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Chapter 1

-Executive Summary -

_Intrgougtign

This report is an assessment of the incentives provided byithe.U.Sj
5 patent system for developing new technology~based enterprises, that is,other
new "Xeroxes". and "Polaroids", that contribute to the creation of new JObS,

increased product1v1ty, and strong economic growth

The U.3. patent system, by securing to inventors for limited timessthe
exclusive rights.to their inventions, has been accorded .a vital role in |
10 encouraging and assisting innovation (the:practical implementation of
~ inventions) and the creation of new technology enterprises. Today, _f
concerns are beingiraised about the lagging growth,rate of tne U.S..economy
and the world-wide competitiveness of U.S. industry. Technological
innovation is seen by many as & means of rejuyenating the economy and .the |

15 petent_system, being.one_of'the_mejor Congressionally-provided incentives

for innovatiVe activity, has received particular attention.

. Recent studies by the:Executive branch as well as the prlvate-sector'
have raised questions about the continued effectiveness of the patent |
system as an incentive for innovation because of the .apparent uncertaln

20 reliability of patents in the face of legal challenge and the dlfflculty
that the patent owner frequently faces. when attemptlng to. enforce a patent.
This report examines the patent system to determlne the rellablllty of
patents, the practicality of enforcing patents, and how effective patent:

are for stlmulatlng new technology enterprises. j'
25 General Background of the Patent Sgstgm

The United States Constitution grants to Congress the authorlty to

establlsh a patent system in order to "promote the progress of science and
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protection\had'been ayailable for the_invention.?- L

But there are inefficiences associated with patent systems: patent

monopolies may be granted where unneeded to secure innovations; patents

owned by others can block or hinder further innovation; inventive_aotimity

may tend to be directed only %o areas in which'patents can be obtained'

"~ costs are 1ncurred in operatlng the system and the patent monopoly, an

essentlally unregulated monopoly, is subJect to abuses. The net beneflt of .
the patent system to soclety 1s not susceptlble to a rlgorous analy51s-
because of the unavallablllty of data, the unrellablllty of data that do
exzst and the absence of a comparatlve environment w1thout a patent '
system. Economists, however, generally believe that the net beneflts to
society of the patent system are positive, albeit unprovable and
inconclusive. The greatest net benefit appears.to come from risky

innovations which typlcally would not have been undertaken or undertaken

as promptly, in the absence of patents.

In practlce, ‘an 1nventor seeklng a patent files a patent appllcatlon
with the government (the Patent and Trademark Qffice). A patent examiner
in the Patent and Trademark Office examlnes the patent appllcation to.
determlne whether it meets the requ1rements for patentablllty " An
1mportant aspect of this examlnatlon is a search of the examlners' search
files (predomlnantly contalnlng U.3. and forelgn patents and some tecthcal
literature) to locate relevant prlor art to ‘the invention as a ba51s to
determlne whether the 1nvent10n meets the requ1red standard of :
1nventlveness The average tlme spent by the patent examlner per patent
appllcatlon 1s about 15 hours of whlch 3.5 hours 1s for prlor art
searching. If the patent appllcatlon meets the requ1rements for

patentability, it i1s allowed by the examiner and then issued.

Once the patent ig granted a patent owner may enforoe his patent
agalnst another u51ng hlS 1nventlon w1thout permlsSLOn (an 1nfrlnger) by
suing him in the Federal courts. The alleged 1nfr1nger may defend on the
basis that he did not infringe the patent or that the patent is invalid,
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The leading grounds for court findings of invalidity are that the
patented technology was obvious or lacked novelty over the prior
art. In most casés the invalidating_pridr.art.was not known to
the patent examiner when granting the: patent, but it is estimated
that in about one-third of the findings-of invalidity the court
expressly or impliecitly disagreed with the standard of -

patentability applied by:-the:patent examiner.

