, particularly those based on weak patents,
and ensure fairness in the patent system.

Reforms to mitigate the estoppel bar for administrative review of issued patents are also
important. In addition, the reforms above are essential because they will make patent litigation
less expensive and more efficient. They will help weed out the exploitative cases in which the
accuser seeks to extract a settlement based on the cost of litigation, rather than on the merits of
the cases. They will have little impact on cases founded on the merits of the patented
technology, ensuring that inventors can receive their due reward for their work. We look
forward to working with you to ensure that these proposals succeed in freeing the patent system
to fulfill its function: encouraging innovation and boosting the American economy.

23, 1013 was introduced by Sen, Cornyn on May 22, 2013, H.R. 2639 was introduced by Reps. Farenthold and
Jeffries on July 10, 2013,



Sincerely,

ADTRAN, Inc.
Huntsville, Alabama

American Consumer Institute
Washington, DC

Apple Inc. -
Cupertino, California

Application Developers Alliance
Washington, DC

Avaya Inc. v
Santa Clara, California

BlackBerry Limited
Irving, Texas

BSA | The Software Alliance
~ Washington, DC
Ciena Corporation
Hanover, Maryland

Cisco Systems, Inc,
San Jose, California

Coalition for Patent Faimess
Washington, DC
Consolidated Communications
Mattoon, THinois

Consumer Action
‘Washington, DC

Consumer Electronics Association

Arlington, Virginia

DIRECTV
El Segundo, California

DISH Network
Englewood, Colorado

300
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Dropbox, Inc. v

San Francisco, California
eBay Inc.

San Jose, California

Electronic Frontier Foundation
San Francisco, California

Engine

San Francisco, California

Entertainment Software Association
Washington, DC

Facebook ‘
Menlo Park, California

FairPoint Communications, Inc,
Charlotte, North Carolina

Ford Motot Company
Dearborn, Michigan

Frontier Communications Corporation
Stamford, Connecticut

Google Inc.
Mountain View, California

Groupon, Inc.

GVTC Communications
New Braunfels, Texas

Hawsiian Telcom
Honolulu, Hawaii

Hewlett-Packard Company
Palo Alto, California

HTC America
Bellevue, Washington
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IBM Corporation
Armonk, New York

Juniper Networks, Inc.
Sunnyvale, California

Limelight Networks, Inc.
Tempe, Arizona
LinkedIn
Mountain View, California
MediaFire
Houston, Texas
Meetup, Inc.
New York, New York

Microsoft Corporation
Redmond, Washington

National Retail Federation
Washington, DC

NCTA - The National Cable & Telecommuinications Association
Washington, DC

Netflix, Inc.
Los Gatos, California

New York Tech Meetup
New York, New York
North State Communications
High Point, North Carolina
NTCA — The Rural Broadband Association
Arlington, Virginia
Oracle
Redwood City, California

Personal Democracy Media
Neéw York, New York
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Public Knowledge
Washington, DC

QVC, Inc.

West Chester, Pennsylvania
Rackspace o

San Antonio, Texas.

Red Hat, Inc,
Raleigh, North Carolina

Safeway Inc.
Pleasariton; California

SAS Institute Inc.
Cary, North Carolina

Shenandoah Telecommunications Company
Edinburg, Virginia

Southwest Texas Telephone Company
Rocksprings, Texas

TechAmerica
Washington, DC

Twitter, Inc. ‘
San Francisco, California

USTelecom Association
Washington, DC

Verizon Communications Inc.
New York, New York

VIZIO, Inc,
Irvine, California

Waterfall Mobile, Inc,
San Francisco, California
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Windstream Communications
Little Rock, Arkansas

X0 Communications
Herndon, Virginia

cc: Members of Senate and House Committees on the Judiciary
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November 5, 2013
The Honorable Patrick J. Leahy The Honorable Robert Goodlatte
Chairman, Committee on the Judiciary Chairman, Committee on the Judiciary
United States Senate U.S. House of Representatives
224 Dirksen Senate Office Building 2138 Rayburn House Office Building
Washington, DC 20510 Washington, DC 20515
The Honorable Charles Grassley The Honorable John Conyers
Ranking Member, Committee on the Ranking Member, Committee on the
Judiciary Judiciary
224 Dirksen Senate Office Building 2138 Rayburn House Office Building
Washington, DC 201510 Washington, DC 20515

Dear Messrs. Chairmen and Ranking Members:

We, the undersigned trade associations and public interest organizations, applaud bipartisan
efforts in Congress to curb abusive patent litigation. As Congress considers this much-needed
legislation, we strongly urge you to include provisions to address unfair and deceptive patent
infringement demand letters.

Patent trolls are increasingly harassing businesses and not-for-profits of every size, across the
wide swath of industries represented here, with demand letters. These letters come out of
nowhere, and often allege that the mere use of everyday technology violates the patent holders’
rights. Further, these questionable letters typically state vague or hypothetical theories of
infringement, often overstate or grossly reinterpret the patent in question, and, in some cases,
make allegations of infringement of expired or previously licensed patents.

At their core, demand letters use the threat of litigation as leverage to extract a “licensing fee”
from the recipient business. Recipients often simply settle these nuisance claims rather than run
the risk of protracted litigation in federal court. Put simply, it is often much more expensive to
hire a lawyer to review or defend against a suspect claim than it is to pay the requested “fee.”
This is the troll’s business model.

While many in Congress are appropriately focusing on litigation reform and changes to
procedures at the U.S. Patent and Trademark Office (“USPTO”) to curb abusive practices, we
believe that pre-litigation demand letters must also be addressed. We appreciate that Chairman
Leahy and other leaders in Congress, as part of the overall patent reform effort, support
legislative proposals to have the Federal Trade Commission (“FTC”) look into unfair or
deceptive demand letters and, using their current consumer protection enforcement powers, rein
in bad actors that target main street businesses.

Demand letters are central to the patent troll problem. Indeed, many claims begin and end with
these letters as companies quickly pay undeserved “licensing fees,” given the expense and
complication of defending on the merits in court. We urge Congress to enact meaningful
legislative solutions to protect businesses of all sizes from these “smash and grab” tactics. The
fight for patent litigation reform and demand letter relief is truly a main street issue impacting
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businesses and not-for-profits in communities across the country. We look forward to working
with you on this important issue.

Sincerely,

American Association of Advertising Agencies
National Retail Federation

The Direct Marketing Association, Inc
National Council of Chain Restaurants
National Restaurant Association

The Mobile Marketing Association
Application Developers Alliance

Association of National Advertisers

The Food Marketing Institute

National Association of Convenience Stores - NACS
Public Knowledge

American Hotel & Lodging Association
National Grocers Association

Independent Insurance Agents & Brokers of America
National Association of Realtors - NAR
Competitive Carriers Association

Retail Industry Leaders Association

American Apparel & Footwear Association
Engine Advocacy

American Public Transportation Association
American Public Power Association

CC:  All members of the Senate Judiciary Committee
All members of the House Judiciary Committee
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Startup Investors Nationwide Support Broad Patent Reform

6 November 2013
Dear Congress:

Each year, we invest hundreds of millions of doliars in software and information technology businesses
and emerging mobile technologies. Together with other investors, we commit more than $1 hillion
annually in angel and venture capital that ensures continuing growth of young, high-tech companies
employing 1.4 million people. Collectively, we have invested in companies such as Netflix, Twitter,
Facebook, Dropbox, Palantir, Kickstarter, and countless other technologies that power American
businesses everywhere, We are the fuel in America’s startup economy engine.

We write to urge comprehensive legislation to address the troukling growth and success of the patent
trolt business model. Young, innovative companies are increasingly threatened and targeted by patent
troll lawsuits. In fact, the majority of companies targeted by patent trolls have less than $10 miilion in
revenue. And while big companies paid the lion’s share of the $29 billion of direct costs resulting from
patent trolt activities in 2011, the costs borne by smail companies are a proportionately farger share of
their revenues.

As a result, Congress and the Administration are considering multiple reform proposats. None alone
will fix the problem, but together they will make a substantial dent in what one famous troll recently
called “a new industry.”

Successful legisiation should make it harder to be a patent troli, and easfer for targeted businesses to
protect and defend themselves. Legislation should:

Make it easier to efficiently review patents at the Patent Office, as an alternative to litigatian.
Increase transparency by reguiring patent tralls to specify, in complaints and demand fetters,
which patent and what claims are infringed,.and specifically how the offending product or
technology infringes.

Limit the scope of expensive litigation discovery.

Require patent tralls to pay legal fees and other costs incurred by prevailing defendants.
Protect end users of technology (e.g., wi-fi, printers and scanners, and APIs] from being liable
for infringements by technology providers.

Our Founders did not intend to incentivize patent trolling in the Constitution -- nor did Congress
intend the Patent Act to promote this industry. Comprehensive legisiation to reduce abusive patent
litigation will make the patent troll business model less attractive, and will protect software, mobile
and information technology entrepreneurs. In turn, our digital econamy will continue to grow and so
will our national economy.



The undersigned:

Gil Bickel

St. Louis Arch Angels
St. Louis, MD

David Bradbury

Vermaont Center for Emerging Technologies

Burlington, VT

Glen Bressner
Originate Ventures
Bethlehem, PA

Brad Burnham
Union Square Ventures
New York, NY

Jeff Bussgang
Flybridge Capital
Boston, MA

Steve Case
Revolution Capital
Washington, OC

Jeff Clavier
SoftTechVC
Palo Alto, CA

Ron Conway
SV Angel
San Francisco, CA

Mark Cuban

Investor in over 70 startups

Dalfas, TX

Peter Esperraga
Cultivation Capital
St. Louis, MO

Brad Feld
Foundry Group
Bouider, CO

Nicole Glaros
Techstars

Boulder, CO and New York, NY

David Gold
Access Venture Partners
Westminster, CO

Greg Gottesman
Madrona Venture Group
Seattle, WA

Paul Graham
Y Combinator
Mountain View, CA

Bill Gurley
Benchmark Capital
Menlo Park, CA

Reid Hoffman
Greylock Partners
Menlo Park, CA

Kirk Holland
Access Venture Partners
Westminster, O

Len Jordan
Madrona Venture Group
Seattle, WA

Scott Levine
iSelect Fund
Clayton, MO

John Lifly
Greylock Partners
Menio Park, CA

Trevor Loy
Flywheel Ventures

Albuguerque and Sante Fe, NM



Chris Marks
High Country Venture
Boulder, CO

Dan Marriott
Stripes Group
New York, NY

Matt McCall
Pritzker Venture Capital Group
Chicago, iL and Los Angeles, CA

Jim McKelvey
Cultivation Capital
St. Louis, MO

Andrew Mclaughlin
BetaWaorks
New Yark, NY

Josh Mendelsohn
Hangar
San Francisco, CA

Jasaon Mendelsohn
Faundry Group
Boulder, CO

Michael Neril
Wehb Investment Network
San Francisco, CA

Charlie 0’Donnell
Brooklyn Bridge Ventures
New York, NY
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Alexis Dhanian
Angel Investor
New York, NY

Bijan Sahet
Spark Capital
Boston, MA

Devin Talbott
Enlightenment Capital
Washingtan, OC

Brett Topche
MentarTech Ventures
Phiiadelphia, PA

Jorge M. Torres
Silas Capitat
New York, NY

Runter Walk
Homebrew
San Francisco, CA

David Weekly
Startup Founder and Angel Investor
Palo Alto, CA

Fred Wilson
Union Sgquare Ventures
New York, NY

~ Application -
Deveiopers .
Alliance
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NATIONAL
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November 7, 2013

Chairman Patrick Leahy Ranking Member, Chuck Grassley
United States Senate United States Senate

Judiciary Committee Judiciary Committee

Chairman Jay Rockefeller Ranking Member, John Thune
United States Senate United States Senate

Commerce Committee Commerce Committee

Chairmen Leahy and Rockefeller and Ranking Members Grassley and Thune:

On behalf of our nation’s restaurant and foodservice industry, the National
Restaurant Association strongly supports reforms to provide technology end-users with
relief from abusive patent assertion entities’ (PAEs or patent trolls) demands. The
restaurant and foodservice industry consists of roughly 980,000 locations nationwide with
estimated sales of $660 billion accounting for roughly 4% of our nation’s GDP. The industry
is also the 2"d [argest private employer in the United States with over 13.1 million
employees. Roughly 90% of the industry consists of small business owners,

This time last year, very few industry members had heard of patent trolls,
Unfortunately, since then, our industry has been increasingly barraged with ill-founded
patent infringement litigation demand letters challenging the use of basic technologies in
our establishments, on our websites, and on individuals’ smartphones. Many of the
technologies that have come under fire from patent trolls are ones that provide extensive
value-added services to our customers, such as in-store Internet WiFi access, online
nutrition calculators, and restaurant locators on websites and in store-branded
smartphone applications. The restaurant industry is constantly evolving to provide
exceptional service to our customers. In the process, we work closely with innovative
entrepreneurs in the technology space. Unfortunately, even the threat of litigation deters
restaurants from partnering with new and innovative third-party technology providers. We
in no way wish to inhibit small inventors and other patent holders’ ability to bring
legitimate claims, but trolls, with frivolous claims, provide no value to the overall economy
and must be tempered from steering valuable resources and time away from job-creating
industries.

fity of tife for all we serve

Restaurant.org | @WeRRestaurants
2085 L. Street NW, Washington, DC 20038 | (202) 331-5900 | (80Q) 424-5156
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It is critical to create a more equitable and transparent environment that changes
the economic dynamics for patent trolls. Currently, there is very little risk or exposure for
patent trolls who send frivolous patent infringement demand letters, In order to shift these
economic dynamics, patent litigation reform and increased transparency on demand letters
are key reform priorities for our industry, along with any other reasonable solutions that
make it more difficult for patent trolls to prey on end-user companies, such as restaurants.

When a business receives a litigation demand letter, it has to weigh the validity of
the patent infringement claims and make a decision about how to respond to the letter.
Often, it is easier to settle even baseless infringement claims rather than fight the patent
trolls because of the extensive time and resources it would take to litigate the claim. For all
businesses, and particularly small businesses, the first step in this decision-making process
is determining the legitimacy of the patent assertion entity’s claims. Demand letters often
lack the information and transparency necessary for business owners to research and
make a simple assessment about whether the patent infringement claim has merit.
Requiring additional information and transparency on the actual demand letters, as well as
increased information online at a trusted third-party website about pending patent
litigation and patent troll companies, will help provide small business owners with a first
line of defense to assess the validity of many of the patent infringement claims they are
seeing at an increasingly alarming rate.

We are pleased that Senator Leahy and others have encouraged the Federal Trade
Commission to utilize its existing authority and powers to combat abusive patent troll
behavior, including egregious demand letter practices. We are hopeful that legislators will
make demand letter transparency a top priority for any patent reform legislation as
Congress moves forward. The bottom line is that patent trolls and their frivolous litigation
demand letter claims are drain on business and the economy, and it is critical that we
reform the system to make it more difficult for the patent trolls to prey on industries like
ours who add value to the communities we serve.

Sincerely,

National Restaurant Association

Alabama Restaurant Association

Arizona Restaurant Association

Arkansas Hospitality Association
California Restaurant Association
Colorado Restaurant Association
Delaware Restaurant Association

Florida Restaurant & Lodging Association
Georgia Restaurant Association

Iowa Restaurant Association

fity of Hfs for o

Restauwrantorg | @WeRRestaurants
2065 L Street NW, Washington, DC 20036 | {202) 331-530C | (800) 424-5156



312

NATIONAL
RESTAURANT
ASSOCIATION

Idaho Lodging & Restaurant Association

1llinois Restaurant Association

Louisiana Restaurant Association

Restaurant Association of Maryland

Michigan Restaurant Association

Mississippi Hospitality & Restaurant Association
Nebraska Restaurant Association

New Hampshire Lodging & Restaurant Association
New Jersey Restaurant Association

New Mexico Restaurant Association

New York State Restaurant Association

North Carolina Restaurant & Lodging Association
North Dakota Hospitality Association

Ohio Restaurant Association

Oklahoma Restaurant Association

Oregon Restaurant & Lodging Association
Pennsylvania Restaurant & Lodging Association
Rhode Island Hospitality Association

South Carolina Restaurant & Lodging Association
South Dakota Retailers Association

Tennessee Hospitality Association

Texas Restaurant Association

Utah Restaurant Association

Vermont Chamber of Commerce

Virginia Hospitality & Travel Association

West Virginia Hospitality & Travel Association
Wisconsin Restaurant Association

Enbancing the we snive

Restaurantorg | @WeRRestaurants
2055 L Street NW, Washington, DC 20036 | (202) 331-5900 | {800) 424-5156
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@
TechVoice

1 By CompTiA and TECNA

November 19, 2013

The Honorable Patrick Leahy
United States Senate

437 Russell Senate Office Building
Washington, DC 20510

Dear Senator Leahy:

On behalf of TechVoice, a partnership of CompTIA, the Technology Associations of
North America (TECNA) and 26 participating technology councils, I write to express
our gratitude for your leadership in addressing abusive patent litigation. As you
know, a recent GAQ report that focuses on patent infringement litigation states that
of a sample of 500 lawsuits from 2007 to 2011, the number of overall defendants in
patent infringement lawsuits increased by about 129 percent over this period.
Clearly there is need for reform and we feel that your bill is an important starting
point.

In particular, we thank you for hearing the concerns of small and medium sized tech
innovators by addressing bad faith demand letters. This coupled with provisions
that address transparency of patent ownership will go far in aiding innovators in
defending themselves against frivolous proceedings. While we also favor an
accessible website that would disclose both the PAE and the patent they are
attempting to enforce upon a threshold of 15 or more demand letters, the inclusion
of this important topic is of great significance to small and medium sized IT firms
and opens the debate for additional solutions.

We also appreciate those provisions in the bill that provide protection for end-users
from abusive patent claims by allowing for the stay of cases against downstream
customers. We believe this will have a very positive impact on curbing abusive
tactics.

We look forward to being helpful in advancing this important legislation. We thank
you for your leadership in working toward meaningful reform and we hope that we
can continue to be a resource to you and your staff in the weeks ahead.

Sincerely yours,

Elizabeth Hyman
Vice President, Public Advocacy
CompTIA
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19 November 2013

We, the undersigned, are a group of inventors, technologists and entrepreneurs. Many of us have
founded technology businesses; we have invented many of the protocols, systems and devices that
make the Internet work, and we are collectively listed as the inventors on over 150 patents.

We write to you today about the U.S. patent system. That system is broken. Based on our experiences
building and deploying new digital technologies, we helieve that software patents are doing more harm
than good. Perhaps it is time to reexamine the idea, dating from the 1980s, that government-issued
monopolies an algorithms, protocols and data structures are the best way to promote the
advancement of computer science.

But that will be a complex task, and ane we don't expect to happen guickly. Unfortunately, aspects of
the problem have become so acute they must be addressed immediately.

Broad, vague patents covering software-type inventions—some of which we ourselves are listed as
inventors on—are a malfunctioning component of America's inventive machinery. This is particularly
the case when those patents end up in the hands of non-practicing patent trofis.

These non-practicing entities do not make or sell anything. Their exploitation of patents as a tool for
extortion is undermining America’s technological progress; patent trolls are collecting taxes on
innovation by extracting billions of dolars in dubious licensing fees, and wasting the time and
management resources of creative businesses. Many of us would have achieved much lgss in our
careers if the trofling problem had been as dire in past decades as it is now.

Some legislative proposals under current consideration would fix the trofling problem. These include:

* Requiring that patent lawsuits actually explain which patents are infringed by which aspects of
a defendant's technology, and how;

*  Making clear who really owns the patent at issue;

» Allowing courts to shift fees to winning parties, making it rational for those threatened with an
egregious patent suit to actually fight against the threat rather than paying what amounts to
protection money;

»  Ensuring that those who purchase commaon, off-the-sheif technoiogies are shielded if they are
sued for using them; and

* Increasing opportunities for streamlined patent review at the patent office.

While subduing the trolling threat, these proposed changes will not fix the software patent problem
completely. Congress should consider ways to stop these patents from interfering with open
standards and open source software; from being claimed on problems, rather than solutions; and
from being drafted so obscurely that they teach us nothing and cannot be searched. Congress needs
to examine the very question of whether their net impact is positive.
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But for now, we urge you to implement simple and urgently necessary reforms, We hetieve in the
promise of technology and the power of creation to increase access to information, to create jobs, and
to make the world a better place. Please do not let patent trolls continue to frustrate that purpose.

The undersigned:

Ranganathan Krishnan - 30 patents
Former Principle Engineer at Qualcomm, led the software team building the aircraft modems that now
power GoGo in-flight Wi-Fi; Data center architect for Zoho Corporation; Startup founder

Paul Sutter ~ 26 patents, 22 applications
Co-founder of Quantcast

Dr. Neil Hunt ~ 14 patents
Chief Product Officer at Netflix

Justin Rosenstein - 13 patents, 23 applications
Founder of Asana, Former Engineering Lead at Facebook

Dustin Moskovitz - 2 patents
Co-Founder of Facebook and Asana

Ev Williams
Entreprensur, CEQ of the Obvious Corporation, co-founder of Odea, Blogger, Twitter, and Medium

David S.H. Rosenthal - 24 patents
Founder of the LOCKSS program, aimed at long-term preservation of web published materials

Frederick Baker - 15 patents, 52 RFCs
Former chair of IETF (the standards body of internet tech], member to FCC TAC, BITAG and other
bodies that advise the US government on technalogy

John H. Howard - 10 patents
Researcher at MIT, University of Texas, IBM, Carnegie Mellon, MERL, and Distinguished Engineer at Sun
Microsystems

Jon Callas - 7 patents, 4 RFCs
Cryptographer, technologist, entrepreneur; Co-founder of PGP Corporation, Sitent Circle and others

tgor Kafman - 6 patents, 7 applications
Co-founder of Hackpad inc., a company that develops next generation online collaboration tools;
Former Engineer at YouTube/Google and Microsoft
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Barbara Simons - 5 patents
Fellow and Former President at Association for Computing Machinery

Joshua Bloch ~ 4 patents, 4 applications
Former Chief Java Architect at Google and Distinguished Engineer at Sun Microsystems; Led the
design and implementation of numerous Java platform features

Rick Adams - 3 patents
Founder of UUNET Technologies, the first commercial Internet provider

Brandon Ballinger - 2 patents, 10 applications
Co-founder of Sift Science, a company that helps fight fraud through machine-learning,; Former
software engineer at Google

Maryse Thomas - 1 patent, 14 applications
Founder of Pokeware, a technology that naturally infuses video content with contextual advertising
using its proprietary Ad Exchange for objects in video.