Published. court decisions indicate that mechanical patents_are.
1itigated more often than electrical or chemical patents and are
held invalid more frequently. A ccorrelation appears to.exist.
between the complexity of the invention and the court's finding
regarding validity of the patent in thaﬁ‘patented inventions of
limitedICOmplexity are more often held invalid than those of
moderate or high complexity.

Although a statutory presumptlon of valldlty accompanies a patent
granted by the Patent and Trademark Offlce, in practice the
courts give llttle weight to this presumption because of a lack
of an adveréafy relationship in theuexamination_process.and the
perceived bias of the Patent and Tpademark.Office-in'favob of

patents.

. Patent litigations frequently cost each party $50,000 to

$1,500,000 or more and take years to resolve but. the cost and
duration are not significantly different than other high stakes

litigations. The costs are primarily affected by the number and

complexity of litigable issues and the procedural requirements of

the American judicialfsystem, particularly'discovefy. These .
procedures are not easily controlled by the court and can be

~ abused to exert economic pressure, espe01a11y against an

individual or small business.

While the evidence is Inconclusive, it appears that, problems
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value of patents, the effect that these'changes will have is

-'uncertain.and is unlikely to be observable in- the short-term..

Patent Reliability and Enforcement and Innovation

While granting that weaknesses exist in the U.S. patent system, there
is little empiriecal evidence démonstrating:the effect of patent reliability
and the practicalities of enforcement on the rate of innovation. Much that

is said on this subject is based on opinion and anecdotal accounts.

This does not preclude the existence of 'a nexus between patent
reliability and enforcement costs and innovation. From an -intuitive
standpoint, apprehension about patent reliability and enforcement diminish

the incentive vaiue of patents, and individuals and small businesses, often

- being most dependent on patents, would be most affected. -

The evidence that is available indicates that patent reliability.and
enforcement ‘have quite'varying:éffects on innovation decisions and that
alternatives to the patent system such as trade secrets are widely_relied'
upon to pfbtect inventions. For example, a 1981'survey of small, high
technology firms by the National Science Foundation found that patenting
and licensing problems were rated least important in a list of 11 problem
areas which affect innovation faced by such companies. It was the only
area which a majority of survey respcndents agreed wés not a major preblem.
The researchers concluded from interviews with company officials that this
area was under reasonable control and that, rather than pay attorney fees
to press infringement suits against large competitors, small high-
technology firms often choose either to keep their ideas.as trade secrets,
or to 1iéense their patehts, or merge with larger companies to avoid patent

enforcement costs.

Another survey study of small husinesses conducted for the Small
Business Administration alsc found that many firms are depending on trade

secrets rather than patents to protect their technology. Important reasons
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activities depends on the type. of invention and the type of decisionmaker.
For example, the pharmaceutical industry rarely pursues the development and
regulatory approval processes for & new drug unless it can be patented. On.

the other hand, much of the innovation in the elesctronies industry has

“oceurred without patents; and for products which require large capital

costs for manufacturing, such as automobiles, patents. may have little
bearlng on investment decisions due to the limited ablllty of a competltor

to enter the mar'ket.

How the decisionmaker, whether-a manager; entrepreneuf.or investor,
views patent reliability and enforcement costs is important in determining
the incentive value of patents. .Due to the complexities and the near
impossibility of accurately assessing the value of a patent, it appears
that many decisionmakeré rely cn intuition and general perceptions of
patents rather than technical, marketing and legal analyses of the specifie
patents involved. 'Becausé.of'the.lack of balanced information and suitable
meﬁhods for-evaluating the reliability and costs-of enforcement of patents,

- there is a risk that widely publicized liigation statlstlcs and anecdotal

accounts relating to patent rellablllty and enforcement w1ll blas the .

-perceptlons of patents.,

Egually importaht;to the role of patents as an incentive. for
innovation and the creation of new technology enterprises is the effect
that patents subsequently have on the new technology enterprlse, industry

and society in general.

The private benefits ultimately realized by the innovator through -
patents are difficult to determine; assessing the social benefits In terms
of improved products, convenlence, lower costs, and improved living

standards is even more diffieult.
Clearly, many factors contribute to the social and private rates of

return, and patents are just one of those factors. .Indeed, patents provide

the potential.for profit motivated innovaters to increase their private.
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discourage: the trade and customers from dealing in a competitor's product

through the threat that they would be sued for infringing the patent.

Since the repert of* the Temporary National.Economic Committee in 1941,
a number of changes have occurred in patent law thfough legislation and
Judicial decisions to reduce the likelihood of busihess aggression by the.
patent owner. However, the uncertainty,of the validity of a patent and,the
expense of challenging it in éourt still provide-opportunities for business

aggression.

Often, the strategy for using the paten£ énd»developing the technology
determineé the patent owner's benefit. For instance, Ray Dolby developed
nolse reduction units for‘tapé recording systems. Rather than explditing'
the large consumer market, he first limited. his sales to .the small,
professional music recording market, thereby not attracting:competition.
The reputatieon whiéh he developed. in thisrsmallfﬁarket-enabled‘his,company
to achieve a strong market position when he later entered the consumer

market.. ‘Once he entered the consumer market,-he;offered;liéenses»tohall '

_manufactvrers‘wiﬁh_the qohdition that_thé Dolby name.and logo be displayed

on the front of_the'equipmeﬁt. Even though rival technology was developed
it proved unsuceessful since the standards.had.been'established:by Dolby's

units and consumer identification was strong..
How Relisble are Patepnts?

In & perfect world, every patent granted-shouid enjoy'unquestionable
reliability. Such is not the case and probabdly never will be.. There are
too many incentives, too many variables, and too mény participénts involved
in the patent system. In terms of its ultimate utility, patent reliability
reflects the validity of the patent, the adeqﬁacy of the scope of its
claims, and the respect given to the patent by potential competitors. The
predominant factor affecting the reliability of patents, however, is patent

validity.
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Where patents were found invalid for lack of hovelty or obviousness
over the prior art, a substantial factor was the inability to ascertain the
most relevant prior art. Differences in judgement were a lesser, but not

insignificant, Tactor.

In about 60 percent of the cases in which patents are found invalid,

. the decision is based on prior art that was not previously considered by’

the patent ekaminer._ Several studies, including one conducted by OTA,.
indicate that this new prior art is usually another .U.S. patent. On the
basis of these studies, OTA estimates that for about qne-third‘qf.the' |
patents found invalid, better_prior art than that specifically considerec
by the Patent and Trademark Office was the cause of the invalidity.

A s;gnlflcant portlon of the decisions of patent invalidity was based
on prior art other than patents and printed publications, such as prior use
and sale, or general knowledge_thhln_the_;ndustry, and most often:this

prior art. was known,to_thé patent applicant before the patent was.issued.

~ The patents most often involved in patent litigation appear to be in
the generai_and-mechanical arts (81 percent), as opposed to chemical_(11'..
percent) and electrical (8 percent), yet only about 50 percent of the
issued'patents are in the general and mechanical arts. WNearly two~thirds
of_the.mechanical.and electrical patents adjudicated are found invalid
whereas about Halpercént of_the_adjudicated_chemical paténts are found .

~invalid. These findings.sugges@ that mechanical patents are of the least

certain validity.

An OTA study seems to indicate a correlation between the complexity of
the patented invention and the likelihood that the patent was held invalid

when challenged in court. Inventions that can be easily understood have a

higher rate of invalidity holdings. The study further indicated that the

frequency that (1) prior art not specifically considered by the Patent and
Trademark Office led to the invalidation and (2) the courts disagreed with
the patentability judgement of the Patent and Trademark Office, is greatest
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areas in patent examination. . The likelihood of the quality review.program
finding what it believes to be a more pertinent prior art'document'by :
repeating a search is about 7 out of 100. In about one-quarter of the

reviewed cases, the.reviewer'concludes that the patent examiner did not

continue the search far enough. When the reviewer expands the search, in

about 12 percent of the cases.a prior art document believed to be more

relevant to the invention is uncovered.