Andrew Conway - 1 patent, 2 applications
Founder & CED of Silicon Genetics, a bioinformatics company (now part of Agilent]; First to control a
helicopter entirely by GPS (and thus win 1995 AUVS contest]

Derek Parham - 1 patent, 2 applications
Creator of Google Apps for Businesses; Entrepreneur, investor, and advisor

James Gettys - 1 patent, 1 application, 2 RFCs
Editor of the HTTP/1.1 specification that underlies the World Wide Web; Co-author of the X Window
Systemn

Harry Hochheiser - 1 patent, 1 application
Professor of Biormedical Informatics at UPitt

fan Lance Taylor - 1 patent, 1 application
Senjor Staff Software Engineer at Googls, Co-founder of Zembu Labs, and fong time open source
contributor

Vincent C. Jones, PhD, PE - 1 patent
40 years of designing and building computer networks, published author in the field of computer
networking

Jim Fruchterman - 1 patent
CED of Benetech, a nonprofit tech company, former rocket scientist and co-founder of Calera
Recognition Systems and RAF Technology, inc.
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Todd Huffman - company holds 1 Patent
CEQ of 35can, utilizes a novel serial sectioning technigue, KESM (Knife Edge Scanning Microscope] to
create 30 models of large volume tissue samples

Anselm Levskaya - 1 application
Founder of Cambrian Genomics, a company developing a new technology pipeline to produce fully
synthetic ONA at a fraction of the cost of current approaches

Lorrie Cranor - 1 application
Professor of Computer Science, Engineering, and Public Policy at Carnegie Mellon, Director of CyLab
Usable Privacy and Security L.aboratory

Mark Kohier - 3 RFCs
Implemented the IPvS tunneling protocols RFC 2893, RFC 2473, and RFC 3056 for HP-UX and other
Unix operating systems

John Vittal - 3 RFCs
Creator of the first integrated email program {MSG] and the initial "killer application” on the
ARPAnet/internet; Developed email standards still in use today

Dan McDonald - 3 RFCs
IPsec and IPvE pioneer, former project lead for Solaris/OpenSolaris IPsec. Current lliumos RTI
advocate, and Principal Software Engineer for Nexenta Systems, Co-authar of RFCs 1751, 2367, 5879

Russell Nelson - 3 RFCs
Ran the Clarkson {later Crynwr] Packet Oriver Collection

John Gilmore - 1 RFC

Programmer, entreprensur [Sun Microsystems, Cygnus Solutions]; Free software author, maintainer,
and co-creator (GOB, GNU Tar, Binutils, GNU Radio, Gnash, OpenBTS]; protocol designer [RFC 951,
BOJTP, which you use whenever you connect to Ethernet or WiFl]; Angel investor, philanthropist.

Stephen Wolff
Builder of NSFNET as a successor to ARPANET and for its transition to carrying commercial traffic,
enabling the Internet as we know it today, Internet Hall of Fame Inductee ~ 2013

Frode Hernes

VP of TV Product Management and former VP of Product Oevelopment at Opera Software, Contributor
to fSO0/CCITT and IETF standards within email directaries and security, Board member of the HbbTV
Association; Currently active in the spacifications for the TV Industry

Jaan Tallin
Founding Engineer of Skype; Refused to sign patents while at Skype
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Megan Klimen
Co-founder of 35can

Matthew Goodman
Co-founder of 35can

Kodi Daniel
Co-founder of 35can

Mikki Barry
Co-founder of InterCon Systems Corporations, the first commercial internet applications company on
the Mac platform; Intellectual Property and IT Attorney

Jim Deleskie
Founder and CT0, Heimdall Networks, previously Chief Architect Tata Cornmunications/Telegiobe; Sr.
Engineer internetMC! and contributor to IEEE and IETF working groups

Brandon Ross

Designer and builder of operating service provider networks such as MindSpring, NetRail, internap and
Comast; Member of the North American Network Operators Group [NANDG], the Internet Engineering
Task Force {IETF], Founder of Network Utility Force

Benjamin C. Pierce
Professor of Computer and Information Science at University of Pennsylvania; Fellow of the ACM, Lead
developer of Unison, a widely used open-source file synchronization tool; Author

David Snigler

Led several successful projects as part of the Emerging Technologies group at the University of
Massachusetts; Responsible for the design of systems used for research and administration
throughout the UMass system

Dylan Morris
Co~founder and VP of Strategy of Integrated Plasmonics, a technology startup in San Francisco
operating at the intersection of semiconductors, biotechnology, and digital health

Robb Walters
Founder, CED, President, Board Oirector and Integrated Plasmonics

Andrew Binstock
Editor in Chief of Dr. Dobb’s; founded jText Software Corp.; previously in charge of Global Technology
Forecasts at PricewaterhouseCoopers; programmer
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Mary Shaw

Educator and researcher in software engineering, ACM SIGSOFT Outstanding Research Award for work
in software architecturs, Fellow of the Institute for Electrical and Electronic Engineers, the Association
for Computing Machinery, and the American Association for the Advancement of Science

Ernest E. [Lee] Keet

President of Vanguard Atlantic Ltd.

Former Chair, Intelfectual Property Section, Software Industry Association, ADAPSQ; Board member
and lead investor in high tech startups

The above have collectively contributed to the invention of the following
technologies:

PATENTS:

* 44860974 Electronic computer with access to keyboard status information {Jones)

¢ 4531185 Centralized synchronization of clocks (Simons]

* 4584643 Decentralized synchronization of clocks [Simons)

* 4B03380 DASD cache block staging {Howard)

* 4706081 Method and apparatus for bridging local area networks [Baker)

* 4808265 Method and apparatus for interfacing to a local area network [Baker]

¢ 4916605 Fast write operations {Howard)

* 5073933 X window security system {Rosenthat]

» 5127088 Method and apparatus for the context switching of devices [Rosenthal)

¢ 5187786 Method for apparatus for implementing a class hierarchy of objects in a hierarchical
file system {Rosenthal)

* 5432824 Credit/rate-based system for controlling traffic in a digital communication netwark
[Howard)

* 5442708 Computer network encryption/decryption device {Adams])

* 5444782 Computer network encryption/decryption device {Adams]

¢ 5470223 Microprocessor controlled fuel and ignition control for a fuel burning device
[Fruchterman}

* 5600834 Method and apparatus for reconciling different versions aof a file [Howard)

* 5618658 Method and apparatus for trapping unimplemented operations in input/output
devices [Rosenthal]

* 5623632 Architecture for providing input/output operations in a computer system [Rosenthal)

* 5638535 Method and apparatus far providing flow control with lying far input/output
operetions in a computer system (Rosenthal)

* 5640456 Computer network encryption/decryption device (Adams]

* 5640591 Method and apparatus for naming input/output devices in a computer system
[Rosenthal)

* 5652733 Method and apparatus for authenticating the use of software [Rosenthal)

* 5659750 Apparatus for context switching of input/output devices in responses to commands
from unprivileged application programs [Rosenthal)
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5685011 Apparatus for handling failures to provide a safe address translation in an impraved
input/output architecture for a computer system {Rosenthal}

5696990 Method and apparatus for providing improved flow control for input/output
operations in a computer system having a FIFO circuit and an overflow storage area
{Rosenthat]

5721947 Apparatus adapted to he joined between the system #/0 hus and 1/0 devices which
translates addresses furnished directly by an application program {Rosenthal}

5732087 ATM local area network switch with dual queues {Howard)

5740406 Method and apparatus far providing fifo buffer input to an input/output device used
in a computer system {Rosenthal)

5740484 Architecture for providing input/output operations in a computer system {Rosenthal)
5745477 Traffic shaping and ABR flow control {Howard)

5751951 Network interface [Howard)

5758182 DMA controller transiates virtual I/0 device address received directly from
application program command to physical i/o device address of }/D device on device bus
{Rosenthal)

5764861 Apparatus and method for contralling context of input/output devices in a computer
system {Rosenthal]

5805930 System for FIFO informing the availahility of stages to store commands which
include data and virtual address sent directly from application programs [Rosenthal)
5887174 System, method, and program product for instruction scheduling in the presence of
hardware lookahead accomplished by the rescheduling of idle slots [Simons)

5887190 System for determining from a command storing in a storage circuit an application
program which has initiated the command to determine an input/output device address
[Rosenthal]

5909595 Method of controlling /0 routing by setting connecting context for utilizing i/D
processing elements within a computer system to produce multimedia effects [Rosenthal)
5918050 Apparatus accessed at a physical I/0 address for address and data transtation and
for context switching of 1/0 devices in response to commands from application programs
(Rosenthal]

5324126 Method and apparatus for providing address translations for input/output operations
in a computer system {Rosenthal]

6023738 Method and apparatus for accelerating the transfer of graphical images [Rosenthal]
6044222 System, method, and program product for loop instruction scheduling hardware
lookahead (Simons]

6065071 Method and apparatus for trapping unimplemented operations in input/output
devices (Rosenthat)

8081854 System for providing fast transfers to input/output device by assuring commands
from only one application program reside in FIFO {Rosenthal}

6038079 File version reconciliation using hash codes {Howard)

6232938 Retargeting optimized code hy matching tree patterns in directed acyclic graphs
[Simons]
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6336186 Cryptographic system and methodology for creating and managing crypto policy on
certificate servers [Callas)

6513032 Search and navigation system and method using category intersection pre-
computation (Sutter)

6584450 Method and apparatus for renting items (Hunt]}

6534260 Content routing {Baker}

6629198 Oata storage system and method employing a write-ahead hash log (Howard}
6738437 Symbol recovery from an oversampled hard-decision binary stream (Krishnan)
6742044 Distributed network traffic load balancing technigue implemented without gateway
router (Baker])

6744572 System and method for imaging an object (3Scan)

6775231 Dynamic weighted resource sharing [Baker]

6789125 Oistributed network traffic load balancing technigue implemented without gateway
router (Baker}

6801811 Software-directed, energy-aware control of display (Gettys]

6820261 Inheritabie thread-local storage {Bloch)

6833835 Method of, system for, and computer program product for providing efficient
utilization of memory hiararchy through code restructuring (Simons]

6915282 Autonomous data mining (Conway)

6928062 Uplink pilot and signaling transmission in wireless communication systems
[Krishnan)

7013458 Method and apparatus for associating metadata attributes with program elements
{Bloch)

7024381 Approach for renting items to customers (Hunt)

7033001 Channel estimation for 0FOM communication systems (Krishnan)

7042857 Uplink pilot and signaling transmission in wireless communication systems
{Krishnan}

7062562 Methods and apparatus for content server selection (Baker)

7080138 Methods and apparatus for content server selection (Baker)

7085790 Transmission schemes for multi-antenna cammunication systems utilizing multi-
carrier modulation (Krishnan}

7088815 Method and apparatus for efficient compression [Rosenthal)

7158237 Method and system for dynamic network intrusion monitoring, detection and
response (Callas)

7171657 Method and apparatus for imparting static members of a class [Bloch]

7263687 Object-oriented enumerated type facility (Bloch)

7292826 System and method for reducing rake finger processing (Krishnan)

7359728 Modified power control for reduction of system power consumption [Krishnan)
7383439 Apparatus and methad for facilitating encryption and decryption operations over an
email server using an unsupported protocol [Callas)

74011549 Oistributed network traffic load balancing technique implemented without gateway
router (Baker]

7403910 Approach for estimating user ratings of items (Hunt)
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7408314 Time-hopping systems and techniques for wireless communications {Krishnan)
7437558 Methad and system for verifying identification of an electronic mail message (Baker]}
7447481 System and method for reducing rake finger processing {Krishnan]

7450963 Low power dual processor architecture for multi mode devices (Krishnan}
7483576 Channe! estimation for 0FOM communication systems {Krishnan}

7483133 Power control in ad-hoc wireless networks [Krishnan}

7515585 Network using encoded transmissions and forwarding [Krishnan]

7515924 Method and module for operating independentiy of a remote terminal if an incoming
pilot signal is not detected within a time period and enabling a pilot signal transmission
{Krishnan]

7518371 Multi-hop communications in a wireless network [Krishnan)

7528780 Conflict management during data ohject synchronization between client and server
{Rosenstein]

7536641 Web page authoring too! for structured documents {[Rosenstein)

7542471 Method of determining path maximum transmission unit (Sutter}

7546252 Approach for managing rental items across a plurality of distribution locations
{Hunt)

7551620 Protecting data integrity in an enhanced network connection {Sutter)

75833943 Method and system for synchronizing multiple user revisions to a shared object
[Kofman)

7606326 Transmission schemes for multi-antenna communication systems utilizing multi-
carrier modulation [Krishnan)

7616638 Wavefront detection and disambiguation of acknowledgments [Sutter]

7617127 Approach for estimating user ratings of items [Hunt)

7630305 TCP setective acknowledgements for communicating delivered and missed data
packets [Sutter]

7631252 Distributed processing when editing an image in a browser [Rosenstein]

7631253 Selective image editing in a browser {Rosenstein}

7631323 Method of sharing an item rental account {Hunt)

7834715 Effects applied to images in a hrowser {Rosenstein}

7640427 System and method for secure electronic communication in a partially keyless
environment {Callas)

7650387 Method and system for managing storage on a shared storage space {Baker)
7656798 Flow controf system architecture {Sutter)

7857037 Apparatus and method for identity-based encryption within a conventional public-
key infrastructure [Callas)

7664140 Early termination of low data rate traffic in a wireless network {Krishnan)
7698453 Early generation of acknowledgements for flow contral [Sutter)

7730213 Object-based storage device with improved reliability end fast crash recovery
{Howard)

7840848 Web-page authoring tool for automatic enroliment in advertising program
[Rosenstein]

7843938 QoS optimization with compression [Sutter)
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7852798 Network using randomized time division duplexing [Krishnan]

7864770 Routing messages in a zero-information nested virtual private network {Baker]
7864772 Protecting data integrity in an enhanced network connection {Sutter]
78395641 Methaod and system for dynamic network intrusion monitoring, detection and
response {Callas)

7907898 Asynchronous inter-piconet routing [Krishnan)

7912457 Methods and apparatus for creation and transport of multimedia content flows
{Krishnan}

7953000 Mechanism to improve preemption hehavior of resource reservations [Baker)
7953794 Method and system for transitioning between synchronous and asynchronous
communication modes (Kofman]

7958529 Method of sharing an item rental account {Hunt]

79639876 Method of determining path maximum transmission unit [Sutter)

7978710 Synchronous inter-piconet routing (Krishnan)

8004973 Virtual inline configuration for a netwark device (Sutter]

8015067 Oeleted account handling for hosted services (Parham]

8019351 Multi-hop communications in a wireless network (Krishnan)

8024652 Technigues to associate information between application programs (Kofman)
8028024 System and method of instant messaging between wireless devices [Krishnan)
8050271 Protecting data integrity in an enhanced network connection [Sutter)
8077632 Automatic LAN/WAN port detection [Sutter]

8086524 Systerms and methods for transaction processing and balance transfer processing
[Sutter}

8150918 Method and system for transitioning hetween synchronous and asynchronous
communication modes (Kofman)

8155444 Image text to character information conversion (Kofman]

8156554 Method and system for verifying identification of an electronic mail message [Baker)
8161368 Distributed processing when editing an image in a browser [Rosenstein)
8176120 Web-page authoring tool for automatic enroliment in advertising program
[Rosenstein]

8208972 Low power dual processor architecture for multi mode devices [Krishnan)
8230318 Selective image editing in a browser [Rosenstein]

8233392 Transaction boundary detection for reduction in timeout penalties [Sutter)
8238241 Automatic detection and window virtualization for flow control [Sutter)
8245123 Effects applied to images in a browser [Rosenstein)

8245277 Universally usahle human-interaction proof (Hochheiser)

8253723 Wavefront detection and disambiguation of acknowledgements [Sutter]
8271338 Approach for estimating user ratings of items [Hunt)

8310928 Flow control system architecture [Sutter)

8311981 Conflict management during data object synchronization between client and server
[Rosenstein)

8315977 Data synchronization between a data center environment and a cloud computing
environment (Hunt)

10
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8320244 Reservation based MAC protocal {Krishnan)

8351985 Low power dual processar architecture for muiti mode devices {Krishnan)
8365235 Trick play of streaming media [Hunt)

8369361 Early termination of low data rate traffic in a wireless network (Krishnan)
8386601 Detecting and reporting on consumption rate changes {Sutter}

8386621 Paraliel streaming {Hunt]

8411560 TCP selection acknowledgements for communicating delivered and missing data
packets {Sutter]

8417476 Dynamic randomized controlled testing with consumer electronics devices [Hunt)
8433814 Digital content distribution system and methad {Hunt]}

8438280 Detecting and reporting on consumption rate changes [Sutter]

8443056 Client-server signaling in content distribution networks {Hunt)

B448057 Audience segment selection {Sutter]

8462630 Early generation of acknowledgements for flow control [Sutter)

8464237 Method and apparatus for aptimizing compilation of a computer program (Taylor]
8472930 Methods and apparatus for creation and transport of multimedia content flows
{Krishnan]

8478590 Ward-level correction of speech input {Ballinger}

8489135 Network topology formation [Krishnan)

8483883 Method and apparatus for restricting access to encrypted data {Callas]
8493955 Interference mitigation mechanism to enable spatiai reuse in UWB networks
[Krishnan)

8494852 Word-level correction of speech input {Bailinger])

8504905 Audience segment selection [Sutter]

8553699 Wavefront detection and disambiguation of acknowledgements {Sutter)
8554832 Server side user interface simulation [Moskavitz, Rosenstein)

8566353 Web-based system for coltaborative generation of interactive videos [Kofman)
B572477 Web-based incremental computing {Moskovitz, Rosenstein)

B46B565 Method and apparatus for displaying information in response to motion picture
programming [Thomas]

APPLICATIONS:

20020065919 Peer-to-peer caching netwark for user data {Taylor]

20040048763 Method and apparatus for importing static members of a class [Bioch)
20040049764 Object-oriented enumerated type facility {Bloch}

20040049766 Method and apparatus for associating metadata attributes with program
elements [Bloch)

20050005024 Method of determining path maximum transmission unit {Sutter)
20050058131 Wavefront detection and disambiguation of acknowledgments [Sutter]
20050060428 Early generation of acknowledgements for flow control {Sutter)
20050063302 Automatic detection and window virtualization for flow contral [Sutter]
20050063303 TCP selective acknowledgements for communicating delivered and missed data
packets {Sutter]

11
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20050063307 Flow control system architecture {Sutter]

20050074007 Transaction boundary detection for reduction in timeout penalties [Sutter]
20050120328 Method and apparatus for supporting typesafe software design {Bloch)
20050222779 Oetecting recessive diseases in inbred populations [Conway)

20060159029 Automatic LAN/WAN port detection {Sutter)

20060161516 Method and system for synchronizing multiple user revisions to a shared object
{Kofman)

20060161585 Method and system for transitioning between synchronous and asynchronous
communication modes {Kofman)

20060248442 Weh page autharing tool for structured documents [Rosenstein)
20070031886 Detecting recessive diseases in inbred populations {Conway)

20070188662 Deleted account handling for hosted services [Parham)

20070198838 Account administration for hosted services [Parham)

20070245310 Message catalogs for remote modules {Rosenstein)

20070248090 Virtua! inline configuration for a network device (Sutter)

20070260979 Distributed processing when editing an image in a browser [Rosenstein)
20070285428 Seif-refreshing display controller for a display device in a computational unit
[Gettys]

20080086741 Audience commaonality and measurement [Sutter)

20080170785 Converting Text [Kofman)

20080225057 Selective image editing in a browser [Rosenstgin)

20080225058 Effects applied to images in a browser [Rosenstein]

20080256113 Techniques to associate information between application programs [Kofman)
20080256114 Techniques to display associated information between application programs
[Kofman)

20080270761 Techniques ta generate event contexts for recurring events [Kofman]
20090083442 Tracking identifier Synchronization (Sutter)

20080119167 Social Advertisements and Other informational Messages on a Social
Networking Website, and Advertising Model for Same [Rosenstein)

20090182588 Communicating information in a Social Networking Website About Activities
from Another ODomain (Rosenstein)

20090201828 Method of determining path maximum transmission unit (Sutter)
20080216815 Conflict Management Ouring Data Object Synchronization Between Client and
Server [Rosenstein)

20080235158 Weh Page Authoring Tool for Structured Oocuments (Rosenstein)
20100036779 User-controtlable learning of policies (Cranor)

20100046372 Wavefront Detection and Disambiguation of Acknowledgements [Sutter)
2010005004D Tep selection acknowledgements for communicating delivered and missing
data packets (Sutter)

20100085350 Universally usable human-interaction proof [Hochheiser)

201001038183 Flow control system architecture [Sutter]

20100110082 Distributed processing when editing an image in a browser [Rosenstein)
20100110104 Effects applied to images in a browser [Rosenstein)

12
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20100111406 Selective image editing in a browser (Rosenstein]

20100232284 Early generation of acknowledgements for flow control [Sutter]
20100308822 Protecting data integrity in an enhanced network connection [Sutter)
20110029388 Social Advertisements and Other Informational Messages on a Social
Networking Website, and Advertising Mode!l for Same [Rosenstein]

20110055314 Page rendering for dynamic web pages [Rosenstein]

20110153324 Language Model Selection for Speech-to-Text Conversion (Ballinger)
20110153325 Multi-Modal nput on an Etectronic Device [Ballinger)

20110161080 Speech to Text Conversion [Ballinger]

20110161081 Speech Recognition Language Models [Ballinger}

20110161178 Weh-Page Authoring Tool for Automatic Enroliment in Advertising Program
[Rosenstein]

20110166851 Word-Levei Correction of Speech input [Ballinger]

20110225242 Method and system for transitioning between synchronous and asynchronous
communication modes (Kofman)

20120022853 Muiti-Modal Input on an Efectronic Oevice {Ballinger]

20120022866 Language Model Selection for Speech-to-Text Conversion [Ballinger)
20120022867 Speech to Text Conversion (Ballinger)

20120022868 Word-Leve! Correction of Speech Input [Ballinger]

20120022873 Speech Recognition Language Models [Ballinger]

20120083156 Virtual inline configuration for a network device [Sutter)

20120085836 Social Advertisements Based on Actions on an External System (Rosenstein)
20120101898 Presenting personalized social content on a web page of an external system
[Rosenstein)

20120108757 Sponsored stories and news stories within a newsfeed of a social networking
system (Rosenstein)

20120203847 Sponsored Stories and News Stories within a Newsfeed of a Social Networking
System (Rosenstein}

20120204086 Presenting Persanalized Social Content-on a Web Page of an External System
[Rosenstein)

20120327772 Wavefront detection and disambiguation of acknowledgements {Sutter]
20130003553 Automatic detection and window virtualization for flow control [Sutter}
20130124612 Conflict Management During Data Dbject Synchronization Between Client and
Server [Rosenstein)

20130132222 Method and Apparatus Pertaining to Financial investment Quantitative Analysis
Signat Auctions (Sutter)

20130198008 Social Advertisements And Other informational Messages On A Social
Networking Website, And Advertising Model For Same (Rosenstein)

20130198024 Method and Apparatus Pertaining to the Aggregation and Parsing of
Behavioral-Event Content (Sutter)

201302043854 Communicating information in a social networking website about activities
from another domain (Rosenstein]

13
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20110207116 Spatio-Temporat Control of Proten Interactions Using Phytachromes
{Levskaya]

20120240152 Method and apparatus for displaying infarmation in response ta motion picture
programming {Thamas]

20130298168 Method and apparatus for digital shopping {Thomas)

20120240138 Method and apparatus for displaying information in response to motion picture
programming {Thamas)

20080271089 Methad and apparatus for displaying information in response to motion picture
programming (Thomas]

20100035332 Portable detection apparatus for beverage ingredients (Thomas)
20110283799 Portable detection apparatus for beverage ingredients {Thamas)
20080271084 Method and apparatus for digital shopping (Thomas, filed under Rohinsaon]
20080276286 Method and apparatus for displaying information [Thomas, filed under
Robinson]

20080271087 Method and apparatus for delivering information about an audio element
[Thomas, filed under Robinson}

20080271088 Method and apparatus for delivering information referred to by cantent
{Thomas, filed under Robinson)

20080276285 Method and apparatus for displaying information and collecting viewer
information {Thomas, filed under Robinsan)

20080271086 Method and apparatus for displaying information about a real world setting
[Thomas, filed under Robinson)

20080271083 Method and apparatus for displaying information about a beauty product
element [Thomas, filed under Robinson]

20040109087 Method and apparatus for digital shopping [Thomas, filed under Robinson)
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Professors’ Letter in Support of Patent Reform Legislation
November 25, 2013
To Members of the United States Congress:

We, the undersigned, are 60 professors from 26 states and the District of Columbia who teach
and write about intellectual property law and policy. We write to you today to express our
support for ongoing efforts to pass patent reform legislation that, we believe, will improve our
nation’s patent system and accelerate the pace of innovation in our country.

As a group we hold a diversity of views on the ideal structure and scope of our nation’s
intellectual property laws. Despite our differences, we all share concern that an increasing
number of patent owners are taking advantage of weaknesses in the system to exploit their rights
in ways that on net deter, rather than encourage, the development of new technology.

Several trends, each unmistakable and well supported by empirical evidence, fuel our concern.
First, the cost of defending against patent infringement allegations is high and rising. The
American Intellectual Property Law Association estimates that the median cost of litigating a
moderately-sized patent suit is now $2.6 million, an amount that has increased over 70% since
2001. These and other surveys suggest that the expense of defending even a low-stakes patent
suit will generally exceed $600,000. Moreover, the bulk of these expenses are incurred during
the discovery phase of litigation, before the party accused of infringement has an opportunity to
test the merits of the claims made against it in front of a judge or jury.

The magnitude and front-loaded nature of patent litigation expenses creates an opportunity for
abuse. Patentholders can file suit and quickly impose large discovery costs on their opponents
regardless of the validity of their patent rights and the merits of their infringement allegations.
Companies accused of infringement, thus, have a strong incentive to fold and settle patent suits
early, even when they believe the claims against them are meritless.

Historically, this problem has largely been a self-correcting one. In suits between product-
producing technology companies, the party accused of infringement can file a counterclaim and
impose a roughly equal amount of discovery costs on the plaintiff. The costs, though high, are
symmetrical and, as a result, tend to encourage technology companies to compete in the
marketplace with their products and prices, rather than in the courtroom with their patents,

In recent years, however, a second trend — the rise of “patent assertion entities” (PAEs) — has
disrupted this delicate balance, making the high cost of patent litigation even more problematic.
PAE:s are businesses that do not make or sell products, but rather specialize in enforcing patent
rights. Because PAEs do not make or sell any products of their own, they cannot be countersued
for infringement. As a result, PAEs can use the high cost of patent litigation to their advantage.
They can sue, threaten to impose large discovery costs that overwhelmingly fall on the accused
infringer, and thereby extract settlements from their targets that primarily reflect a desire to avoid
the cost of fighting, rather than the chance and consequences of actually losing the suit.

1
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To be sure, PAEs can in theory play a beneficial role in the market for innovation and some
undoubtedly do. However, empirical evidence strongly suggests that many PAEs have a net
negative impact on innovation. Technology companies — which, themselves, are innovators —
spend tens of billions of dollars every year litigating and settling lawsuits filed by PAEs, funds
that these tech companies might otherwise spend on additional research and design. Surveys
also reveal that a large percentage of these suits settle for less than the cost of fighting, and
multiple empirical studies conclude that PAEs lose about nine out of every ten times when their
claims are actually adjudicated on their merits before a judge or jury.

The impact of these suits is made more troubling by the fact that PAE activity appears to be on
the rise. Empirical studies suggest that at least 40%, and perhaps as high as 59% or more, of all
companies sued for patent infringement in recent years were sued by PAEs. PAE suits were
relatively rare more than a decade ago, and they remain relatively rare today elsewhere in the
world.

More worrisome than these bare statistics is the fact that PAEs are increasingly targeting not
large tech firms, but rather small business well outside the tech sector. Studies suggest that the
majority of companies targeted by PAEs in recent years eam less than $10 million in annual
revenue,

When PAEs target the numerous small companies downstream in the supply chain, rather than
large technology manufacturers upstream, they benefit in two ways. First, for every product
manufacturer, there may be dozens or hundreds of retailers who sell the product, and hundreds or
thousands of customers who purchase and use the technology. Patent law allows patent owners
to sue makers, sellers, or users. Suing sellers or users means more individual targets; some PAEs
have sued hundreds of individual companies. And, more targets means more lawyers, more case
filings, more discovery, and thus more litigation costs overall to induce a larger total settlement
amount.

Second, compared to large manufacturers, small companies like retailers are less familiar with
patent law, are less familiar with the accused technology, have smaller litigation budgets, and
thus are more likely to settle instead of fight. In fact, many small businesses fear patent litigation
to such an extent that they are willing to pay to settle vague infringement allegations made in
lawyers’ letters sent from unknown companies. Like spammers, some patent owners have
indiscriminately sent thousands of demand letters to small businesses, with little or no intent of
actually filing suit but instead with hopes that at least a few will pay to avoid the risk.

This egregious practice in particular, but also all abusive patent enforcement to some extent,
thrives due to a lack of reliable information about patent rights. Brazen patent owners have been
known to assert patents they actually do not own or, conversely, to go to great lengths to hide the
fact that they actually do own patents being used in abusive ways. Some patent owners have also
sought double recovery by accusing companies selling or using products made by manufacturers
that already paid to license the asserted patent. Still others have threatened or initiated litigation
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without first disclosing any specific information about how, if at all, their targets arguably
infringe the asserted patents.

In short, high litigation costs and a widespread lack of transparency in the patent system together
make abusive patent enforcement a common occurrence both in and outside the technology
sector. As a result, billions of dollars that might otherwise be used to hire and retain employees,
to improve existing products, and to launch new products are, instead, diverted to socially
wasteful litigation.

Accordingly, we believe that the U.S. patent system would benefit from at least the following six
reforms, which together will help reduce the cost of patent litigation and expose abusive
practices without degrading inventors’ ability to protect genuine, valuable innovations:

1. To discourage weak claims of patent infringement brought at least in part for nuisance
value, we recommend an increase in the frequency of attorneys’ fee awards to accused
patent infringers who choose to fight, rather than settle, and ultimately defeat the
infringement allegations levelled against them,

2. To reduce the size and front-loaded nature of patent litigation costs, we recommend
limitations on the scope of discovery in patent cases prior to the issuance of a claim
construction order, particularly with respect to the discovery of electronic materials like
software source code, emails, and other electronic communications.

3. To further protect innocent retailers and end-users that are particularly vulnerable to
litigation cost hold-up, we recommend that courts begin to stay suits filed against parties
that simply self or use allegedly infringing technology until after the conclusion of
parallel litigation between the patentee and the technology’s manufacturer.

4. To facilitate the early adjudication of patent infringement suits, we recommend that
patentees be required to plead their infringement allegations with greater specificity.

And finally, to increase transparency and confidence in the market for patent licensing, we
recommend:

5. that patentees be required to disclose and keep up-to-date the identity of parties with an
ownership stake or other direct financial interest in their patent rights, and

6. that Congress consider additional legislation designed to deter fraudulent, misleading, or
otherwise abusive patent licensing demands made outside of court.

In closing, we also wish to stress that as scholars and researchers we have no direct financial
stake in the outcome of legislative efforts to reform our patent laws. We do not write on behalf
of any specific industry or trade association. Rather, we are motivated solely by our own
convictions informed by years of study and research that the above proposals will on net advance
the best interests of our country as a whole. We urge you to enact them.
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Sincerely,”

Professor John R. Allison
The University of Texas at Austin, McCombs School of Business

Professor Clark D. Asay
Penn State University Dickinson School of Law (visiting)

Professor Jonathan Askin
Brooklyn Law School

Professor Gaia Bemnstein
Seton Hall University School of Law

Professor James E. Bessen
Boston University School of Law

Professor Jeremy W. Bock
The University of Memphis Cecil C. Humphreys School of Law

Professor Annemarie Bridy
University of Idaho College of Law

Professor Irene Calboli
Marquette University Law School

Professor Michael A. Carrier
Rutgers School of Law, Camden

Professor Bernard Chao
University of Denver Sturm College of Law

Professor Andrew Chin
University of North Carolina School of Law

Professor Ralph D. Clifford
University of Massachusetts School of Law

Professor Jorge L. Contreras
American University Washington College of Law

Professor Rebecca Curtin
Suffolk University Law School

* This letter presents the views of the individual signers. Institutions are listed for identification purposes only.
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Professor Samuel F. Ernst
Chapman University Dale E. Fowler School of Law

Professor Robin Feldman
University of California Hastings College of the Law

Professor William T. Gallagher
Golden Gate University School of Law

Professor Jon M. Garon
Northern Kentucky University Chase College of Law

Professor Shubha Ghosh
University of Wisconsin Law School

Professor Eric Goldman
Santa Clara University Schoo! of Law

Professor Leah Chan Grinvald
Suffolk University Law School

Professor Debora J. Halbert
University of Hawaii at Manoa Department of Political Science

Professor Bronwyn H. Hall
University of California Berkeley Department of Economics

Professor Yaniv Heled
Georgia State University College of Law

Professor Christian Helmers
Santa Clara University Leavey School of Business

Professor Sapna Kumar
University of Houston Law Center

Professor Mary LaFrance
University of Nevada Las Vegas William S. Boyd School of Law

Professor Peter Lee
University of California Davis School of Law

Professor Mark A. Lemley
Stanford Law School

Professor Yvette Joy Liebesman
Saint Louis University School of Law
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Professor Lee Ann W. Lockridge
Louisiana State University Paul M. Hebert Law Center

Professor Brian J. Love
Santa Clara University School of Law

Professor Glynn S. Lunney, Jr.
Tulane University School of Law

Professor Phil Malone
Stanford Law School

Professor Mark P. McKenna
Notre Dame Law School

Professor Michael J. Meurer
Boston University School of Law

Professor Joseph Scott Miller
University of Georgia Law School

Professor Fiona M. Scott Morton
Yale University School of Management

Professor Lateef Mtima
Howard University School of Law

Professor Ira Steven Nathenson
St. Thomas University School of Law

Professor Laura Lee Norris
Santa Clara University School of Law

Professor Tyler T. Ochoa
Santa Clara University School of Law

Professor Sean A. Pager
Michigan State University College of Law

Professor Cheryl B. Preston
Brigham Young University J. Reuben Clark Law School

Professor Jorge R. Roig
Charleston School of Law

Professor Jacob H. Rooksby
Dugquesne University School of Law
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Professor Brian Rowe
Seattle University School of Law &
University of Washington Information School

Professor Matthew Sag
Loyola University of Chicago School of Law

Professor Pamela Samuelson
University of California Berkeley School of Law

Professor Jason Schultz
New York University School of Law

Professor Christopher B. Seaman
Washington and Lee University School of Law

Professor Carl Shapiro
University of California Berkeley Haas School of Business

Professor Lea Shaver
Indiana University Robert H. McKinney School of Law

Professor Jessica Silbey
Suffolk University Law School

Professor Christopher Jon Sprigman
New York University School of Law

Professor Madhavi Sunder
University of California Davis School of Law

Professor Toshiko Takenaka
University of Washington School of Law

Professor Sarah Tran
Southern Methodist University Dedman School of Law

Professor Jennifer M. Urban
University of California Berkeley School of Law

Professor Samson Vermont
Charlotte School of Law (visiting)
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December 6, 2013

Honorable Patrick I. Leahy
Chairman

Senate Committee on the Judiciary
224 Dirksen Senate Office Building
‘Washington, D.C. 20510

Dear Chairman Leahy:

On behalf of the 800 members of the Vermont Society of CPAs, T laud you for your work on
patent reform as it pertains to frivolous patent litigation initiated by Patent Assertion Entities
(PAEs), more commonly known as patent trolls.

State CPA societies and CPA firms are among the many small- and medium-sized businesses
that have been targeted by PAEs. Because of this growing problem, we favor legislative reforms
to the patent system that protect off-the-shelf use by consumers and businesses, reduce costs and
hurdles to defend against PAEs, increase transparency about PAEs, and shift costs to PAEs for
unsuccessful litigation. We arc pleased that many of these reforms are embodied in your bill, S.
1720, the Patent Transparency and Improvements Act.

As you prepare for Judiciary Committee hearings on your legislation, we respectfully request
that you consider including as a hearing witness a CPA firm that has been contacted by a PAE.
We believe that such a CPA firm will bring a unique voice to the issue and can help make the
case on why patent reform is needed.

Thank you again for the attention that you have given to this growing problem. The Vermont
Society of CPAs stands ready to continue to work with you on this matter that is so crucial to the
nation’s jobs, innovation, and economy.

Sincerely,

Deborah L. Riley
Executive Director & CEO

100 Stare Street, Suite 500, Montpelier, VT 05602

T deb@
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December 9, 2013

The Honorable Mike Lee
316 Hart Senate Office Building
Washington, DC 20510

The Honorable Patrick Leahy
Chairman, Senate Judiciary Committee
437 Russell Senate Office Building
Washington, DC 20510

Dear Chairman Leahy and Senator Lee,

On behalf of the more than one million menbers of the NATIONAL ASSOCIATION OF
REALTORS® (NAR), we wish to thank you for the introduction of §. 1720, the “Patent
Transparency and Improvements Act.” We view the reforms in this bill as an important step
in protecting innovators and main street businesses from broad claims of patent infringement
based on patents of questionable validity all brought by non-practicing entiti

NAR, whose members identify themselves as REALTORS®, represents a wide variety of real
estate industry professionals. REALTORS® have been early adopters of technology and ase
industry innovators who understand that consumers today are seeking real estate information
and services that are fast, convenient and comprehensive. Increasingly, technology
innovatons are driving the delivery of rea] estate services and the future of REALTORS™®
businesses.

As technology users, NAR and several of its members recently faced onerous patent
infringement litigation over questionable patents dealing with location based scarch
capabilities. These suits were brought by patent holding companies and other non-practicing
entities. They were evenmally settled in 2 multi-million dollar scttlement. In addition, our
broker and agent members are increasingly dealing with demand letters to license commonly
used technologies like scanner- copiers and online alert functions. Qur members know
firsthand that “patent trolls” divert significant dme and money from their businesses.

s

Without needed reforms that assure that asserted patent rights are legitimate and frivolous
litigation schemes are curtailed, the ability of businesses owned by REALTORS®, many of
which are small businesses, to grow, innovate and better serve modern consumers will be put
at risk. NAR supports the reforms in the Patent Transparency and Improvements Act as a
way to rebalance a patent system that is increasingly a target of uncertainty and abuse.

We alse support legislation introduced by Senators Schumer (3. 866, The Patent Quality
Improvement Act), Cornyn (S. 1013, the Patent Abuse Reduction Act) and Harch (8. 1612,
The Patent Litigation Integrity Act) and hope to see these reforms included in a final patent
litigation reform package.

We welcome the introduction of the Patent Transparency and Improvements Act and look
forward to working with you to create needed reforms to the patent system that will truly

promote innovation and expand job creation.

Sincerely,

Steve Brown
2014 President, National Association of REALTORS®

cc: US. Senate Committee on the Judiciary



337

T H E\ » 20883 Stevens Creek Blvd.,Suite 100
: | é ! Cupertino, CA 95014
. | : : voice 408-446-4222
' ' x 408-919-127
CROUD fax 408-919-1234

www.tplgroup.net

10 December 2013

The Honorable Patrick J. Leahy
United States Senate

437 Senate Russell Office Building
Washington, D.C. 20510

RE: OVERWHELMING PROOF OF H.R. 3309 FATAL FLAWS
Senator Leahy:

I have attached some 20 detailed and insightful analyses
of H.R. 3309 from the likes of the Six Major University
Associations, the American Bar Association, the Committee on
Rules of Practice and Procedure of the Judicial Conference of
the US, the National Venture Capital Association, present and
past CAFC Chief Judges Rader and Michel, The Patent Office
Professional Association, The American Intellectual Property
Law Association --- and the list goes on per the attached
list, each providing its own unigque perspective and insight on
the profound problems which are the fatal flaws embedded in
H.R. 3309. Not exactly a bunch of “trolls”.

Qver the past five sessions of Congress many of the Key
Patent-System Players have appeared on various sides of the
various issues or not at all for a wide variety of reasons,
allowing the Multinational attackers to dominate the
narrative, and it was only after the details surrounding H.R.
3309 were revealed and afforded the light of day that the
disparate perspectives and interests of these Key Patent-
System Players evoked a response of historic proportions in
the form of a remarkable barrage of analytical commentaries on
the profound problems which are the fatal flaws embodied in
H.R. 33009.

These entities constitute the fabric of the American
Patent System, the cradle of innovation, Jjobs, and American
exceptionalism and yet not one was consulted by the House with
respect to the impact of H.R. 3300.

London Office: (v) +44 134462 1100 (f) +44 134462 1177
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Senator Patrick J. Leahy
10 December 2013
Page 2

The practical reality is that the implementation of the
AIA has already made sweeping changes to the US Patent System,
the effects of which are just now beginning to be recognized
and felt. Accordingly, it is absolutely imperative that
business and Government both be given time to understand and
digest the impact of these changes before any further changes
are undertaken.

Said another way, the AIA is now the law of the land, and
the fact that the various Stakeholders did not agree on
whether it was good or bad doesn’t matter now. What matters
now is that:

a. Essentially all of the Stakeholders agreed that
the AIA would make “sweeping changes” to our Patent
System which would take years to play out;

b. Because most of the major changes have just begun
to become effective, we have had precious little time to
see and understand the impact of their implementation on
innovation and Jjobs; and,

c. That it would be unwise to make further changes
until we understand the new status quo of the US Patent
System, and can evaluate the need for and the cumulative
effect of additional change.

We are therefore urging Members on both sides of the issues
and both sides of the aisle to put a hold on all further
Legislation which impacts the Patent System until at least the
next session of Congress when we will all have a better
understanding of the impact and consequences of the AIA ~--
both intended and unintended --- and that in the interim you
conduct a series of real Hearings in which the views of all
the Stakeholders are heard, not just the multinational
attackers, so that you «can then decide what if any further
action is appropriate.

Sincerely,

o
e

Daniel E. Leckrone
Chairman & CEQ
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THE OVERWHELMING PROOF
Key Patent-System Players
Reveal and Oppose
Fatal Flaws
H.R. 3309 The Innovation Act
The Six Major University Organizations — 2 Dec 2013
The Six Major University Organizations — 8 & 19 Nov 2013
University of California Analysis of Concerns
The American Bar Association — 14 Nov 2013

Committee on Rules of Practice and Procedure of the Judicial
Conference of the US — 6 Nov 2013

National Venture Capital Association ~20 Nov13

Law360 Article CAFC Chief Judge Randall Rader comments — 4 Nov 2013
CAFC (retired) Chief Judge Paul Michel speech excerpts

Patent Office Professional Association — 18 Nov 2013

Institute of Electrical and Electronics Engineers (“IEEE™) — 19 Nov 2013
American Intellectual Property Law Association (“AIPLA”) — 19 Nov 2013
The National Association of Patent Practitioners (“NAPP”)

The Coalition for 21* Century Patent Reform — 18 Nov 2013

Intellectual Property Owners Association (“IPO”) — 18 Nov 2013
Biotechnology Industry Organizations — 14 Nov 2013

Pharmaceutical Research and Manufacturers of America ("PhRMA")- 13 Nov 2013
Connect - 19 Nov 2013

Eagle Forum — 29 Oct 2013

Louis JI. Foreman letter — 19 Nov 2013

International Aspects Committee — 12 Nov 2013

Proof Letters 11 DEC 2013-5
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AAU Assaciation of American Universitics APLU Association of Public and Land grant Universities
ACE American Council on Education AUTM Association of University Technology Managers
AAMC Association of American Medical Colleges COGR Council on Gavernmental Relations

December 2, 2013

Higher Education Community Statement on H.R. 3309, the Innovation Act

As six national higher education associations collectively representing over 2,000 colleges and
universities, we write to express our opposition to H.R. 3309, the Innovation Act, in its current
form. Although we support the goals of this legislation to reduce abusive patent litigation
practices, the cumulative impact of a number of the provisions of this bill would seriously
undermine the ability of legitimate patent holders to enforce their patent rights, crippling the
capacity of the U.S. patent system to continue to serve as an engine of invention and innovation
that has strengthened the nation’s economic competitiveness and enriched the lives of its citizens
in countless ways.