The financial resources available to the Patent and Trademark Office

also affeect its performance. For fiscal year 1982, the Patent and

 Trademark Office estimates the cost of examination to be about $1,200 per

patent appliecation, one-half of which 1is devoted_to exXaminer salaries,and

benefits.

The quality of examination depends on the quality of the patent
examiner. As with any profession, a wide range of capabilities exists
among individual members. Aptitude for patent examining and_motivation are
also significant faétors_affectinggthe quality of=examination;. One of the
mostfvisible-influences;on-examiner motivation was the introduction of .
production'goals by the Patént,and Trademark Office in the mid-1960$lq-The
pfoduction goals have,had,some beneficial effects in terms of increased
efficiency. . The system requires the patent_examiner-to use his time
Judiciously and to quickly identify and pursue only meaningful issues. But'
the EhphaSis on. production has resulted in dissension between the examiners
and management. Introducticn-of production goals.gave rise to a new union, .
the Patent Office Professionais Assocatlion, and these goals have_been_a key

factor in negotiations between the union and management.

‘Supervision and oversight are also important to establish and maintain
quality patent examinations. The immediate supervision of patent examiners
is provided by supervisory primary examiners who are responsible for
setting standards of patentability within particular fields of technology.
The demands on the supervisoris time are heavy in terms of his
responsibilities, the number of individuals reporting to him, and the.
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In summary, there.aré many factors that influeénce patent examination
quality ineluding the:timé-available_forfthe;examinatiﬁn,_the'ability and
motivation of the individual examiner, the supervision provided, the

integrity of the search file and ease of retrieval of relevant information

from the search files. Hence, there is a limit to improvement in overall

patent examination quallty that an improvement in any one of these factors

can achieve.

‘ Détériorationzin-any of these factors may create difficultieé that can
significantly impair the ability of the -Patent and Trademark Office to :
maintain its present level of patent exXamination quality. While—évery.
factor affecting.patent examination quality will require resources to
maintain present levels of quality, none will be more in danger of
deterioration that the examiners' search files. .Unless the ability to
retrieve rele#ant.documents from the examiners' search files impfoves, the
efforts required to conduct. adequate prior art searches will .increase to

the: p01nt that they are no. longer: feasible.

Effectlng changeﬁ in the quality of patentablllty Judgements, quallty
of searchlng, quality of patent:examiners or quallty .and: type. of

;supervision is likely to be difficulf because of the present environment at

the Patent and Trademark Office. There is a reluctance among some:. patent
examiners to change their: patent examination and séarching techniques. . The
Patent and Trademark_Office.management must maintain an emphasis on high '
levels of production to prevent excessive buildup of unexamined patent
applications. = Also, the ability of the Patent andfTrademark Office to make
changes in its operations is somewhat limited by the patent examiners'
union, limited.funds;_and;the long_range.unpredictability of.funding

levels.:
How Practical is the Enforcement of Patents?

The patenﬁ owner has the responsibility to police his patent. If it
is being infringed, the patent.only gives,him-the-right.to sue the alleged
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seeking an opinion from the Patent and Trademark Offiee as to the validity
of a patent. This deeurs ‘less than 600 times per year and only 106 cases

in fiscal year 1981 -involved an adversary proceedlng

These statistics indicate that there is a policy dilemma. - On the one
hand, Congress and the courts have strongly emphaeized that the public
interest should be'considered.in resolring issues:of patent validity
because the effects of a patent monopoly extend beyond the parties to the
dispute. On the other hand, the practlcalltles of patent  enforcement -
foster the private resolution of patent validity dlsputes. B