The impact of H.R. 3309 would run exactly counter to the collaborative efforts of universities,
industry, and government to increase the breadth and pace of the commercialization of university
research. More than half of U.S. economic growth since World War II is a result of
technological innovation, much of which has resulted from federally funded scientific research.
The ability of universities to transfer inventions resulting from such research into the commercial
sector for development relies heavily on the ability of these institutions and their licensees to
defend their patents. But the sweeping provisions of H.R. 3309 would undermine that ability,
chilling innovation by discouraging the legitimate enforcement of patent rights.

The most problematic provisions of H.R. 3309 for universities are the extremely broad fee-
shifting provisions. Coupled with an uncertain court waiver of fees for nonprevailing parties and
joinder provisions that could draw universities into litigation they have not initiated, these
provisions present a massive financial risk to universities and their licensees, including the
undercapitalized startups that hold the promise of productive new innovations if allowed to
develop and flourish. The excessive breadth of additional provisions calling for heightened
pleading requirements, increased transparency, limitations on discovery, open-ended customer
stays, and the weakening of post-grant review estoppel present additional obstacles to the
legitimate defense of patents.

The problem of abusive patent litigation is real, but H.R. 3309 in its current form is so sweeping
and poorly targeted in its provisions that it will cause significantly more harm than good to the
U.S. patent system so recently reformed by the America Invents Act (AIA). Our associations
supported passage of that landmark legislation, but we cannot support H.R. 3309, which we
believe will move U.S. patent law in the opposite direction from the AIA. We urge that H.R.
3309 be returned to the Judiciary Committee for further work. If it is brought to the House floor
for a vote, we ask you to vote no.

Association of American Universities » 1200 New Yark Ave,, NW, Suite 550, Washington, DC 20005 « {202} 408-7500
Amerzean Council on Education « One Dupont Crrcle, NW, Suite 800, Washington, DC 20036 » (202) 939-9300
Association of American Medical Colleges » 2450 N Street, NW, Washington, DC 200371126 » {202)-828-0400
Association of Public and Land-grant Universities « 1307 New York Ave,, NW, Washington, DC 20005 « (202) 478-6040
Association of University Technology Managers » 111 Deer Laks Road, Suite 100, Deerfield, IL 60015 » {847) 480-9282
Council on Governmental Relations » £200 New York Ave., NW, Suite 750, Washington, DC 20036 » (202) 289-6655
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AAU Association of American Universitics APLU Association of Public and Land-grant Universitics

ACE American Council on Education AUTM Association of University Technology Managers

AAMC Association of American Medical Colleges COGR Council on Governmental Relations
November 8, 2013

Statement from the Higher Education Community on H.R. 3309, The Innovation Act

We write to communicate the views of the higher education community on H.R. 3309, The
Innovation Act. We commend the Chairman for the open, thoughtfid process undertaken in the
development of H.R. 3309, and we strongly support the goal of H:R. 3309 to reduce abusive patent
litigation and the corrosive impact it has on the U.S. patent system and the capacity of that system
to foster innovation and economic competitiveness. The bill includes several provisions intended
to reduce abusive practices, including fee shifting, heightened pleading standards, increased
transparency of patent ownership, and limitations on discovery. Although each of these
provisions, if appropriately balanced and circumscribed, could help achieve the goal of reducing
abusive litigation practices, their overbroad scope as written raises the specter of unintended
problems and thereby raises particular concerns for universities.

s The fee-shifting provisions of amended Sec. 285 are extremely broad, applying to any civil
action in which any party asserts a claim for relief arising under any Act of Congress
relating to patents. That scope sweeps in over 25 statutes containing patent law clauses,
including the Space Act, the Atomic Energy Act, the Non-Nuclear R&D Act as well as all
titles of the omnibus bills in which the Bayh-Dole Act and amendments became law. The
breadth of the proposed amendment will impair parties’ ordinary enforcement procedures
and litigation activities outside the scope of abusive patent litigation. Moreover, the burden
of proof and substantive standards for the nonprevailing party to avoid fee shifting weight
these provisions heavily in favor of fee-shifting as the default outcome. The amplitude of
these impacts will interfere with ordinary enforcement of patent exclusive rights and
defenses available in patent proceedings, including proceedings wherein the central issue is
not patent infringement at all but may entail contract disputes. The chilling effect of the
uncertainty about whether such an expense would be due and who ultimately would pay it
is disproportionately adverse for parties of }imited means such as universities, their
nonprofit technology transfer organizations, and their small business licensees. Most of
these problems can be averted while targeting patent abusers if the fee shifting is limited to
the prevailing defendant in a claim of patent infringement in which the plaintiff is not the
named inventor of or an original assighee to an asserted patent and does not make or seil a
product related to the subject matter described in the asserted patent.

Assaciation of American Universitics » 1200 New York Ave., NW, Suite 550, Washington, DC 20005 = (202) 408-7500
American Council on Education » One Dupont Citcle, NW, Suite 800, Washington, DC 20036 » {202) 935-9300
Association of American Medical Colfeges » 2450 N Strect, NW, Washington, DC 200371126 « (202)-828.0400

Association of Public and Land-grant Universities » 1307 New York Ave., NW, Washington, DC 20005 « {202) 478-6040

Association of University Technology Managers » 111 Decr Lake Roed, Suite 100, Deerfield, iL 60015 » {847) 480-9282

Couneil an Govemmental Relations « 1200 New York Ave.,, NW, Suitc 750, Washington, DC 20036 » (202) 289-6655
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The new Sec. 299(d) joinder provisions would mandate that a court under certain
circumstances grant a motion by a defendant in an infringement suit to join an interested
party of the plaintiff who has no substantial interest in the patent(s) at issue other than
asserting the infringement claim in litigation. The definition of “interested party” in Sec,
299(d)(3) is extremely broad. Taken together, the all-encompassing fee-shifting and
joinder language would bring higher education institutions and their inventors, non-profit
technology transfer organizations associated with those institutions, federal laboratories,
and federal agencies within the fee-shifting purview. The combination of fee-shifting
provisions and mandatory joinder would likely constitute an unfunded mandate on
universities, both public and private. These effects constitute a substantial disincentive for
universities and startups to enforce patents on new technologies and innovations, which
undermines the goal of the patent system.

The pleading requirements of new Sec. 281A call for information that may not be known
until after discovery (which itself is limited; see below), and it is not clear whether a
patentee can amend a complaint to include new patent claims or infringing products based
on what is learned in discovery.

The increased transparency of patent ownership called for in Sec. 4 requires a plaintiff to
provide the Court and USPTO the identity of (1) assignee of the patent, (2) entity with right
to sublicense or enforce the patent, (3) entity with any financial interest in the patent or in
the plaintiff, and (4) ultimate parent entity of assignee. The patentee must keep that
information updated for the life of the patent, and must to submit to the USPTO any
changes in this information within 90 days. The breadth of the information required may
well exceed the capacity of even the best-intentioned plaintiff to acquire and provide.

The discovery limitations of new Sec. 299A, notwithstanding the discretion to expand the
scope of discovery provided in Sec. 299A(b), could make it more difficult to provide
information called for in other sections of the bill and could militate against cases where
allowing broader discovery would be more efficient. Judges already have discretion to
limit discovery, and the federal judicial branch is taking steps to address the issue of
unreasonable and abusive discovery demands. It would seem best, therefore, to leave
limitations on discovery to the discretion of courts.

In addition to the litigation reform provisions of H.R. 3309, the bill includes a number of
provisions in Sec. 9 intended as improvements or technical corrections to the Leahy-Smith
America Invents Act (AIA).

We believe that the expansion in new Sec. 9(e) of the kinds of patents that can be
challenged under that AIA’s post-grant review procedures for covered business method
(CBM) patents is extremely probiematic. Changes in the definition or interpretation of the
definition of covered business method patents and the authority for the USPTO to waive
the $12,000 filing fee for a CBM petition threaten to expand the scope of patents that can
be challenged under what was intended as a transitional program that just recently went
into effect. Similar to the over-breadth of the fee-shifting and joinder provisions, the
increase in the breadth of the definition of business method patent threatens to sweep into
the current definition patentable subject matter that was neither intended to be covered
under the rubric of business method patent nor is asserted by abusive patent acquisition
entities. Again, the amplitude of the expansion will negatively impact patent owners

Return to Table of Contents
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including, among others, institutions of higher education and their non-profit technology
transfer organizations, which do not engage in abusive patent enforcement behavior.

o The narrowing in Sec. 9(b) of the AIA’s new post-grant review’s estoppel provision by
eliminating “or reasonably could have raised” has been justified procedurally as
eliminating an AIA drafting error and justified substantively as assuring the new post-grant
procedure functions effectively. But the assertion of a drafting error is very much in
dispute, and more fundamentally, as a matter of substantive policy, the elimination of
“reasonably could have raised” promises to have an impact precisely opposite to one of the
principal goals of the AIA by extending, rather than limiting, patent litigation.

H.R. 3349, the Innovation Protection Act: Among the many achievements of the landmark Leahy-
Smith America Invents Acts, one of the greatest disappointments was the inability to include
reliable full funding of USPTO. The bipartisan H.R. 3349 accomplishes this critical objective by
providing USPTO with autonomy over the fees that it collects. As former USPTO Director David
Kappos testified before your committee, providing the USPTO with full fee access is essential for
the USPTO to fulfill the potential of the AIA to strengthen the U.S. patent system and its capacity
to support invention, innovation, and ecoromic development.

We thank the Chairman for the work of you and your staff to address the costly problem of abusive
patent litigation. We believe that H.R. 3309 has the potential, if properly crafted, to address this
problem in significant ways, and we look forward to working with you to achieve such an
outcome.

Return to Table of Contents
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November 19, 2013

Statement from the Higher Education Community on
Amendment in the Nature of a Substitute to H.R. 3309

We write to communicate the views of the higher education community on the Amendment in the
Nature of a Substitute to H.R. 3309. We commend Chairman Goodlatte for the improvements in
this Manager’s Amendment in comparison to the previous version of H.R. 3309. Included among
those improvements, in our view, are the elimination of the expansion of the kinds of patents that
can be reviewed under the AIA’s post-grant review procedures for covered business method
patents and retaining the transitional nature of those procedures, and the narrowing of the joinder
provisions -- although we are concerned about some remaining aspects of these provisions.

Despite these improvements, however, we believe that a number of provisions in the Manager’s
Amendment are problematic, including the extremely broad scope of civil actions to which fee
shifting would apply and the high, indefinite threshold for a cowrt’s waiver of that fee shifting, the
extent of the heightened pleading requirements, the breadth of the information required in Sec. 4’s
transparency provisions, and the narrowing of the scope of the estoppel provisions in the AIA’s
new post-grant review procedure. It continues to be our view that the courts are best suited to
manage litigation according to the facts of a case, and a number of the proposals unduly limit that
court discretion in meritorious patent infringement cases. We are concerned that these proposals
would undercut the value of a patent to encourage investment in new technology, which is why
patents exist, and how universities use them.

We strongly encourage the addition of H.R. 3349 to the Manager’s Amendment. Providing the
USPTO with full access to its fee revenue is the most significant action that can be taken to
enhance the quality and effectiveness of the U.S. patent system.

We respectfully request the Judiciary Committee to address these issues of concern as it considers
the Manager’s Amendment.

Association of American Universities » 1200 New York Ave., NW, Suite $50, Washingion, DC 20005 » (202) 408-7500
American Council on Education » One Dupont Circle, NW, Suite 800, Washington, DC 20036 » (202) 939-9300
Association of American Medicat Colleges o 2450 N Street, NW, Washington, DC 20037-1126 » (202}-828-0400

Associgtion of Public and Land-grant Universities » 1307 New Yark Ave, NW, Weshington, DC 20005 » (202} 478-6040

Associstion of University Technology Managers » 111 Deer Lake Road, Suite 100, Deerfield, IL 60015 » (847) 480-9282
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University of California (UC), Preliminary Analysis of Concerns:
Amendment in the Nature of a Substitute to HR 3309, the “Innovation Act”

The University of California leads U.S. universities in the number of patents awarded annually by the U.S.
Patent and Trademark Office (U.S. PTQ). Having a strong U.S. patent system that supports patent holders
whose rights arc infringed is crucial to ensuring that early stage innovations created at universitics will be taken
up by businesses and turned into products that benefit society. If patent protections are weakened, or it becomes
more difficuit to enforcc patent rights, it will impair the commercialization of early stage inventions from
universities. Unfortunately, after an initial review of HR 3309, the “Innovation Act,” and the Manager’s
Amendment, UC remains concerned that the legislation, if enacted in its current form, would make it more
difficult and costly for good faith patent holders to enforce their patent rights when infringement occurs.

While taking steps to weed out abusive patent litigation practices is an important goal, any efforts to do so
should be carefully structured to not weaken patent protections making it more difficult for patent holders to
enforce their patent rights. UC is concerned that HR 3309 as drafted, including the Manager’s Amendment,
would make it especially hard for non-deep-pocketed entities such as universities, start-up companies, non-
profits and small businesses to enforce their patent rights when infringement occurs, The University looks
forward to working with Congress to address concerns prior to HR 3309 moving forward,

Section 3. Patent Infringement Actions

Pleading Requirements: UC understands the need for cases 1o be pleaded with particulsrity to avoid abusive
litigation practices. However, it would be better to continue to allow the Judicial Conference to establish
uniform Federal court rules and pleading requirements, through the Federal Rules of Civil Procedure (FRCP),
than to have separate pleading requirements established just for patent cases under HR 3309. A comptaint
should be able to continue to satisfy Rule 11 of the FRCP as a standard to bring a case.

UC is concerned that the pleading requirements in HR 3309 are 100 spccific, and could make it morc difficult for
good faith patent holders to protect their patent rights in the Federal Courts when infringement occurs. The
pleading rcquircments ask for information that may not be known by the patent holder alleging infringement,
until after discovery has taken place, which would make it difficult for good faith patcnt holders to comply with
the pleading requircments. The language should specify that a party would only be required to state inforination
that is known at the time of filing a case. The pasticular pleading requirements do not seem to adequate’y
consider the type of knowlcdge patent holders may have about the particulars of an infringement at the
beginning of a case.

For example, the pleading requirements ask patent holders to plcad what the “accused instrumentality” of an
infringement may be, the exact theory of infringement, and whether it is direct, or contributory infringement,
and, il it is not a direct infringement case. These particular pleading requirements ask for information that may
not be knowan by a patent holder at the time the pleading requirements in HR 3309 would be required to be
satisfied, which could make it difficult for patent holders to bring legitimate cases of infringement forward. In
addition, a patent holder may not know just from the alleged infringer’s products, what it can examine and
where the exact infringement may be coming from, prior to additional discovery taking place. The picading
requirements may also requirc patent holders to attest to information that ean’t be known by the patent holder to
the litigation when initial pleadings are filed. For examplic, some patent claims may include a method of
manufacture, which may be an infringer’s trade secret or prior user right.

It is also unclear under HR 3309, whether a patcnt holder would be able to amend a specific complaint later to
include new patent claims or new infringing products in light of what is learned of the infringer in

discovery. ‘The new pleading requirements also ask “whether such patent is subject to any licensing term or
pricing commitments through any agency or standard setting body,” which could be a difficuit requirement to
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meet at the outset of an infringement case, when the extent of the infringing activity may be largely
unknown. Another concern with the pleading requirements is that they are specific to what is required to be
pleaded by patent holders alleging infringement, and would not apply to defendants.

Attorney’s Fees:  UC is concerned that HR 3309 would change the standard for awarding attormey’s fees in
patent related cases, under Section 285, to a standard that requires Federal judges to award attorncy’s fees to 2
prevailing party, on a “shall” award attorney’s Tees and other expenses basis, rather than continuing to aliow
judges to exercise discretion to delermine whether to award fees in a particular case, based on the specific facts
of a case. UC is concerned thal a shilt toward a "loscr pays™ attorney’s fees mode! will make it substantiaily
more difficuit for universities, nonprofit organizations, start-ups, small businesses, inventors, and other non-
deep pocketed patent holders, to bring forward cascs of patent infringement, because .t would become too risky
and costly to bring a case forward. A “Joscr pays™ basis for awarding attorney’s fees, could result in less
protection for patents, and less access to the courts to address infringemcnt, especially for universities and other
non-deep pocketed entities, which may not be able to take the risk of bringing an infringement action forward, if
the patent holder is concerned that there is any chance that the litigation could result in a negative outcome,
resulting in an award of attorney's lees and costs on a “shall” grant basis as would be required under HR 3309.

‘The changes to Sec. 285 Attorneys Fees and 1R 3309 generally, also cause concern because the provisions
would apply to any federal court action in which any party alleges a claim under any “Act of Congress related to
patents,” which captures a number of Federal statutes, aside from just those arising under Title 35 of the U.S.
Code. Instead, HR 3309 would apply to over 25 statutes containing patcnt faw clauses, including the Space Act,
the Atomic Encrgy Act, the Non-Nuclear R&D Act as well as all titles of the oninibus bills in which the Bayh-
Dolc Act and amendments became faw. The overly broad scope of HR 3309 would causc unintended
consequernices and draw in potentially unrelated subjects aside from patent infringement actions. The scope of
HR 3309 should be narrowed to apply only to patent infringement actions under Titlc 35 of the U.S. Code.

it is also unclcar what would qualify under the Atlorney’s Fees language as a special circumstance where a party
could be found to be “‘substantiaily justified” in bringing a casc forward, which would allow a judge to have
discretion about whether to award fees. For example, it is not clear from the language that being a nonprofit
would qualify as a special circumstance to be considered, which causes concemn.  The risk for small businesses
and universitics to bring legitimate patent infringement cases forward would be substantially increased if the fee
shifting language in HR 3309 is enacted as written, It would be better to continue to allow judges to exercise
their discretion in awarding attorney’s fees in patent infringement cases, rather than to impose a new standard.
UC is also concerned about any fanguage which would require a bond to be posted to bring a casc because this
could again disadvantage non-decp pocketed good faith patent holders from being able to bring their cascs of
infringement forward il they could not afford to post a bond.

In addition, the U.S. Suprcime Court has alrcady decided to revicw the U.S. Court of Appeals for the Federal
Circuit’s standard for awarding attorney’s fees in two different cases, in the current Court term beginning on
October 1, 2013, Highmark v Allcare and Octane Fitness v Ieon. Since the U.S. Supreme Court is already
acting to address when attorney’s fees in patent cases may be awarded under 35 USC 285, this is a further
indication that Congress may not need to act in this area.

Joinder of Interested Parties: HR 3309 establishes new rules for the joinder of interested parties in patent
infringement cases once Scc. 285 attorney fees are awarded. UC is concerned that the Joinder provisions would
require courts to grant a motion by a defendant in a patent infringement suit, on a “shall grant™ basis, to join
another “interested party,” on a very broad basis. UC is also concerned that HR 3309 uses a very broad
definition of “interested party,” which is written 1o include “the right to any part of an award of damages or any
pait of licensing rcvenue.” This definition of “interested parly™ arguably would include a university’s inventors
and licensing partners, and any third party a university inventor has designated to receive some or all of his or
her inventor share, which all could be joined to a case. Also, the substitution of “subject matter” for “patent” in

]
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the Manager’s Amendment indefinitely broadens the provision. The broad joinder provisions could make it
much riskier for a patent helder, such as a university, to be able to commercialize university based research
through licensing activities, and to seek redress for infringement when it occurs. The joinder provisions shouid
be narrowed in scope to prevent the bread ways in which parties could be joined to cases. Judges should also
continue to retain flexibility about whether to join partics to a case given a particular case’s circumstances.

Discovery in Patent Infringement Action: HR 3309 introduces new limits on discovery in patent
infringement cases under 299A which could result in delays and denials of necessary discovery being obtained
and increased costs for good faith patent holders alleging infringement. UC is concerned that the discavery
limits could make it much more difficult for patent holders to protect their patents when infringement occurs. it
would be better to allow the courts to continuc to administer discovery needs in patcnt infringement cases, such
as through the Model Discovery Order issued by Chief Judge Randall Rader, of the U.S. Court of Appeals for
the Federal Circuit, rather than to impose new limits on discovery through HR 3309. Judges need to have
flexibility in determining what makes the most sense for discovery in particular cascs, and imposing limits on
discovery, or imposing cost shifting for discovery requests, would have a negative impact on the ability of
universities, nonprofit organizations, start-ups and other non-deep pocketed organizations to bring legitimate
cascs of patent infringement forward.

Section 4. Transparency of Patent Ownership

Scction 4 establishes new rules for providing transparency regarding the ownership of patents. UC supports
requiring patent holders to disclose their ownership interest in patents as a part of patent litigation, but Section 4
as drafted causes concern because it contains an overly broad definition for what must be disclosed to the U.S.
PTO, beyond what would be needed to establish thc ownership of a patent involved in a lawsuit. In particular,
UC is concerncd about the requirement that patent holders would have a duty to disclose in an initial
infringement complaint and to update the U.S. PTO and court within 90 days of changes for any assignee of the
patent or any parly with a “financial interest® in the patent in suit. The mandatory requirement to provide
information about “any entity...that the plaintiff knows to have a financial interest in...the patent...or...the
plaintiff,” is very broad as further defined “right to reccive proceeds from such action.”