Recent Changes in the Patent tem-

" Congress has been attentive to the problems with the'patent system and
has recently enacted two major pleces of legislatidn to improve patent'
rellablllty and enhance the practicalities of enforcing patents In P.L.
96-517, Congress enabled an issued patent to be reexamined by the Fatent
and Trademark Office- to determine its val;dlty over,prlor art. ' '
Reexamination proceedinge went into'effect in July 1981;‘and permitted
anyone to request that the Patent and Trademark Office reexamlne a patent
in view of prior art patents or printed publlcatlons upon the payment of a
$1,500 fee. ' : '

Preliminary evidence tends to indicate that patent practitioners are
approaching reexamination with caution and that this new and unproven
procedure is not being'widely used. (For the first six months of
operation, 94 requests for reexamination had been filed.) One reason that
has been advanced for its ;nfrequent use is the limited involvement which a’
challenger is permitted in the proceedings. Alsp;'only certain issuves
affecting patent validity can be con51dered in reexamination proceedlngs

and this llmltS its usefulness.

Recognizing the growing problem of prior art searching, Congress, also

in P.L. 96-517, required the Patent and Trademark Office to submit by
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The muitiple, and often unpredictable,. consequences that will.
inevitably follow any changes in the existing U.S. patent system suggest
that .the Congress faces three alternative policy options at the present

time:
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A major revamping of the patent laws could provide a stronger basis
upon which to deal with future problems but only if its scope extended
beyond patent reliability and the practioalities of enfeorcement to include
issues beyond the purview of this OTA assessment, such as patent-antitrust

interfaces, patentability standards, and international cocperative patent

systems.”

OPTION 3: Selective Legislative Activity

Congress could maintain the status quo in areas of the patent laws
which are directly\addresséd by recent legislation while selectively

undertaking aotivities in other areas. Thus, as with Option 1, an

opportunity exists to observe the effects of reexamination and the Court of

Appeals for the Federal Circuit, but Congress could investigate proposals
for independent improvements in the patent system. The approach does risk
continuing the patchwork development of the patent system; however, it may

be more feasible for Congress to address patent revisions one at a time.
Proposals for Revisions to the Patent Statutes

4 review of past studies of the patent system prov1de a plethora of
recommendations to improve patent reliability and enhance the
practlcalltles of patent ‘enforcement. _These studies. can provide some
guidaﬁce as to potential areas for legislative oonsideratioﬁ, particularly
in connection with Option 3. The studies have recommended three general '
approaches: providing more resources for the_examination of patent

applications tc improve the quality of patents; providing a different class

~of patents (including different standards of pateotability); and providing

mechanisms for resolving patent”disputes that do not necessitate court
litigation. OTA explored representatlve activities for each of these

general approaches '
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for evaluating their-patentability is beyond the capability of'the Patent
and Trademark'office; Moreover, the manner in which an internal review
program is implemented can affect its effectiveness. Hence, while 'some
improvements in patent guality can be expected, an internal review program
is not likely to increase the public perception of the value of patents.

b. Increasing Examiner Time for Prior Art Searching =

.Increasing the time available for patent examiners for conducting
searches of the prior art can ilmprove patent examination quality hut the
evidence, while not conclusive, snggests'that it would reduce. - But not
substantially, the frequency that patents are issued with questionable'
validity. Additional search time can improve the quality of searchlng and

the most profitable use of" additional time appears to be conductlng

searches in additional data bases f{e.g., commer01ally available” computer

data hases) that contain a broader spectrum of prior art. However,'
existing commerciallyfavailable computer data bases are expen31ve to use

and”require'eXpertise The Patent and Trademark Offlce study requested by

“Congress may better define the v1ab111ty of computer assmsted search

systems- and the need for increased time allocation for searchlng.
¢. Improving Access to the Prior Art

" Past government studies have recommended ‘the lmprovement of examlners'
search files by upgrading their integrity and developlng a. mechanical, or
computer-a551sted, search system. The Patent and Trademark Office plans to.
cope with the increasing volume of prior art by continued reclaSSLflcatlon

of the ex1st1ng files and, as noted earlier, Congress has called for the

' development of a plan for c0mputer a551sted searchlng.