UC is concerncd that the definition of *financial intercst” could include a university’s inventors and licensing
partness, and any third party a university inventor has designated to receive some or atl ol his or her inventor
share, and it may be difficult to ascertain all of the parties with a “financial interest” :hat would be triggered
under the language in Sec. 4, and plaintiffs would be subjcct to penalties for noncompliance. The broad
definition of “financial interest,” coupled with the penalties for “Faiture to Comply,” could make it much riskier
for patent holders such as a university to be able to commercialize unjversity based research through licensing
aclivities, and to seek redress for infringement when it oceurs.

Section 5. Customer Suit Exception

Section 53 would allow a manufacturer of an allegedly infringing product to intervene and stay cases against
downstream customers and retailers, who are not in the best position 10 defend an infringement lawsuit. UC is
concerned that Section 5 could fead to automatic stays of downstream litigation that may be unrelated to the
infringement case the stay is issued for, which could result in weakening patent rights for other patent holders,
whaose patents could become held up through a stay issued through the customer suit exception language. it is
also not clear why a stay to a patent infringement action should be granted if the manufacturer is a party along
with its customer, and why a stay could be issued to protect a customer, but not a manufacturer.
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Section 6. Procedures and Practices to Implement and Recommendations to the Judicial Conference

Consistent with the comments under Section 3 above, it would be better to allow the courts to continue to
administer discovery needs in patent infringement cases, such as through the modet discovery order issued by
Chicf Judge Randall Rader, rather than to have new limits cstablished through legislation. The language under
Section 6 also suggests that the Judicial Conference should adopt rules that would include new cost shifling
requirements for discovery beyand discovery for “core documentary evidence.” Consistent with the comments
regarding attorney’s fees, non-deep pocketed entities such as universities, non-profits, small businesses, start-
ups and others could be disadvantaged by a rufe that would shift costs on a more automatic basis for needed
discovery to a requesting party. Under such a rule, UC is concerned that it could become too costly for a non-
deep pocketed entity, such as a university to obtain necessary discovery, and too risky to bring a patent
infringement case forward. It would be better to leave decisions about what discovery rules should be applied
with the judges who work on patent cases on a regular basis, and understand the particular discovery issues that
may be pertinent in a particular case. Section 6 may have the unintended conscquence of freezing in place a
statutory structure that niay not make sense depending on the circumstances of each casc. It would be better to
alfow the Judicial Confercnce to continue to determine the rules for discovery in cases.

Scction 9. Improvements and Technical Corrections to the Lealiy-Smith America Invents Act

Rcpeal of 35 U.S. Code Section 145: UC is concerned that repealing 35 U.S. Code Section 145 removes an
impariant safeguard to cnsurc that patent rights are determined correctly, and the University does not
recommend that 35 U.S. Code Section 145 be repealed. 35 U.S. Code Section 145 provides an important
safeguard (o allow parties to appcal crroncous decisions by the U.S. PTQ directly to the Federal District Court
that should be retained in the law, so that there is effective review and recoursc available, especially where a fair
hearing includes the chance to present ncw cvidence into the patent application file. The need for new evidence
in a patent application {ile is rare, but can be critical to a patent issuing or to issuancc of patent claims of
appropriate breath.

Post-Grant Review Estoppel: Scction 9 would repeal the “raised or reasonably could have raised” esteppel
standard from the Post-Grant Review section of the America Invents Act (ATA), allegedly because of a
scrivener’s error. As observed by key players in the enactment of the AIA, this was not a scrivener’s errar. UC
supporis retaining the current law’s strong estoppel standard of “raised or reasonably could have raised” in Post
Grant Review procedures, which will help 1o prevent litigation abuses and to strengthen patent claims that
survive FGR. Retaining the strong estoppel standard would be particularly important for start-up companics tha
arc trying to raisc money. Having a constant cloud over a patent docs not cngender confidence in investors,

Covered Busincss Method Patent Reviews: UC appreciates that the Manager's Amendment to HR 3309
removed much of the fanguage that would have expanded the business method patents language in Section 18 of
the AIA.

Grace Period: UC continues to seek clarification of the continuation of the American grace period in a form of
appropriatc breath to be effective, as opposed to the currently cxtremely narrow interpretation of the grace
period from the ATA that the U.S. PTQ imparted, during the U.8. PTO’s rule making process to implement the
switch to a First Inventor to File system. Correcting the narrow interpretation of the AIA's grace period is a top
priority for universities. Without correction, there is a great risk that opportunities for inventions developed at
universities to be commercialized will be compromised. The university community has developed grace period
language that would correct the grace period problems arising from the AJA.



349

Defending Liberty
Pursuing justice

Thomas M. Susman AMERICAN BAR ASSOCIATION

Diecior 1050 Connectiu Aveesse, NW - Suite 400
Govemmental Affars Offwe Washinpton, 3C 20036

12023 662-760
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November 14, 2013

Honorable Robert W. Goodlatte
Chair

Committee on the Judiciary
U.S. House of Representatives
Washington DC, 20515

Honorable John Conyers, Jr.
Ranking Member

Committee on the Judiciary
U.S. House of Representatives
Washington DC, 20515

Re: H.R. 3309, the Innovation Act
Dear Chairman Goodlatte and Ranking Member Conyers:

I am writing to express the views of the American Bar Association on H.R. 3309, the Innovation
Act, which we understand will be scheduled for Committee markup in the near future.

H.R. 3309 would amend the Patent Code as codified in title 35, U.S. Code, and other provisions
of federal law relating to patents in several respects, with the objective of reducing abusive
litigation practices in patent cases. The ABA understands that these proposed changes are
designed to address practices by litigants that have come to be identified as “patent assertion
entities,” so named because they acquire and hold patents not for commercial exploitation, but
solely to sue for monetary relief or extortionist settlements. The ABA agrees that changes in
court procedures relating to pleadings, disclosure of real parties in interest, joinder of parties, and
discovery can improve the administration of justice in our nation’s federal courts, inciuding in
patent cases. However, the ABA opposes the enactment of H.R. 3309 as introduced, and urges
the Committee to continue further development and revision of the bill to achieve its worthy
objectives.

Our primary concerns regard provisions of the bili that call for Congress, rather than the courts,
to establish certain rules of procedure for the federal courts, thereby circumventing a rulemaking
process that has served our justice system well for almost 80 years. In the Rules Enabling Act,
Congress recognized that responsibility for establishing rules of procedure to be applied in our
federal courts is best reposed in the Article I1I courts themselves, Provisions of that Act assure
that amendment of the Federal Rules occurs only after a comprehensive and open review is
undertaken. Before a proposed rule change can become effective, it must be approved by the
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Supreme Court and transmitted to Congress, which retains the ultimate power to reject, modify,
or defer any rule or amendment before it takes effect.

This circumvention called for in H.R. 3309 takes two forms: direct legislative enactment of rules
of procedure and case management, and statutory direction to the Judicial Conference or the
Supreme Court to develop particular rules and procedures for patent cases, with the substance of
those rules and procedures specified in the bill. Examples of the former include provisions in
section 3 of the bill relating to pleading, joinder, and discovery; requirements in section 4 that an
initial complaint include detailed disclosure of parties in interest; and requirements in section 5
to stay actions for patent infringement in certain specified circumstances. Examples of the latter
include provisions in section 6 directing the Judicial Conference to develop rules and procedures
relating to issues of discovery and case management, with the content of those rules prescribed in
the bill.

The ABA believes that the more effective approach is to adhere to the time-proven policy of
allowing the federal judicial system to prescribe procedural rules, augmented by the local rules
of the district courts. However, H.R. 3309’s proposed departures from this system present
another concern. By mandating particular rules of procedure applicable only to patent cases, the
legislation calls for the same issues to be governed by different rules in patent cases than in all
other civil cases. This unhealthy precedent could prompt calls to Congress to provide special
rules of procedure for still other areas of the law, leading to the balkanization in the
administration of justice—precisely the result that the Rules Enabling Act process was designed
by Congress to avoid.

H.R. 3309 has the commendable objective of making it more difficult for ill-founded patent suits
to succeed, and making it easier to identify and dispose of those suits more promptly and less
expensively. By addressing these abusive litigation tactics, the bill ideally will lead both
plaintiffs and defendants to realize that extortionist settlements should no longer be expected or
feared. These are salutary objectives that the ABA supports. At the same time, however, overly
prescriptive congressionally mandated rules of procedure may have the unintended result of
creating more delay and expense, not less, and ill-serve the worthy objectives of H.R. 3309.

The ABA urges the Committee to continue reviewing and refining the bill, with a particular
emphasis on providing guidance to the Judicial Conference and district courts in their
development and improvement of rules of procedure and case management to address the
concerns regarding abusive litigation practices that prompted this proposed legislation. Such
guidance can and should be provided without abrogating the ability of the judicial branch to
carry out its Article II responsibilities by adopting and adapting rules of procedure and case
management.

Sincerely,

Thomas M, Susman

Return to Table of Contents
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JEFFREY S. SUTTON CHAIRS OF ADVISORY COMMITTEES
CHAIR
STEVEN M. COLLOTON
JONATHAN C. ROSE APFELLATE RULES
BECRETARY
EUGENE R, WEDOFF
BANKRUPTCY RULES
DAVID G, CAMPBELL
CIVILAULES
REENA RAGGI
CRIMINAL RULES
SIDNEY A, FITZWATER
EVIGENCE RULES
November 6, 2013

Honoreble John Conyers, Jr.

Ranking Member

Committee on the Judiciary

United States House of Representatives

Washington, DC 20515

Dear Representative Conyers:

We write to offer the initial views of the Judicial Conference Rules Committees on one
aspect of H.R. 3309, the Innovation Act.

We are the current chairs of the Judicial Conference’s Committee on the Rules of Practice
and Procedure and the Advisory Committee on the Federal Rules of Civil Procedure. In those
capacities, we have reviewed the legislation and have shared it with the chairs of other
committees of the Judicial Conference that may have an interest in the legislation. The Judicial
Conference may wish to comment on the Innovation Act in the future, and we may have a few
additional comments about the draft legislation in the future. For now, however, we wish to
offer a comment about Section 6 of H.R. 3309, which it may be useful to hear sooner rather than
later.

In its current form, Section 6 requires the Judicial Conference to develop rules to
implement the requirements described in the Act that are intended to address asymmetries in
discovery burdens and costs in patent litigation, In doing so, Section 6 sets forth the content of
the civil rules that the Judicial Conference is expected to develop through the Rules Committees.

We greatly appreciate, and share, the desire to improve the civil justice system in our
federal courts, including by reducing abusive procedural tactics in patent litigation. But
legislation that mandates the contents of the federal rules contravenes the longstanding Judicial
Conference policy opposing direct amendment of the federal rules by legislation instead of
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through the deliberative process Congress established in the Rules Enabling Act, 28 U.S.C.

§§ 2071-2077. Congress passed the Rules Enabling Act to create a thorough and inclusive
process for addressing procedural problems in the federal courts. Under that process, the Rules
Committees collect information that is essential to promulgating effective rules by
commissioning empirical studies, analyzing relevant case law, and consulting with experts and
others with direct experience in the area. Proposals for change are published for public comment
and thoroughly analyzed by the Civil Rules Coramittee, the Standing Rules Committee, the
Judicial Conference, the Supreme Court, and Congress. This multi-layered process ensures a
thorough evaluation of proposals while reducing the ever-present risk of unintended
consequences.

By dictating the outcome of the Rules Enabling Act process with respect to potential
rules, Section 6 of H.R. 3309 runs counter to that process. We worry that this kind of approach
more often will undermine, rather than further, the development of sound rules and practices.
Instead of mandating the outcome of the Rules Enabling Act process, Congress may wish to urge
the Judicial Conference’s Rules Committees to study whether certain rules should be amended to
address abusive patent litigation tactics and/or to implement the provisions of the Innovation Act.
That approach would allow Congress to express its interest in addressing these problems and
would respect the long-established virtues of the deliberative processes created by the Rules
Enabling Act.

The Rules Committees and the other relevant Judicial Conference committees will
continue to study the bill. If additional concerns are identified, they will be communicated to you
as soon as possible. For now, however, we want to let you know imnediately about our specific
concerns with Section 6. The Rules Enabling Act process has worked well for the last 80 years
or so, and we hope to see this collaborative partnership continue to work well long into the
future. Thank you for considering our concems. If you or your staff have any questions, please
do not hesitate to contact us or Benjamin Robinson, Deputy Rules Officer and Counsel, at
202-502-1820. :

Sincerely,
Jeffrey S. Sutton David G. Campbell
United States Circuit Judge United States District Judge
Sixth Circuit District of Arizona
Chair, Committee on Rules Chair, Advisory Committee
of Practice and Procedure on Civil Rules

cc:  Democratic Members of the House Committee on the Judiciary

Identical letter sent to: Honorable Bob Goodlatte

Return to Table of Contents
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November 20, 2013

The Honorable Bob Goodlatte
Chairman

Committee on the Judiciary
U.S. House Representatives
Washington, DC 20515

Dear Chairman Goodlatte,

On behalf of the National Venture Capital Association (NVCA), I am writing to express our views
on H.R, 3309, the Innovation Act of 2013. As illustrated by a recent study! conducted by UC
Hastings law professor Robin Feldman with participation from NVCA members and portfolio
companies, patent assertion is a growing and costly burden for some participants in the
innovation ecosystem. This is especially true for many small venture-backed companies whose
efforts to commercialize innovation often threaten to disrupt marketplaces and their entrenched
interests, The costs for established companies in challenging or infringing upon the patents of
innovative upstarts are relatively low, while the benefits can be high, Conversely, the costs and
burdens of defending against infringement or assertions for those small venture-backed
companies is often disproportionately high. These dynamics have made assertions and
infringements popular strategies, and they must be addressed.

NVCA believes H.R. 3309 includes several helpful provisions to help curb abuses in patent
litigation. However, it is critical that Congress balance the need for patent litigation reform with
the needs of those start-ups that depend on strong patent protection and that believe the
system is working. Congress must also take care to avoid any unintended consequences that
could weaken strong patent protection.

Within this context, NVCA believes several changes should be made to H.R. 3309 in order to
strike this delicate balance including the following:

Although a prevailing-party approach for attorney fees may be acceptable for litigants that are
similarly situated economically, this approach puts an unfair burden on early-stage companies
which are typically capital constrained. The proposed legislation potentiafly also impacts
incentives / risks of new-company formation, because of contingent fee fiability (285(c)) with
respect to proposed joinder (see below). We hope to have specific language to suggest on this
issue in the near future.

Joinder:

As proposed, joinder of “a person who has a direct financial interest” may inadvertently include
equity investors (e.g., venture capital fund entities). Although the proposed legislation provides
an exception for entities whose “sole financiai interest in the patent or patents at issue is an

1 Feidman, Robin. UC Hastings; “Patent Demands & Startup Companies: The View from the
Venture Capital Community.”
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equity interest in the party alleging infringement”, the proposal also provides a carveout to this
exception ~ for entities that also have the “right or ability to influence, direct or control the civil
action”. This carveout may preclude venture capital funds from relying on the equity-interest
exception, since such funds typically have voting agreements that provide for VC-appointed
directors. We believe this concern could be addressed simply with a minimal clarification such
as:

Revise Sec. 3(c) of proposed legislation to reflect the following indicated changes to

proposed Sec. 299(d)(3)(C)(ii):

*(C) has a direct financial interest in the patent or patents at issue, including the right to
any part of an award of damages or any part of licensing revenue, except that a person
with a direct financial interest does not include—

(i) an attorney or law firm providing legal representation in the civil action
described in paragraph (1) if the sole basis for the financial interest of the attorney or
law firm in the patent or patents at issue arises from the attorney or law firm’s receipt of
compensation reasonably related to the provision of the iegal representation; or

(i) a person whose sole financia! interest in the patent or patents at issue is
ownership of an equity interest in the party alleging infringement, unless such person
also has the explicit right or ability to directly and materially influence, direct, or control
the civil action.”

Estoppel:

During the last round of patent reform legislation and passage of the AIA, NVCA advocated for
strong estoppel provisions as the trade-off for supporting a post grant review (PGR) structure.
The AIA language provided that invalidity claims that ‘reasonably could have been raised’ in a
PGR cannot subsequently be made in civii action. H.R. 3309 changes the PGR estoppel
language so that rather than barring the challenging party from re-asserting invalidity grounds
that were “raised or could have been raised” only grounds that were actually raised in a PGR
would be barred and therefore small companies would not be able to rely on the validity of
their intellectual property to attract capital and build their companies.

Thank you for your Jeadership, We look forward to working with you and the other members of
the Committee on legislation that balances the need to curb patent litigation abuses with the
need to maintain strong protection for patent-dependent startups.
Sincerely,

o’ L
5@% 7&%@@%

Bobby Frankiin
President & CEO

Cc: The Honorable John Conyers, Jr, Ranking Member
Members of the Committee on Judiciary

Return to Table of Contents
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Fed. Cire. Chief Calls For Caution On Patent Troll
Bills

By Ryam Davis

Law360, New York (November 04, 2013, 8:35 PM ET) -- The chief judge of the Federal
Clreult on Friday urged Congress to refrain from passing legislation aimed at cracking down
specifically on so-called patent trolls, saying district court judges are able to curb abusive
patent litigation on their own,

In a speech at the Eastern District of Texas Bench Bar Conference in Plano, Texas, Chief
Judge Randalt Rader decried "litigation blackmail® where the patent owner tries to extort a
settiement from accused infringers that is less than the cost of a defense.

However, he said the solution was not, as some bills introduced in Congress have proposed,
to make special rules for patent owners that don't make any products. American law does
not make distinctions based on the characteristics of the parties, but on their actions, he
said.

"The definition of a 'troi’ will always be overinciusive or underinclusive to the detriment of
Jjustice,” Judge Rader said. "Instead of finger pointing and name calling, the law needs to
focus on blameworthy conduct.”

Judges siready have the authority to reduce abusive litigation tactics and can eliminate the
need for new laws passed by Congress if they to make better use of those toals, he said,

"Because I have confidence in the ability of the judiclary to address these issues in a more
flexible and thus just menner, I consequently encourage the legistative branch to proceed
with great caution In attempting to solve specific and evolving problems with sweeping
definitions,” he said.

For instance, Judge Rader sald that judges should make “liberal use® of their ability to grant
summary judgment If a patent plaintiff brings a suit that is not meritorious. Disposing of such
cases through summary judgment is "the key to removing the abusers from the system,” as it
will prevent them from using the cost of protracted litigation to leverage settlements,

“An impotent summary judgment process encourages nuisance settlement strategies because
the accused has to assume they will bear the full cost of trial to vindicate thelr position,” he
said,

He also said that judges should make more use of the provision of patent law that allows
them to order litigants that bring "exceptional" or baseless cases to pay their opponents’
litigation costs.

"When a judge perceives that a case exhibits litigation abuse, that case should be
‘exceptional’ on that basis alone,” he said. "The potential of shifting fees helps to balance
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the playing field so that the wrongly accused at least have hope of recovering their fees if
they do not pay a nuisance settiement."

Finally, he praised efforts by judges to reduce the cost of litigation, including recent model
orders drafted by the Federal Circuit Bar Association that call for limits on discovery and the
number of claims asserted in litigation.

"It only makes sense to actively require the parties to focus their cases so that the true
issues can be timely resolved,"” he said. "Excess claims and excess prior art has clogged the
system for too long.”

The patent system has long been subject to misguided criticism, including unsubstantiated
claims that patent hinder innovation, Judge Rader said. That criticism has been exacerbated
by abusive fitigation, but judges are capable of solving that problem, he said.

"By addressing litigation abuse, I have full confidence that the judiciary has the tools to
restore confidence in the patent system,” he said.

--Editing by Elizabeth Bowen,
All Content © 2003-2013, Portfolio Media, Inc.

" e Return to Table of CorAuts
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Speech Excerpt from CAFC (retired) Chief Judge Paul
Michel of the Federal Circuit Court of Appeals
described the practical impact of this flawed proposal:

"First, provisions concerning pleadings, fees, discovery and stays all multiply the
issues requiring adjudications, adding measurably to the already excessive
complexity of such cases and thus increasing still further the harmful delays, costs,
disruptions and uncertainties. For example, the stringent pleading requirements of
Section 3 for the "initial Complaint” will lead to motions to dismiss, now very rare,
in almost every case. The parties must then litigate and the judge must decide if
any missing information was "known" to the patent owner or, if not known, was
nevertheless "reasonable accessible.” And if the Complaint is dismissed, it can be
refiled, perhaps with only some of the gaps filled, possibly leading to another
round of dismissal litigation.

Complaints typically allege infringement of multiple patents, each with multiple
claims, each with many limitations and often against multiple products. Consider a
case with 5 patents, each with 5 asserted claims, each with 5 limitations against 5
products. Such numbers are not fanciful. Under the bill, if enacted, the initial
Complaint must link every limitation to a feature of every accused product,
specifying as well whether infringement is literal or equivalent, whether direct or
indirect, and in the latter case, additional details are required. Do the math and you
see such a complaint must contain hundreds, likely thousands, of facts in a huge
matrix. Seldom will every box in the matrix be filled. Under the proposed bill, any
omission will result in dismissal, leading to much wasteful litigation, the very thing
the bill seeks to minimize. And what if discovery reveals additional infringing
products? Can the complaint not be amended, as at present? "
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Box 25287, Alexandria, VA 22313

November 18, 2013

Honorable Robert W. Goodlatte Honorable John Conyers, Jr.

Chairman Ranking Member

Committee on the Judiciary Committee on the Judiciary
U.S. House of Representatives U.S. House of Representatives
Washington, D.C. 20515 Washington, D.C. 20515

Dear Chairman Goodlatte and Ranking Member Conyers,

The Patent Office Professional Association (POPA) represents more than 8,000 patent
examiners and other patent professionals at the U.S. Patent and Trademark Office (USPTO).
While POPA appreciates the work of the Committee in preparing a Manager’s Amendment to
the Innovation Act, H.R. 3309, for Committee mark-up, we continue to have concerns regarding
this legislation.

First and foremost is the failure of this legislation to address in any way the lack of stable
funding for the USPTO and the impacts of sequestration on the Agency’s abilities to camry out its
mission. The Leahy-Smith America Invents Act of 2011 (AIA) gave the USPTO limited fee-
setting authority and the access to all its fee income. No sooner had the first fee-setting rule
been implemented, however, than the Agency became subject to a substantial loss of that fee
income through sequestration. No attempt has been made in H.R. 3309 to resolve this issue.

Until such time as the USPTO is provided stable and full fee funding, POPA must oppose
this legislation.

POPA greatly appreciates the removal of the provisions of H.R. 3309 regarding
expansion of the transitional covered business method (CBM) provisions of the AIA. It is noted,
however, that the proposed legislation authorizes the Director to waive the payment of fees for a
transitional proceeding under the CBM provisions of the AIA. POPA opposes this provision.
Permitting the Director to waive this fee would simply act to further incentivize challenges to
issued U.S. patents on covered business methods and decrease the certainty of patent owners and
investors in the value of the patent. A strong U.S. patent system must provide some certainty to
patent owners once their patent has survived legal challenge. Without that certainty, the
incentives of the patent system become illusory. Furthermore, with its current unstable funding,
it is entirely unclear how the USPTO could afford to waive fees for such a proceeding. The
USPTO needs its fees to cover the expense of the work performed for those fees. Indeed, under
current fee setting authority, fees are set, on average, to recover costs of the Agency’s activities.
Waiving a fee for a CBM transitional proceeding would appear ill-advised at best,

Professional Representation for Patent Professionals
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Of broader general concern for POPA is that the Innovation Act appears skewed against
small inventors. POPA has always supported small inventors, recognizing that it is these very
inventors who do the majority of true innovation ~ whether in their garage, small company or
university laboratory. While others are much better able to delve into the specifics of those
provisions affecting small inventors, POPA believes that any changes to the U.S. patent system
should work to advantage, not disadvantage, small inventors. They represent the very lifeblood
of American innovation.

Finally, we are deeply concerned that this legislation is being pushed through the
legistative process much too quickly to allow adequate development of the issues and crafting of
solid, workable solutions to resolve those issues. POPA hopes that the Committee will continue
discussions with stakeholders until the interests of all have been adequately addressed. We look
forward to continuing to work with the Committee on crafting patent reforms that will kesp
America’s patent system the strong and vibrant engine of innovation it has been for over two
hundred years. We would be happy to discuss with you any questions you may have.

Sincerely,

1 Ralert D. Buderny

Robert D. Budens, President

Patent Office Professional Association
571-272-0897
robert,budens@uspto.gov

Return to Table of Contents
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November 19, 2013

The Honorable Bob Goodlatte
Chairman

Committee on the Judiciary
U.S. House of Representatives
Washington, DC 20515

Dear Chairman Goodlatte,

IEEE-USA supports the stated goals of the Innovation Act (H.R. 3309) - to address abusive patent
litigation and improve U.S. Patent and Trademark Office (“PTO”) examination quality. We
appreciate your efforts to improve this bill by offering the Manager’s Amendment in the Nature of
a Substitute, released yesterday (the “Bill”). This legislation will have significant impact on
innovation, a matter central to IEEE-USAs mission.

Our initial review of the Bill indicates that while it contains positive changes from the original bill,
newly-introduced problematic provisions and several provisions that remain counterproductive
may produce results contrary to the Bill’s stated goals. Moreover, the Bill does not help remove
significant ambiguities that remain in the America Invents Act (“AIA™) with respect to the “grace
period.” IEEE-USA believes that given the current language of the AIA, no competent patent
attorney can advise their client that they have a “grace period™ for secret commercialization — a
critical period in the formative stages of small businesses and startups.

A positive feature of the Bill is the restoration of the original scope of the transitional review
proceedings for Covered Business Method patents (“CBM”). However, the Bill provides an open-
ended authority, unrelated to entity size or any other policy principle, under which “subject to
available resources, the [PTO) may waive payment of a filing fee for a transitional proceeding.”
This would provide the PTO plenary authority to arbitrarily pick and choose parties to reward with
free proceedings, or to single out certain patent kinds for review free of charge. This provision
contradicts § 10(a)(1)(2) of the AIA which provides that “fees may be set or adjusted ... only to
recover the aggregate estimated costs to the Office.” Thus, the “available resources” are by
definition those paid for by user fees and since all fees are set according to PTO’s costs to provide
the service, there are no “available resources™ for free. Effective January 1, 2014, the PTO’s CBM
review request and post-institution fees are set based on PTO’s estimated costs to more than
$30,000 per petition. If such fees are waived for any party, fees for services for other users must
be raised to subsidize that party. A single CBM fee waiver would be equivalent to the fee
collected from more than 500 micro entity applicants filing a provisiona! application. IEEE-USA
strongly objects to provisions that provide special treatment and a free pass to challengers of
issued patents at the expense of patent applicants.

EEE-USA, 2003 L Street, N.W., Suite 7ou, Washington, 0.0, 20036-5104 USA
Office: +1 202 785 0017 # Fax: +1 202 785 0835 & £-mail leesusa@iecn.org ® Web: www.ieeeusa org
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IEEE-USA could support in principle several provisions, such as heightened pleading standards
and enhanced disclosure of real parties in interest, if redrafied in a balanced way and not overly
burdensome on litigants. Unfortunately the Bill still misses the mark on these issues. We are
concerned that the Bill unfairly shifts procedural burdens, costs and risks to patentees. For
example:

* The Bill’s patent infringement pleading standards require particularities of asserted claim
elements matched to accused infringing product features but have no similar requirements
that defendants show with particularity why they do not infringe. Since most patent
infringement complaints draw a counter-claim of patent invalidity, any such counter-claim
should also be pleaded with comparable particularity (e.g., citing applied prior art
references to ail claim terms) that would support the invalidity contention.

s The Bill attempts to shift litigation costs and expenses to benefit the prevailing party
without adequately defining the term "prevailing party." In as much as litigation often has
multiple issues, one party can prevail on one issue and another party can prevail on another
issue. The Bill only creates uncertainty on this issue and fails to meet its stated goal.

¢ Real Party in Interest provisions require that parties asserting patents disclose ail entities
having a financial interest in the asserted patents. This will deter many investors and those
holding security-interests in patents who, for privacy reasons, wish to remain anonymous.
In contrast, no disclosure of Real Party in Interest is required for parties challenging
patents in declaratory actions or at the PTO in reexamination and in post issuance
proceedings.

We believe that other provisions in the Bill are still not sufficiently narrowly crafted to target
litigation abuse and therefore would reduce the value and enforceability of patents more broadly.
IEEE-USA believes that legislation addressing litigation abuse should be implemented in a
manner that is not patent-specific or discriminatory against certain patent owners. For example,
we are concerned that the discriminatory enhanced fee-shifting provisions have the potential of
creating new unfair risks for particular litigants while rewarding others. While we favor judicial
stays against innocent consumers of end products where a stay would promote fair and efficient
resolution of a patent suit, we are concerned that the mandatory stay provisions are still overly
broad and unduly shift the procedural burdens onto patentees. IEEE-USA objects to provisions
that strip away or materially undermine patentees’ enforcement rights to exclude the “use” of
patented inventions.

IEEE-USA strongly opposes the repeal of Section 145, which unfortunately remains in the Bill.
Under this repeal, applicants would be gratuitously denied the fundamental right of de-novo
judicial review of adverse patentability determinations by the PTO when it refuses to consider
certain evidence. The importance of this 170-year-old protective provision is in its restraining
effect on PTO’s potential abuse of discretion for all patent applicants —~ not just for those who
would seek judicial review. A repeal of Section 145 would empower administrative decision-
making, giving the PTO the final say, displacing the courts and severely eroding U.S. patent
rights.

IEEE-USA believes that the “could have raised” estoppel in the current post grant law was a hard-
fought compromise in the AIA legisiation. The Bill still contains a provision that strikes the
phrase “or reasonably could have raised.” It would give accused infringers that should have raised
all arguments administratively, piecemeal options in court to repeatedly challenge patent validity,
unfairly burdening patent holders and increasing the complexity of litigation.

Return to Table of Contents
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IEEE-USA notes an important provision that is still missing in the Bill. The presidential
sequestration order issued on March I, 2013 subjects the PTO’s fees to sequester even though
these fees are not taxpayer funds. This denies the PTO access to all user fees collected and thus,
to the resources it needs to tackie the patent backiog. 1EEE-USA opposes the sequestration of the
PTO’s resources.

IEEE-USA is an organizational unit of the Institute of Electrical and Electronics Engineers, Inc.
(IEEE), the world’s largest organization for technical professionals, and a leading educational and
scientific association for the advancement of technology. IEEE-USA fosters technological
innovation for the benefit of all, including more than 200,000 U.S. engineers, scientists, and allied
professionals who are members of the [EEE.

IEEE-USA’s members serve on the “front line” of the US patent system. Our membership
includes inventors who create and use cutting-edge technology, who research and publish
professional articles and joumnals, and who develop published standards that form the bases of
widely adopted and critical technologies. IEEE-USA members are more than merely scientists
and research engineers; they are also entrepreneurs and employees of firms that acquire, license,
and market patented technology; proper operation of patent law is a critical interest of IEEE-USA.

We look forward to a continuing dialog with you and other members of the Judiciary Committee
to address the concerns we have with the legislation as it develops during this legislative session.

Sincerely,

Ware T,

Marc T. Apter
IEEE-USA President

cc: The Honorable John Conyers, Jr., Ranking Member
Members of the Committee on the Judiciary

Return to Table of Contents



363

AlIPL A

AMERICARN INTELLECTUAL PROPERTY LAW ASSOOIATIION

November 19, 2013

The Honorable Bob Goodlatte
Chairman

Committee on the Judiciary

United States House of Representatives
2138 Rayburn House Office Building
Washington, DC 20215

RE: Manager’s Amendment to H.R. 3309, the Innovation Act

Dear Chairman Goodlatte:

1 am writing on behalf of the American Intellectual Property Law Association (AIPLA) to give
our perspective on the Manager’s Amendment to H.R. 3309, the Innovation Act. AIPLA
appreciates the amendments to H.R. 3309 that address some of the concerns voiced about the
introduced bill, and we believe the bill is moving in the right direction, We are particularly
pleased with the removal of provisions that would have expanded the Transitional Program for
Covered Business Method Patents (CBM). However, we continue to have several concerns with
H.R. 3309, and cannot support it as currently reflected in the Manager’s Amendment.

AIPLA is a national bar association with approximately 15,000 members who are primarily
lawyers in private and corporate practice, in govemnment service, and in the academic
community. 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. Cur
members represent both owners and users of intellectual property, as well as patent litigation and
prosecution attorneys, which gives AIPLA a unique perspective on particular abusive patent
litigation practices.

Initiaily, we would note that many areas addressed by H.R. 3309 are also areas addressed by the
recently-enacted provisions of the Leahy-Smith America Invents Act (AIA), whose impact on
the system has not been fully realized nor completely understood. We agree with former USPTO
Director David Kappos, who testified before your committee recently, that it is preferable that
the reforms implemented by the AIA be given adequate time for implementation and evaluation
before making further significant changes.

237 1 G Srrest, Sowth Suke PO Arbngoos, WA D 2200
Bhgno 7O3A15.0780 FNax Q04150788  www.miplo Grg  apiadrapinorg
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That said, AIPLA recognizes that certain patent litigation abuses, and more specifically patent
assertion abuses, have become a source of serious concern. Although recent independent studies
have shown that assertion entities themselves are not actually responsible for recent increases in
patent litigation, we understand that certain entities may assert overbroad or invalid patent claims
with an intent to simply extract quick settlements. These actions are often directed at multiple
potential defendants, some of whom may feel compelled to settle primarily to avoid the cost of
litigation. We also understand that the threat of such frivolous litigation could burden the U.S.
economy as some of these businesses may feel they need to respond by diverting funding away
from other activities.

To the extent that reform is necessary to deal with such concerns, we urge the Committee to take
a balanced approach that continues to encourage innovation. We believe that any legislation in
this area certainly should reduce incentives for abuse, but it should do so while preserving the
traditional rights of patent owners to protect and secure reasonable returns on their innovations,
safeguarding the interests of users before the USPTO and the courts, and maintaining judicial
discretion to appropriately manage litigation.

Moreover, AIPLA believes that any reforms should approach the process by carefully targeting
specific abusive actions rather than a particular category of actors. In addressing this problem,
Congress should avoid singling out patent litigation or a particular category of litigant with
inflexible statutory changes to the judicial process. Instead, it should encourage courts to more
readily exercise their discretion with existing tools for case management, or, where necessary,
the courts acting collectively could provide new tools that maintain the discretion and flexibility
so important to tral judges.

To be clear, there are some provisions of H.R. 3309 which we currently support, including the
following:

* Section 9(c), which aligns the claim construction standard in infer partes review and
post-grant review (PGR) with the standard used by district courts. As an alternative to
costly and often burdensome litigation, these processes should apply the same standards
of review as used in the courts, 5o that consistent claim construction across these post-
grant validity challenges will provide greater certainty in final decisions and reduce the
need for further litigation.

e Section 9(b), which corrects a so-called “scrivener’s error” made during the AIA
legislative process by striking “or reasonably could have raised” from the estoppel
provisions of 35 U.S.C. §325. In order for the newly implemented PGR proceedings to
improve patent quality as intended, especially in the early stages of patent term when
reliance, commercialization and related investment are likely at their minimum, parties
need to be encouraged to use this new review proceeding to address questionable patents
early on. Moreover, the current estoppel provision would require patent challengers to
anticipate any and all possible validity arguments at this very early stage; otherwise they

Return to Table of Contents
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would waive their right to raise different validity defenses if they are later sued for
infringement. This may substantially deter parties from using the proceeding.

e We support in principle Section 5, which would give courts clearer instruction to stay
customer suits in favor of a suit against a manufacturer where the parties consent. This,
more than other provisions, would directly ease the burden on potentially innocent end-
users. However further clarification of this provision is needed, particularly as to the
requirements for a stay and when a court may deny a request for a stay.

However, AIPLA continues to have significant concerns about other provisions of the legislation
which would introduce many new requirements into the patent litigation process. We fear that
many of these would intrude on the established role of the Judicial Conference and would overly
restrict the traditional discretion of district court judges to manage their cases. In this regard,
ATPLA is concerned that the bill will mandate inflexible rules, many of which may have
unintended consequences including impeding access to the courts, and we further believe that the
Judicial Conference in its own discretion is in a better position to work with the district courts to
institute appropriate case management rules.

Among our concerns are the following sections:

» Section 3(a), which removes judicial discretion by imposing significantly
heightened pleading requirements for patent lawsuits;

e Section 3(b), which removes judicial discretion by mandating a presumption of
awarding attorneys’ fees in all cases;

e Section 3(c), which singles out patent litigation or a particular category of
litigation with amendments to the rules of joinder;

e Section 3(d), which removes judicial discretion with statutory limitations on
discovery in all patent litigation;

e Section 4, which imposes on patent owners who enforce their rights through
litigation disclosure requirements for the life of the patent; and

e Section 6, which directs the Judicial Conference to adopt rules and procedures
detailed by Congress.

We would note that the Judicial Conference Advisory Committee on Civil Rules has begun the
process for amending the Federal Rules of Civil Procedure to reduce costs and delays in
litigation through active case management and proportionality in discovery. Additionally, the
U.S. Supreme Court has granted certiorari in two cases dealing with the standard for fee shifting
in patent cases under the current 35 U.S.C. § 285. Given these developments, legislative action
in this area may be premature or even unnecessary.

We also have several other additional concemns, including:

¢ Section 9()(6): “Time Limit for Commencing Misconduct Proceedings.” This new
provision is reportedly being advanced by the USPTO because it believes it is unable to
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complete the review of misconduct allegations against registered attorneys and agents in
a timely manner, thus apparently necessitating the filing of potentially unwarranted
charges to avoid tolling the statute of limitations. We strongly opposed the original
provision in the AIA, and we are equally concerned about this amendment. This
provision seeks to extend the threat of discipline against individuals within our
membership, with the related potential for increases in malpractice insurance rates against
all registered members, for unjustified reasons. Many of the provisions of the AIA, more
challenging than this, impose one year deadlines on the USPTO, e.g. PGR and CBM. It
remains incumbent upon the USPTO to complete their work in this highly sensitive area
in the amount of time both they and the Congress allocated the USPTO in the AIA.

* Section 9(a), which eliminates Section 145. While we understand the concern that these
actions may constitute a burden on the resources of the USPTO, even though infrequently
used, we believe that this provision maintains an historic alternative means of providing
for review of examiner decisions and establishing the rights of inventors, and should be
retained.

Finally, and perhaps most importantly, AIPLA strongly belicves that the single most important
reform for improving the quality of patents is requiring a fully-funded USPTO. Congress
understood the importance of giving the USPTO access to all of its user fees at the time of the
AIA, but 2 years after its passage USPTO funds are again being made unavailable to the Office
due to sequestration. The hoped-for improvements from the AIA were starting to be felt as new
examiners were hired to tackle the backlog of pending patent applications, essential new 1T
systems were being developed, and new administrative procedures and proceedings were put into
place. Sequestration has delayed all these efforts and improvements, which undoubtedly risks
undercutting major initiatives designed to continue improving the patent system.

Until full funding is restored to the USPTO, AIPLA has reservations about trying to implement
further reforms such as those included in the Innovation Act. To that end, AIPLA strongly
supports H.R. 3349, the Innovation Protection Act, and suggests it become central to any
legislative initiative.

In summary, and for the reasons noted above, AIPLA does not currently support the Manager’s
Amendment to HR. 3309. We would welcome the opportunity to continue to work with you
and your staff on these issues moving forward. Thank you for considering our views.

Respectfully submitted,

American Intellectual Property Law Association

Return to Table of Contents
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ion of Patem ionere {NAPP} is @ nonprofit rganization
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The Honorable Robert Goodlatte
Comnmittee on the Judiciary

2138 Rayburn House Office Building
Washington, D.C. 20515

Dear Chairman Goodlatte:

The National Association of Patent Practitioners (NAPP) is a nonprofit trade association
for patent agents and patent attorneys. NAPP has approximately 400 members in the US and
various foreign countries. The practices of the practitioner members are focused primarily on
patent prosecution, namely practice before the USPTO. Our practitioner members represent
thousands of clients who seek patents, which for the most part are small and mid-sized busines:
and individual inventors, well-understood to be the driving force of the American economy. As
part of NAPP’s mission, we aim to create a collective nationwide voice to address issues refating
to the patent prosecution practice. Additional information about NAPP can be found at
WWW.NADR.OTE.

NAPP understands the motivation of the House Judiciary Committee for considering
legisiation to curb abusive patent litigation. However, the provisions contained in the recently
introduced Innovation Act (H.R.3309) are not narrowly crafted to address abusive practices, but
instead broadly undermine the ability of patent owners to enforce their constitutionally protected,
government (USPTO) granted patent rights. The only ways to enforce a patent is to approach an
infringer (through a demand letter) or to file a patent fawsuit. The patent bill being considered
will impose substantial burdens on the ability to enforce patents effectively and efficiently, both
“legitimate™ patents asserted properly and “illegitimate” patents that the USPTO mistakenly
granted. The result will be to hinder the value of patents and lessen incentives for patentable
innovation across technology arcas. The Committee cannot simply allow a few non-
representative concerns about abusive litigation to override the need to strike an appropriate
balance with all patent holders and not weaken incentives for U.S. innovation.

The following lists specific concerns NAPP has identified in H.R. 3309, the Innovation
Act, as currently drafted:

. Fee shifting provisions of amended Sec 285 are extremely broad, applying to any
civil action in which any party asserts a claim for relief under the Patent Act. The presumption is
heavily in favor of fee-shifting as a default outcome. The provisions will interfere with ordinary
enforcement of exclusive patent rights. The chilling effect of the uncertainty about whether such
expense would be due and who ultimately will pay it is disproportionately adverse to parties of
limited means such as individual inventors and small-business entrepreneurs.

Naticnat Association of Patent Practitioners

1629 K Street NW, Suite 300 » Washuington 0,C., 20006
Phope: 703-634-3423



368

. Increases pleading requirements in a way that raises questions about the balance
between patent infringement plaintiffs and defendants. Plaintiffs are required to have information
available at the time of lawsuit, and any invention for which infringement cannot be proven
without litigation discovery (e.g., software) could be impossible to enforce. This provision calls
into question the commitment to prompt and effective access to the courts by patent owners more
broadly (Section 3(a)).

. Imposes restrictions on discovery that could serve to delay ultimate resolution of
patent litigation, further clog federal court dockets, and increase costs, by creating satellite
motions and fights about whether discovery should be granted (Section 3(d)).

. Raises serious questions regarding balance between those who might seek to
enforce a patent and those who might seek to invalidate a patent by mandating requirements for
transparency of ownership only to the former (Section 4). In connection with fee-shifting,
similarly, patent owners put themselves at risk if they dare to sue, but patent pirates ean remain
hidden behind corporate shields in denying or infringing patents at will.

. Includes a customer suit exception provision that is not targeted narrowly and
could fead to delayed resolution of disputes (Section 5).

. Prescribes activities for the Judicial Conference, or the Supreme Court, that may
more appropriately be considered areas for reflection by those bodies (Section 6).

. Eliminates Section 145 proceedings as a procedural option for patent applicants
(Section 9(a)), curtailing their right to introduce further evidence of patentability of their
inventions.

. Proposes an inappropriate limitation on patent term adjustment by the PTO
(Section 9(f)).

NAPP is hopeful this legislation will be amended to address the above concerns.

Sincerely,

(=8

Priya Sinha Cloutier
Chair, NAPP Government Affairs Committee

Hationat Association of Patent Pracitisners
1629 K Streat NW, Sulte 300 » Washington 0.C., 20006
Priang: 701-634-3423
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November 18, 2013

The Honorable Bob Goodlatte
Chairman

Committee on the Judiciary
U.S. House of Representatives
Washington, DC 20515

Dear Chairman Goodlatte:

The Coalition for 21st Century Patent Reform applauds you for continuing to move
ahead on the “Innovation Act’ (H.R. 3309) with the introduction of your Manager's
Amendment, in which there are a number of positive features and improvements.

Specifically, as we indicated in our letter to you upon introduction of H.R. 3309, we are
pleased that the bill properly repeals the “or reasonably could have raised” estoppei for
civil litigation, which inadvertently appeared in the text of the AlA through a scrivener’s
error. Likewise, we are pieased that the bill requires the USPTO to construe patent
claims involved in the AlA’s new post-issuance proceedings in accordance with the
ordinary and customary meaning of the claim language, as understood by one of
ordinary skill in the art and the prosecution history pertaining to the patent. We also
applaud removal of most of the provisions relating to the CBM transitional program
(although we remain concerned that CBM proceedings are still expressly exempted
from the aforementioned claim construction requirements).

As you know, we have long been a proponent of a relaxation of the "exceptional” case
standard to permit fee shifting in more cases to encourage both plaintiffs and
defendants to assert only meritorious positions, and support the bill's language that
would amend Section 285 to achieve that result. We also believe that the significant
improvements have been made in the language of pleading requirements section,
although we believe its continued requirement that each Complaint disclose detailed
contentions on a product-by-product, claim-by-claim and element-by-element basis is
unworkable, and shouid not be retained in the final bill. We also believe that repeal of
Section 145, which has long served as an important procedural protection for
innovators, is a bad idea that should be dropped from the bili.

We continue to have a serious concern that the provision related to stays of discovery
pending claim construction would prolong ali patent litigation by a year or more,
substantially increase its cost, and deny parties with meritorious positions of the timely
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relief they deserve. Unless it is substantially revised, this provision shouid not remain in
the bill,
As the bill continues to move through the legislative process, 21C remains committed to
continuing to work with you and the other members of the Committee, and of the House,
to achieve measured, targeted legislative reforms designed to curb litigation abuse.
Sincerely,
2,
- ¢ '}
S/
(mm \/\/}"
Carl B. Horton
Coalition for 21st Century Patent Reform

cc: The Honorable John Conyers, Jr., Ranking Member
Members of the Committee on the Judiciary
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H.R. 3309, Manager's Amendment of 11/18/2013, and IPO Positions

TR A iR e |
LUGTES i e nOnE ViSO s st
STLR s el igleded il
Muddgersabibendinent i substmintiv e

. S Biraed, .
+ Amends exclusion to require the non.
prevailing party's position

justified” or make
unjust.

» if fosing party unable to pay, court may make
recoverable against joined “interested party.”
+*Party asserting claim, who later extends
covenant not to sue, is deemed “non-prevailing
party.”

justified.”

« Award to prevailing party

n/i8fz013

190 Rasittion

unless position and conduct of
non-prevailing party were
objectively reasonable and
substantially justified.

* Not required if exceptional
circumstances make unjust.

1. Disclosure of
Real Party-in-
Interest (RPI)

* Disclosure to court, USPTO, and adverse
parties in infringement suits except ANDA
suits; encumbers patent with ongoing duty of
disclosure to USPTO.

+ Includes assignee, entity with right to
sublicense or enforce patent, financial interest
in patent or plaintiff, and uitimate parent.

» Financial interest defined as
ownership/control of > 5% of plaintiff or right
to receive proceeds from assertion of patent.

* Nondisclosing party may nat recover
fees/damages related to period of
noncompliance, and court may award adverse
party costs incurred as result of nondisclosure,
» Court may join “interested party” upon
showing by defendant that plaintifl interest is
primarily asserting the patent in litigation.

* Expand current rules to
include ultimate parent of
owner.

< Oppose muitiple mandatory
disclosures at prescribed times
and potential limitation of
damages.

~ Oppose requiring disclosure
of non-ownership interests:
direct financial interest,
exclusive ficensees and others
with right to enforce patent.

3. Stays of
Litigation
Against End
Users

* Requires stay as to customer where
manufacturer is party to same or other action
on same patent.

* Parties must consent to stay.

« Motion must be filed within 120 days.

» Customer must agree to be bound by
judgment entered against manufacturer,

* May be lified where manufacturer suit wilf
not resolve major issue in customer suit or
unjust to party seeking to fift.

~ Motion must be filed within lfater of 120 days or
the date the first scheduling order is entered,

- Customer must agree to be bound by any
issues ided as to the manufacturer,

* If manulacturer seeks or consents to entry ofa
consent judgment or does not appeal a finat
decision, court may determine that decision is
not binding on

Support stay against customer
while suit proceeds against
manufacturer. Should be
carefully taitored to avoid
unintended adverse
consequences to inhovators,
manufacturees and customers.

4. Helghtened
Pleading
Standard for
Patent
Infringement

~ Rquires pleading each #sserted claim,
allegediy infringing product or process
including names and model numbers if known,
and theory of how each accused product or
service infringes each asserted claim except in
ANDA suits and where information not
reasonably accessible.

» Requires description of all sights to assert
patent.

* Requires description of certain licensing
commitments, e.g. through standard setting.

+ Requires explanation of inaccessibility and
attempts to access where information not
disclosed.

» Permits court to allow filing of confidential
information under seal,

« Eliminates Form 18; Supreme Court may
create new form,

Support medifying Form 18 to
include identification of at least
one claim afleged o infringe,
statement explaining such
infringement, and statemnent
addressing any indirect
infringement alfeged.
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Review and
Inter Partes
Review

R teadiaie

~ Efiminates provision barring PGR petitioner
from later asserting in a civif action that a
claim is invalid on any ground that the
petitioner "reasonably could have raised”
during PGR.

* Requires USPTO to change approach to claim
construction in PGR and {PR.
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WL G kit
Mibise: Hnonn s by

1#/18/z053

* Support eliminating provision
barring PGR petitioner from
fater asserting in civil or ITC
action that a claim is invalid on

any ground petitioner
“reasonably coutd have raised”
during PGR.

* Support requiring USPTO to
change approach to claim
construction in PGR and IPR,

6. Expanding
Transitional
Program for
Covered
Business
Method Patents

* Amends scope of prior art.

* Atlows USPTO Director to waive fee.

- Eliminates 8-year sunset.

* Limits to pre-AlA patents.

~ Codifes PTAB panel decision interpreting
Section 18 as encompassing patents claiming
activities incidental and complementary to
financial activity.

* Only includes boid provisions.

Oppose provision in H.R. 3309.

7. identification
of Core

= Limits discovery prior to claim construction
ruling to information necessary to construe

nia

Discovery and claims or resolve motions.
Discovery Fee * Court may expand where resotution within + Coutt shall expand discovery limits where
Shifting specified period of time affects rights of a party | resolution within specified period of time affects
with respect to patent{s}. rights of a party with respect to patent(s}.
+ Permits court to allow additional discovery as
necessary to prevent manifest injustice.
« Instructs Judicial Conference to develop rules: | « Instructs the Judicial Conference to develop
identifying “care documentary evidence” that the same types of rules, but gives the judicial
must be produced by both parties, requiring [ more di ion in impi i
party seeking additional discovery to bear costs
including attorney fees, and allowing court to
deny request for additiona! discovery if
excessive, irrelevant, or abusive.
~Requires Judicial Conference to study efficacy | * Futher authorizes the Judicial Conference to
of rules and procedures for first four years after | modify rules during the first four years after
imp i P ificati imp ion to prevent a manifest injustice,
following this study. the imposition of an excessively costly
requirement, or an wnintended result.
8. B Bars bankruptcy trustee from Support provision in H.R. 3309,
Protection certain licenses.
» Adds trademarks to definition of *#
property” in title 1,
* With regard to trademarks, holds bankruptcy
trustee ta any contractuai obligation to monitor
and control the quality of a licensed product or
service.
g. PBouble Codifies doctrine of double patenting for first- nfa
Patenting inventor-to-file patents.
10. Repeal of Prevents patent applicant rejected by the Oppose.
35 1.5,.C. By USPTO from filing suit in district court.

Note: Please send any cotrections to sgamer@ipo.org.
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Industry
Organization

Bi g Bistechnology

November 14, 2013

The Honorable Robert W. Goodlatte
Chairman, House Committee on the Judiciary
2138 Rayburn House Office Building

United States House of Representatives
Washington, D.C. 2015

Dear Chairman Goodlatte:

On behalf of the Biotechnology Industry Organization (BIO), I am writing to share our
views about H.R. 3309: The Innovation Act of 2013 in light of upcoming Judiciary Committee
action. H.R. 3309 was introduced with the goal of furthering reform of the patent system,
particularly with respect to patent-related litigation. Some of the provisions in the legislation
would complement the 2011 patent reforms in beneficial ways, and should be supported.
However, other provisions are problematic as currently drafted because, in sum, they would erect
unreasonable barriers to access to justice for innovators, especially small start-ups that must be
able to defend their businesses against patent infringement in a timely and cost-effective manner,
and without needless and numerous procedural hurdles or other obstacles. We also remain
cautious as to whether patent-specific litigation reform is the most appropriate way to address
some of the Commiittee’s identified concerns. It is our strong desire to see this bill amended and
improved based on our concerns, and we welcome the opportunity to work with you and your
staff to do so.

BIO supports the provisions that protect IP licenses in bankruptcy proceedings,
harmonize the claim interpretation standards in administrative patent litigation with those in
district court, and clarify how the doctrine of “double patenting” applies to related patent
applications under the new first-inventor-to-file system. BIO also appreciates the bill’s
recognition of the already existing and specific statutory schemes that apply to certain types of
litigation in the biopharmaceutical sector. Unfortunately, other provisions included in the bill are
concerning in their current form. This list includes provisions that:

o Routinely defer or suspend discovery and litigation on the merits in patent
infringement cases, whether in whole or against certain parties;

o Pemmit infringers to add additional parties to the litigation under overly broad criteria;
and permit parties to seek reimbursement of their litigation costs from other parties
under a vaguely-defined and potentially very broad set of patent-related cases;

o Require unreasonable amounts of pleading specificity and disclosure and public
recordation of patent ownership, litigation interests, and other business or confidential
information;
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o Direct courts and judges how to handle patent case management in an overly-
prescriptive and one-size-fits-all manner that would unduly interfere with the
responsibility of judges and courts to craft case-appropriate management orders that
reflect the complexity of the matters at issue and the respective positions of the
parties; and

o Single out patents on certain technologies for unfavorable treatment in open-ended
administrative litigation, contrary to long-standing U.S. policy and international treaty
obligations.

Taken as a whole, the provisions bulleted above create opportunities for systematic
delays in patent litigation by inviting piecemeal discovery and adjudication that would push back
a determination of patent infringement liability until much later in the case, and by the inclusion
of potentially numerous and unnecessary parties — raising the time and expense of patent
litigation, contrary to the legislation’s purported goals. While many of the provisions are well-
intentioned and aimed at addressing legitimate patent litigation concerns, the current language is
overly-broad and would result in too many unintended and unknowable consequences for
innovators who rely on the patent system to fund and protect their inventions. In short, we are
concerned that, in an attempt to target abusive litigation practices by the few, the proposals
impose unjustified burdens on too many legitimate patent owners seeking to enforce and defend
their inventions in good faith. Accordingly, such proposals are not supportable without
significant amendment.

We appreciate your consideration of our comments and hope to have the opportunity to
work with you and your staff to make improvements,

Sincerely,

w (_Oreensd 02 J

James C. Greenwood
President and CEO
Biotechnology Industry Organization

Return to Table of Contents
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The Hon. Bob Goodiatte and The Hon. lohn Conyers, Jr.
Novemnber 13, 2013
Page 2

« Includes a customer suit exception provision is not targeted narrowly and could lead to
delayed resolution of disputes {Section 5).

» Prescribes activities for the Judicial Conference, or the Supreme Court, that may more
appropriately be considered areas for reflection by those bodies {Section 8).

« Eliminates Section 145 proceedings as a procedural option for patent applicants {Section

9{a)).

» Modifies elements of the Transitional Covered Business Method Patent Program created
by Section 18 of the AIA {Section 9{e)) by expanding it in time and scope. ’

« Proposes an inappropriate limitation on patent term adjustment by the PTO {Section

9(f).

PhRMA is committed to working with Congress on targeted reforms that curb abusive patent
litigation. However, we are hopeful this legislation will be amended to address the above
concerns.

Sincerely,

Gt

Chester {Chip) Davis, It., ID
Executive Vice President
Advocacy and Member Relations

Return to Table of Contents
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November 19, 2013

The Honorabie John Conyers
U.S. Capitol
Washingten, D.C. 20515

Dear Ranking Member Conyers,

As a leading voice for tech start-ups and emerging companies, CONNECT enthusiastically
endorses your efforts to introduce patent legisiation that is critically important to America’s
innovation ecosystem and the U.S. economy, H.R. 3349 the Innovation Protection Act. As the
U.S. House of Representatives again considers patent reform, we encourage the House to tread
extremely cautiously with other proposed legisiation, while promptly moving forward with H.R.
3349. The Innovation Protection Act represents the only patent reform bill which advances the
one issue that unifies intellectual property stakeholders across the innovation spectrum.

CONNECT was birthed out of the University of California—San Diego over twenty-five
years ago with the mission to propel creative ideas and emerging technologies to the
marketplace by training entrepreneurs and connecting them to the comprehensive resources
they need to sustain viability and business vibrancy. Since 1985, CONNECT has assisted in the
formation and development of over 3,000 companies and is recognized as one of the world’s
most successful regional innovation development programs. CONNECT is the recipient of the
2010 “Innovation in Regional Innovation Clusters” award presented by the U.5. Department of
Commerce.

With our extensive history helping startups grow and succeed, we understand the
importance of robust and strong patents. Because San Diego has a diverse and mature
innovation ecosystem, we also recognize that inteilectual property serves the innovation
ecosystem in muitiple ways allowing different sectors, business models, and investors to
succeed. Policymakers in Washington should be extremely cautious in advancing patent reform
proposals that do not have broad consensus among patent stakeholders or which favors a
certain sector of the innovation ecasystem over other sectors. The one proposal the broad iP
community agrees with is the idea to fuily fund the U.S. Patent and Trademark Office. Not only
would full USPTO funding improve patent quality, but it would also give the USPTO the
resources it needs to properly implement the recently enacted AIA, which could help solve
some of the problems other legislation is trying to address. Since the AlA did not end fee
diversion as promised, H.R. 3349 provides a hipartisan opportunity to rectify the problem.

Again, we applaud you and your bipartisan cosponsors for introducing the bill and stand
ready to assist you in any way necessary.

Best regards,

Tfmothg Tardibons

Timothy Tardibono, M.A., 1.D.
Vice President of Public Policy

Return to Table of Contents
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PHYLLIS SCRLAFLY
FRESIDENT

Cctober 29, 2013

R UM Eeading The Pro-Family Movement Sineg 1972

EQUCATION CENTER: 7500 BONNONNE S8, 5T LOUIS, M0 63108, (1837251213, fa:{318) 7213072
CAPITOL HILL OFFICE? 516 PENNSTLVANIA 8VE., 5.5, WASKINGTON, B.C. 20003, (202 544-0353, fav: (T0Z) 547-6698
LEERATIONSG CENTER: P.O. BOE 618, ALTON, 1L 63008, (618) 462-8313, fav: (518} 462-8808, argleBeagleformm.org

The Honorable Robert Goodlatte
Committee on the Judiciary

2138 Rayburn House Office Building
Washington, D.C, 20515

Dear Chairman Goodlatte:

As an advocate for a strong, self-gyoverning America with liberty, family, virtue, and private enterprise as her
piltars, Eagle Forum must express profound concerns about H.R. 3309, the innovation Act. in short, this
legislation would weaken American patents, patent rights, and the abitity of innovators — particutarly independent
inventors — to secure their constitutionally guaranteed private property right in their discoveries.

H.R. 3308 would further diminish our patent systemn. This and similar proposals are presented as “litigation
reform.” Taken as a whole, however, the provisions of H.R. 3309, including judicial stays, fee-shifting, disclosures
for real parties in interest, and the postgrant review estoppe! standard, ali make it easier for infringers to game the
system and tie up small inventors in muttiple patent challenges that effectively devalue their patents. The biff
would deprive the backbone of the “promotfion] of science and useful arts” of their "exclusive right" to their
intellectual property. The bill further tilts the playing field in favor of big business and patent infringers against the
little guy. it would diminish property rights and access to the courts, and weaken U.S. patents.

H.R. 3309 expands the postgrant raview pilot program for covered business method patents. This would
merely give patent infringers another venue for forcing patent holders to mount costly defenses of their patents. it
would threaten patents on software in the high-tech tools used throughout our economy, This provision carries
serious economic consequences. Whereas we suffer from a $39 hillion trade deficit, we actually enjoy a trade
surpius on licensing and fees.

Eagie Forum sympathizes with small businesses that receive demand letters and is open fo addressing this
predatory nuisance in a narrow, targeted fashion. However, H.R. 3309 goes far beyond addressing the
grievances of such small business end users.

Finally, Eagle Forum is concemed about the bili's dictating specific case-management rules changes to the
Judiciary. While we certalnly oppose judicial activism that amounts to usurpation of legisiative powers, we likewise take
issue with legistative intrusion into the inner workings of the judicial branch. This abridges the separation of powers.

We urge a deliberative approach be taken on patent issues. Eagle Forum suggests holding more hearings
where independent inventors, venture capitalists, R&D shops, small manufacturers, thoughtful judges such as
Paul Michel and Kathleen O'Malley, nonpracticing entities that play a vital role in technology transfer such as
universities, and victims of foreign 1P theft be given a fair and full hearing. Eagle Forum welcomes the opportunity
to work with you toward that end. Unfortunately, we must oppose H.R. 3309 in its current form.

¢c: The Honorable John Conyers, Ranking Member
Members of the Judiciary Commitiee

Sincerely,

Phyllis Schiafly

Return to Table of Contents
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November 19, 2013

The Honorable Patrick J. Leahy
Chairman, Committee on the Judiciary
United States Senate

224 Dirksen Senate Office Building
Washington, DC 20510

The Honorable Bob Goodlatte
Chairman, Committee on the Judiciary
U.S. House of Representatives

2138 Rayburn House Office Building
Washington, DC 20515

The Honorable Chuck Grassley

Ranking Member, Committee on the Judiciary
United States Senate

224 Dirksen Senate Office Building
Washington, DC 20510

The Honorable John Conyers, Jr.

Ranking Member, Committee on the Judiciary
U.S. House of Representatives

2138 Rayburn House Office Building
Washington, DC 20515

Dear Messrs. Chairmen and Ranking Members:

We write as inventors whose discoveries to date have added hundreds of billions of doliars in
value to the U.S. economy and improved the quality of lives of billions of consumers worldwide.

We support many of the laudabie goals sought by recent fegisiative proposals to amend the U.S.
patent system, particularly the goal of curbing the mass distribution of bad-faith demand letters.
We also believe the passage and implementation of the America invents Act {AlA} of 2011 has
benefitted the U.S. innovation economy, in large part because the concerns of all stakeholders
were carefuily weighed during a six-year legislative process, and those concerns were properly
balanced in the final bill that was signed into law. Along with many other key stakeholders,
however, we must note that the process now underway is strikingly different in terms of the
unprecedented haste with which it is being pursued and the lack of breadth and depth of key
stakeholder feedback to evaluate the scope of the harm that will be caused by some of the
proposed legislative provisions.

Notably, the concerns of key inventor stakehotders like us ~ principally small companies that
create the fundamental inventions that drive our innovation economy — have not yet been
evaluated in depth. Historically, the vast majority of legitimate patent holders have honorably
sought the fruits of their labor through patent rights promoted by the Constitution and secured
by Congress, by licensing when possible and litigating when necessary. Qur nation and, indeed,
our planet have benefitted enormously as a result of the identification and disclosure of these
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discoveries through the U.S. patent system, Legitimate inventors and patent holders should not
be confused with, or punished as a result of, a smait minority of bad actors who create sheil
entities that send mass demand letters for the purpose of seeking money under the threat of
unjustifiable litigation,

We have grave concerns about several newly-proposed changes to our patent laws that go far
beyond closing loopholes used by shakedown artists whose demand letters and nuisance
lawsuits can impose unjustifiable costs on small businesses. In our view, Congressional precision
and elegance are needed lest hasty, overbroad legislation cripple the virtuous cycie of invention,
disclosure, licensing, and commercialization that has made the U.S. patent system and
technology economy the envy of the world.

As we explain in more detail in the attachment to this letter, many features of the proposed
tegislation would unfairly create new advantages for larger, market-dominant incumbent
companies while burdening the new start-ups whose technological creativity is often viewed as
a threat to disrupt that dominance. Several provisions in the proposed fegislation would take
patent rights away from the small U.S. companies that create our Country’s new inventions, and
these same provisions would make it easier for dominant companies to utilize and exploit those
inventions without paying a fair price. The most egregious provisions include:

* Indiscriminate imposition of stays of litigation for an overbroad class of “covered

customers”;

= mandatory shifting of fees to nonprevailing parties;

* requiring overbroad disclosures when a compiaint is filed;

*  bypassing the Rules Enabling Act to directly amend federal civil procedure; and

* weakening the balanced post grant review estoppel provision of the AlA.

tmportantly, supporting and encouraging the next generation of disruptive technologies is not
only a question of fairness, but aiso of promoting long term economic growth. As the Kauffman
Foundation has amply demonstrated, new start-ups are the sole source of net new job creation
in the United States. If Congress is to act, it should take the side of the inventors and patentees,
not the side of giant incumbent companies that have already captured a dominant place in the
market.

if Congress passes legislation that hampers the ability of start-ups and independent inventors to
protect their innovations meaningfully, it will become prohibitive for many inventors like us to
justify and sustain the tremendous economic and financial risks that inventors and their
investors take to create the disruptive new technologies, products, and start-up companies that
enable new global markets that will drive tomorrow’s U.S. competitiveness and fuel U.S. job
growth. We strongly urge you to pause and analyze the damage about to be done, and consider
simpler, more effective, and more focused solutions to the problems of mass patent license
demand letters and shakedown patent lawsuits.

Please reach out to get feedback from the successful and responsible independent inventors
and entrepreneurs who have created the technologies that have proven to be so important for
our nation. Strong patent protections are vital to these men and women so that they can raise
the capital required to develop and commercialize their inventions.

Return to Table of Contents
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@ HWE

Gary K. Miche
independent Inventor

Founder, Michelson Medicad Research Foundalion
Founder. 20 Milion Minds

inductes. National inventors Hall of Fame

Los Angeles, CA

N i

Gregory G. Raleigh, Ph.O

Chief Executive Officer and Chairman, itsCn
Member of the Board, Headwater Partners
Redwood Shores, CA4
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CONFIDENTIAL DRAFT

ViA E-MAIL
MEMORANDUM

To
cc

From

Re

Date

National Bankruptcy Conference Executive Committee
Sally Schultz Neely

Alan N. Resnick

International Aspects Committee -

Proposed Amendment to Section 1520
Section 6(d) of Innovation Act, H.R. 3309

November 12, 2013

The Innovation Act, which is primarily focused on patent litigation reform, contains an

amendment to section 1520 of chapter 15 of the Bankruptcy Code that we believe is

inappropriate and that we recommend the Conference strongly oppose in its present form. The

proposed amendment appears in SEC. 6. PROCEDURES AND PRACTICES TO

IMPLEMENT AND RECOMMENDATIONS TO THE JUDICIAL CONFERENCE and

provides as follows:

(d) PROTECTION OF INTELLECTUAL-PROPERTY LICENSES IN
BANKRUPTCY.—

(1) IN GENERAL . —Section 1520(a) of title 11,

United States Code, is amended—

(A) in paragraph (3), by striking **; and”’

and inserting a semicolon;

(B) in paragraph (4), by striking the period at the end and inserting **; and’"*; and
(C) by inserting at the end the following

new paragraph:

*(5) section 365(n) applies to intellectual property of which the debtor is a
licensor or which the debtor has transferred."”.

(2) EFFECTIVE DATE.—The amendments made by this subsection shall take
effect on the date of the enactment of this Act and shall apply to any action for
which a complaint is pending on, or filed on or after, such date of enactment.

LIBC/5010723.5
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Chepter 15 of the Bankruptcy Code, included in the 2005 amendments to the Code with
large bipartisan majorities, is designed to achieve worldwide cooperation in the liquidation or
reorganization of & multinational company in order to preserve value for creditors and other
stakeholders, especially employees. Its fundamental structure is “universalist” in that it requires
that each country recognize a foreign main proceeding in the debtor’s home country as the leader
in the worldwide effort and that it cooperate with that jurisdiction to achieve the best results for
all concerned. Among other advantages, this approach penmits the sale of whole divisions with
assets and operations in several nations as a single piece, which almost always will yield a higher
price. It is also essential to reorganization of a global business,

Chapter 15 incorporated the UNCITRAL Model Law on Cross-Border Insolvency “to
encourage cooperation between the United States and forelgn countries with respect to
transnational insolvency cases.” While the Model Law required modifications to fit into the
existing judicial and legislative scheme, chapter 15 followed the exhortation of UNCITRAL:
“Therefore, in order to achieve & satisfactory degree of harmonization and certainty, it is
recommended that States [countries] make as few changes as possible in incorporating the model
law into their legal systems.” The proposed amendment to section 1520 violates the purpose of
chapter 15 to further international cooperation and, to that end, the guidance of UNCITRAL to
minimize modifications to the Model Law.

Adding a provision to chapter 15 that deals with a special situation violates the principle

of Wes the Mode! Law a valuable mechanism for greater legal certmmy for

VHR.Rep. No. 109-31, pt. 1, 109th Cong,, Ist Sess. 105 (2005) (“House Report™ ar “H.R. Rep.").

? UNCITRAL Model Law on Cross-Border fvency with Gulde to Ei adopted on May 30, 1997 (the
"Madel Law,” the "Guide. "), The Guide repeats this admonition In § 50: “In enacting the Modei Law, it is
edvisable to adhere as much as possible to the uniform text in order to meke the national law as tansparent as
possible for forelgn ugers of the national law (sec also parsgraphs 11-12 and 21 above).”

2
LIBC/S010733.5
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trade and investment. This is true even if one believes that, as a matter of public policy, the
special situation should always be decided applying U.S. law. By such a unilateral, non-uniform
amendment, the United States invites other countries to modify their versions of the Model Law
in-ways that may be detrimental to United States parties in foreign proceedings. The situation
addressed by the proposed amendment is already before the courts and the toals to address the
situation are already within chapter 15. The courts can deal with the issue appropriately and
‘prcdiclably without opening the door to other countries to reciprocate with their own deviations
from the Mode! Law.

Seoction 1520, Effects of recognition of a foreign main proceeding, provides automatic
relief on recognition of a foreign main proooeding.’ It imp!ement;s Article 20 of the Model Law
by incorporating sections of the Bankruptcy Code that are consistent with the purpose of Article
20.* Both Article 20 and section 1520 operate automatically upon récogniﬁon of a foreign main
proceeding and impose “effects” that “are necessary to allow steps to be taken to organize an
orderly and fair cross-border insolvency proceeding....” 5 The fundamental effects necessary for
an orderly and fair cross-border insolvency are (a) a stay of actions against or concerning the

debtor or its assets, rights, obligations or liabilities, including a stay of execution against the

3 Section 1520 provides, in pertinent part, as follows:

(8)Upon recognition of a foreign proceeding that is a foreign main proceeding—

(I)sections 361 and 362 apply with respect to the debtor and the property of the debtor that Is within the tervitarial
jurisdiction of the United States;

(2)sections 363, 549, and 5§52 apply to a transfer of an interest of the debtor in property that is within the territorial
Jurisdiction of the United States to the same extent that the sections would apply to property of an estate;

(3)unless the court orders otherwise, the foreign representative may operate the debtor’s business and may exarcise
the rights and powers of a trustee under and to the extent provided by sections 363 and 552; and

(4)section 552 applies to property of the debtor that Is within the territorial Jurisdiction of the United States,

*H.R.Rep. 114-115 (2005).
% Guide at § 143, Reference ta the Mode! Law and the Guide for imterpretation of chapter 15 are sncouraged by
section 1508, See, also, H.R. Rep. 109-110.
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debtor’s assets and (b) a stay of the debtor's iransfer, encumbrance or disposition of assets.®
Section 1520 imposes the stay by incorporating the automatic stay of section 362 (but limited to
the debtor and its assets within the territorial jurisdiction of the United States) and the transfer
restrictions of sections 549, 363 and 552.7
The Innovation Act would introduce into section 1520 a section of the
Bankruptey Code, section 365(n),-thm has nothing to do with allowing “steps to
be taken to organize an orderly and fair cross-border insolvency proceeding”,
This would be a blow to the goals of uniformity and harmonization embodied in
the Model law and chapter 15. Instead of a provision that affects all parties with
an interest in a foreign proceeding, that effectively preserves the status quo and
(potentially) going concern value and that does not intrude on the foreign
proceeding, section 365(n) is not concerned with preservation of the status quo
and affects the rights of a subset of licensees of intellectual property in the event

that their li gr is rejected or otherwise subjected to nonperformance

in a foreign main bankruptcy case of a debtor who is their licensor. It effectively
imposes U.S. law on the foreign proceeding whether or not U,S, law should apply
to a particular license, If the legislation is adopted, it should, at the very least, be
limited to licenses that are within the territorial jurisdiction of the United States.”
Automatically applying this section upon recognition of a foreign main

proceeding would ignore the territorial limits of chapter 15 to property within the

 Model Law § 20(1)(a).

" H.R, Rap. 114-115.

* Section 15102(8) provides that “within the territorial jurisdiction of the Unlted States”, when used with reference
to property of a debtor, refers to tangible property located within the territory of the United States and intangibls
property deemed under spplicable nonbankruptoy law to be located within that terfitory, including any property
subject to attachment or garnishment that may properiy be seized or garnished by an action in a Federal or Stats
cautt in the United States.™
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territorial jurisdiction of the United States, since license grants by the foreign
debtor may not be governed by U.S. law or may not even involve U.S. intellectual
property. There should be a choice of law analysis performed before section
365(n) is applied in a chapter 15 case.” Section 365(n) could be applied in an
appropriate situation on an appropriete showing under section 1522(a) and (b)),
Applying it automatically, without considering whether U.S. law shouid apply to
the license in question and without the safeguards of sections 1521 and 1522
would be detrimental to the goals of the Model Law and chapter 15."" Rather than
enhancing a cross-border insolvency proceeding, automatic application of sectfon
365(n) would likely deter foreign representatives from seeking recognition to
obtain necessary assistance for the foreign proceeding if a condition to
recognition were enuu?glement in the possiblé briar patch of licensee rights under
U.S. bankruptcy law.

The genesis of section 6(d) of the Innovation Act is likely the case of Inre
Qimonda AG, 462 B.R. 165 (Bankr. E.D. Va. 2011) which conzidered, on
remand, the request of the foreign representative of a German liquidation
proceeding, recognized as a foreign main proceeding, to modify a prior order that
applied § 365 (and a laundry list of other sections of the Bankruptcy Code) in the

chﬁpter 15 case, On the petition of the administrator appointed in Qimonda’s

% In re Maxwail Comm, Corp. ple 93 F.3d 1036 (2d Cir. 1996) (dealing with choice of law in an svoidance action
brought im connection with a proceeding under former section 304, the predscessor to chapter 15),

¥ Sectlon 1522(s) and (b) provide: “(a)The court may grant rellef under section 1519 or 1521, or may modify or
terminate relief under subsection (c), only if the interests of the creditors and other imerested entities, including the
debtor, are sufficiently protected. (b)The court may subject relief granted under section 1519 or 1521, or the
oporation of the debtor’s business under section 1520(8)(3), to canditions it considers appropriate, including the
glving of security or the fiting of a bond.”

¥ Rellefunder § 1521 must be “necessary to cffectuate the purposs of this chaptor and to protect the assets of the
debtor or the interests of the creditors...”
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German main proceeding, the bankruptcy coust entered en order recognizing the
foreign main proceeding and, on the same date, entered a Supplemental Order
under section 1521 that applied several section; of the Bankruptcy Code,
including section 365 to the chapter 15 case. Upon realizing that section 365(n)
interfered with his rights under the German insolvency code to “elect non-
performance” of contracts, the administrator sought modification of the
Supplemental Order. Licensees of U.S. patents, who would fose the protection of
§ 365(n) if § 365 no longer applied, objected. The Bankruptcy Court, on remand
from the district court, found that there was a fundaroental U.S. policy favoring
innovation and that eliminating § 365(n) protection would be manifestly contrary
{o that policy. The court also ruled that the requested relief should be denied on
the alternative section 1522 ground that the interests of the licensees would not be
“sufficiently protected” if the requested relief were granted. The Qimonda
decision was certified for direct appeal to the Fourth Cireuit.”? The Fourth Circuit
heard argument on September 17, 2013 but has not ruled.

Rather than passing legisiation that would pre-empt the ruling of the
Fourth Circult and conflict with the purpose of the Modet Law and chapter 15,
Congress should reject this amendment. As noted, relief is already available to
licensees in appropriate circumstances under section 1522 if a foreign
representative seeks to deprive them of their rights under U.S. law, Applying
section 365(n) to all foreign main proceedings would implicate licenses that are

not within the territorial jurisdiction of the United States and would be

210 ve Of AG, D.V 2!
¥ Case No, 12-1802.
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inconsistent with the ancillary nature of a chapter 15 ease, to provide assistance to
the main case in another country where the debtor has the center of its main
interests.

If the debtor’s property is sliced into national bits, the cooperative
approach of chapter 15 and the Model Law is seriously handicapped. The
proposed amendment does just that as to intellectual property. IP is itself subject
to a worldwide system of recognition and enforcement, which will be shattered
for companies emerging from reorganization, cresting a host of difficuit questions
and serious uncertainty about these crucial property rights. The United States
makes a serious error by going it alone and by failing to let the courts develop the
key issues under the existing statute. In short, those pushing this amendment

might regret getting what they wished for.
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December 16, 2013

The Honorable Patrick 1. Leahy
Chairman, Committee on the Judiciary
United States Senate

224 Dirksen Senate Office Building
Washington, DC 20510

The Henorable Chuck Grasstey

Ranking Member, Committee on the judiciary
United States Senate

224 Dirksen Senate Office Building
Washington, DC 20510

Re: S. 1720 {the “Patent Transparency and Improvement Act of 2013”) and
S. 1013 {the “Patent Abuse Reduction Act of 2013"}

Dear Mr. Chairman and Ranking Member:

We write as inventors whose discoveries to date have added hundreds of billions of dollars in value to the U.S.
economy and improved the guality of lives of billions of consumers around the world. Now that the House of
Representatives has passed H.R. 3309 it is more important than ever that the Senate take pause to hear from
inventors — the true creators of new jobs and game-changing technologies that have allowed this country to
remain preeminent throughout the world in this era of the innovation economy.

In particular, we respectfully ask for the Senate Judiciary Committee to not rush to judgment but to instead
coflect the hest information availahle before acting, by conducting a hearing with testimony from inventors,
startups, and universities who create the fundamental technology innovations that drive our economic growth
and job growth. Doing so will provide the information needed to surgically curb the harms done by a handful
of abusers without collaterally biudgeoning the people who are the very foundation of our innovation

economy.

We support many efements of the current legislative proposals and continue to believe a bill that targets
abusive behavior in patent litigation is achievable and necessary. But we are alarmed by (i} the unprecedented
haste with which the current patent legislation is moving forward, (i} the scant attention being paid to the
views of the independent inventors whose creativity is the source of technoiogical progress and whase
livelihood will be directly impacted by that legislation, and {iii) the aggressive promotion of overbroad
proposals that will not curb the patent litigation abuse suffered by retailers or “mom and pop” small
businesses.

The currently proposed legisiation would do little to solve the real problems caused by bad actors in the patent
system. Instead, its chief impact would be to significantly weaken the abifity of legitimate inventors to enforce
valid patents, which means these inventors would be powerless to stop large corporations from stealing their
ideas. The legislation would deny inventors and other non-deep-pocketed entities such as startups and
universities the fair, timely and affordable access to our court system needed to protect their patent rights.

This will in turn make it exceedingly difficult for inventors to raise capital. As a resuit, many of the next
generation of inventions will never be created, let alone disclosed to the public in patent applications, because
their development will never get funded.
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Why are inventors’ concerns being ignored? Our Constitution gave Congress the power to promote the
progress of science and useful arts by securing for “inventors” the exclusive right to their discoveries for
limited times. in that light, we were dismayed that not a single inventor was invited to testify hefore the
House ludiciary Committee during the rush to pass H.R. 3309. Instead, the debate has been dominated by the
voices of secondary actors, the voices of huge corporations that have amassed vast numbers of patents
assigned to them by inventors.

Inventors are humans, corporations are not. Inventors create, corporations proliferate goods and services.
Both are needed in our innovation-driven economy, but one shoufd not drown out the other. We respectfully
ask that our human yoices and concerns he fully heard and weighed in a second hearing conducted by the
Committee, before key elements of patent {aw be changed that would do great harm to the foundations of our

innovation economy.

Please see the attached for our recommendations on specific issues.

Sincerely,

touis J. Foreman

Chief Executive Officer, Enventys
Chief Executive Officer, Edison Nation
Charlotte, NC
http://lovisforeman.com/

/\X’SWMJ;A’({Z:)

-2

Dr, Gary K. Michélson, M.D.

Independent inventor

Founder, Michelson Medical Research Foundation
Founder, 20 Million Minds

Los Angeles, CA
http://en.wikipedia.org/wiki/Gary K. Micheison

Dr. Gregory G. Raleigh, Ph.D.

Chief Executive Officer and Chairman, #tsOn
Member of the Board, Headwater Partners
Redwood Shores, CA

http://en wikipedia.org/wiki/Gregory Raleigh
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RECOMMENDATIONS ON PATENT ABUSE LEGISLATION
From Louis §. Foreman, Dr. Gary K. Michelson, M.D. and Dr. Gregory G. Raleigh Ph.D.

For convenience, these recommendations address provisions found in three biils:
e the Innovation Act {(H.R. 3309) (Goodlatte)
¢ the Patent Abuse Reduction Act of 2013 {5.1013} {Cornyn}, and
® the Patent Transparency and improvement Act of 2013 (S. 1720} {Leahy)

Our guiding principle in these recommendations is that changes to the U.5. civil litigation system should be
undertaken only with great caution, when {i} there is 2 demonstrated need for change and {ii) there are no less
Draconian solutions available.

1. Mandatory Stays of Litigation {H.R. 3309 & S. 1720}, These proposed provisions mandate that courts
impose a stay of judicial proceedings against a “covered customer” when an upstream manufacturer or
subcomponent supplier is a party to the lawsuit or a separate lawsuit relating to the accused product or
process.

There is no evidence that our nation needs Congressionally-mandated stays in patent litigation. Every federa!
court is already fully empowered to grant stays in the interests of justice, and no data exists to show that
courts have inappropriately failed to grant stays in the classic customer/manufacturer circumstances that
stakeholders now cite as the basic rationale for the new law.

The stay proposals as written would harm inventors by immunizing certain deep-pocketed infringers. The
glaring shortcomings of the proposed mandatoery stay provisions were recently pointed out by no fess of an
authority than David Kappos, the celebrated former Under Secretary of Commerce for Intellectual Property
and Director of the USPTC. Mr. Kappos recently testified that, among its multiple other flaws, the litigation
stay provisions of H.R. 3309 would immunize from infringement liability all parties {not merely individual end
users and retailers}, as long as they are located somewhere in a product channel downstream of the first
component part maker. Such an unprecedented and broad grant of infringement immunity would include
“large commercial actors such as manufacturers combining procured components into value-added completed
devices, as well as assembiers,” and might also “leave an American innovator with no infringer at alf to pursue
where infringing manufacturers are located outside the reach of the US courts, such as overseas, or fack
adequate assets to answer for infringement.”

Does Congress truly intend to grant such wholesale immunity from infringement liability for the astonishing,
previously unheard-of reason of where an accused infringer happens to be located amid its supply chain —a
vagary that can be altered or otherwise manipulated overnight? Doing so would eviscerate a foundational
principle that has served our patent system well throughout its entire history: infringement is based on the
unlicensed use of patented technology, not on the identity, or supplier arrangements, of an accused infringer.

inour view, there are far simpler and more balanced ways of protecting against the abuse of innocent
bystanders.

RECOMMENDATION: Congress should identify and adopt narrowly taitored sofutions that would immediately
de-leverage shakedown artists without eliminating any key foundation of the U.S. patent system. For example
° Congress could simply restore a minimum “amount in controversy” requirement to patent lawsuits at
an appropriate dollar amount, ensuring that truly de minimis_nuisance litigation would be excluded
from the courts.
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e Cangress could establish a smali claims patent court, after deliberating on the public comments
received by the USPTO on the subject eariier this year, as recommended by the ABA {P section and the
AlPLA.

e Congress could also require those who send patent demand letters to “Mirandize” their demands by
identifying where the recipient can receive assistance befare responding to the fetter, whether that
assistance comes from within the USPTO or from industry groups organized to combat abusive patent
holder behavior.

e Congress could limit “covered custemer” to small husinesses and retailers who sell unaltered goods.

In short, Congress should fully explore a range of narrowly focused solutions so that the unintended
consequences of a new law do not harm inventors and legitimate patent licensing activity.

2, Fee Shifting {H.R. 3309 & S. 1013}, The proposed changes that encourage fee shifting will create a new
source of leverage for giant companies accused of infringement, to the detriment of inventors and their
agents.

Section 285 of the current Patent Act already provides a balanced approach to fee shifting when a case lacks
merit. Because it provides that courts “in exceptional cases may award reasonable attorney fees to the
prevailing party,” the current Patent Act is consistent with the longstanding “American Rule” that each party
should bear its own costs in litigation. The proposed legistation wouid reverse the American Rule in patent
cases, making the imposition of fees mandatory, uness the position of the non-prevailing party or parties was
“substantially justified” in H.R. 3309, or “objectively reasonable and substantially justified” in $. 1013.

These “loser pays” provisions would deter inventors from exercising their Congressionally granted right to
assert valid patents in meritorious lawsuits, and are foreign to well established American judicial practices.
According to one of the nation's most distinguished civil procedure scholars, Professor Arthur R. Miller, who
has served as a member and Reporter for the Advisary Committee of Civil Rules of the Judicial Conference of
the United States, the American Rule

reflects the Founders’ rejection of the British ‘loser pays’ system. The Founders rejected the
British system in jarge part to allow all citizens aecess to courts, in which disputes would be
resolved-on the merits. Over the years, when Congress has granted exceptions to the American
Rule, it has generally been for the purpose of encoyraging litigation by creating ‘private
attarneys general’ to conduct litigation to enforce public policies that might otherwise be too
risky to pursue. The Equal Access to Justice Act is a prime example.

The proposed amendments of Section 285 is quite unlike the Equal Access to Justice Act, where fees can be
granted only when the party of limited net worth has prevailed against one specific party - the United States
of America. in contrast to the EAJA, the proposed loser pays provisions are designed to actively

discourage inventors from pursuing litigation to enforce their Congressionally bestowed rights by massively
increasing the financial risk inventors bear when forced to seek relief in court, which, in turn, gives large
company defendants extra leverage over legitimate inventors when negotiating license agreements.

Moreover, the U.S. Supreme Court is reviewing the issue of fee shifting in two cases on certiorari from the
Federal Circuit. it would be unwise for Congress to act before the Court has resolved those cases.

RECOMMENDATION: Congress should not amend Section 285 of the Patent Act in ways that create greater
risks for inventors and patent holders, and in any event should not act on the issue untif the Supreme Court
has resolved the relevant cases now under review. The current law allows courts to award reasonable
attorneys fees to prevailing parties in “exceptional cases,” which enables courts to discourage meritiess
shakedown patent lawsuits that follow irresponsible mass demand letters.

4
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3, Transparency of Ownership (H.R. 3309, S. 1013 & S. 1720). We support and encourage the disclosure of
the ultimate owner of any patent offered in licensing discussions or asserted in litigation. As currently drafted,
however, the proposed provisions would require far more and as such are overbroad, unnecessarily
burdenseme, and impractical.

H.R. 3303 requires patent plaintiffs to disclose in the complaint, and continually update
e highly confidential business information such as the identity of anyone with a right to sublicense or
enforce the patents at issue; and
e difficult-to-collect information including the identity of anyone who has a financial interest in the
plaintiff.

S. 1013 requires patent plaintiffs to disclose in the complaint
® highly confidential business information such as whether the patent at issue is subject to any license
term or commitments through any entity, the identity of anyone with a financial interest in the
outceme of the a