Reclassification is eseential'to ensure over the long term that
reasonable prior art searches can be conducted within the patent examiners'
time constraints. Patent reclassification is expensive, and the complexity

of reclassification increases even more. rapidly than the growth of the
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system and Congress has an opportunity to tailor a lesser patent ‘§ystem to

_meet its chectlves. For example, the lesser patent could require some

lavel- of invention over the: prior art or it could requ1re only novelty and

offer its owner protection from only the blatant copyist. -

As with utility patents, there is no reliable or conclusive evidernce
that a system of lesser patents will benefit society through increased'
innovation and greater disclosure of .technical information. Inventions
that result in major’technoldgical break throughs and the creation of new
1ndustr1es generally can be patented under the present system. But lesser
patents can play a. supplemental role : E '

Because of the unceftainties'of the effect Of lesser patents on

Vlnnovatlon, patent owners and 5001ety in general, Congress could eXperiment

with adopting lesser patents in a defined technology areas. A technology
area such as computer Chlp design is useful for experlmentatlon 51nce
strong interest groups exist on both sides of the 1ssue “and w111 provxde a

crltlcal forum for gvaluation of the effects.
Resolving Patent Disputes Outside.the Court System:

The reasons for the high cost of litigating patent disputes are-

inherent in the American judicial system and the problem: of expense is

shared by other high-stakes litigations. Reducing the expense of resolving
patent disputes by denying access to the court system or materially
altering the procedural due process of lltlgants in the court 1s not

Constitutionally perm1531b1e

However, Congress cah authorize a non-judicial forum, or para-judicilal
system'from which parties can seek a less expensive resolution of patent
disputes. The para-judieial system'could'accomplish_1eSS"expensive‘
resoluticns of disputes through, for instance; limiting discovery and using
quasi-judges who are familiar with the technology and patent law.

Reexamination is one form of a-nonfjudicial'forum, but the issues that can
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outcome of the litigation) are approaches that shift reduce the importance :

of economic pressure in resolving patent disputes and provide less of an

incentive to seek a court resclution of the dispute. Until experience-
develops with reexamination (or perhaps other non-judieial forums for -
resolving patent diputes that are adopted by Congress). the need to affect

the judicial process tQ reduce economic incentives to seek court..

. resolutlons w111 be uncertaln

nelusion

The U.S patent'system is a funetioning, vital element of the American
gconomy. Many inventors, innovators and investors continne to rely on
patents to protect their ideas and to justify important businees decisions;
and some. innovative activities would not be undertaken, or undertaken as
promptly, without the- promlse of. patent protection. Yet the patent system
is imperfect. and its 1mperfectlons generally affect those who rely most

heav11y on patents.

The uncertain reliability of patents and the cost of enforcement, in’

. terms of both_time and money, have a perceptible but probably'
- unquantifiable impact-on:innovation and the development of new technology

enterpriées. ‘Thus, while there are valid reasons for seeking to improve
patent reliability_and.to:reduce the costs of enforcement, it is impossible
to demonstrate that an investment in such remedies will be automatically

translated irnto innovation or economic benefits.
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Today, concerns are being raised about the growth of the U. S. economy
and the world-wide .competitiveness of U.. S. ilndustry. As in the past;'
technological advancement is seen. by many as 2 means to spur éeconomic
growth., Various mechanisms or tools.through which Congress can encourage
and facilitate the undertaking cf innovative activities and the creation of
new technology enterprises are being studied by many diverse private and
public groups. The patent system, being one of the major - |
Congressionally-provided incentives for innovative activity, has received

special attention.

. Particular CoﬁgresSiOnal interest has been given to the problems
assoclated with=1aunching the new technology-based enterprise (new
technology enterprises), i.e., the new "Xeroxes".and “Pdlaroids“r
Accordingly, thiSZreportwf60uses on the. operation, administration and.
effectiveness of the.patent system to determine whether there are:
shortecomings that ﬁight_reduce the value of patents in encouraging the
development of such new enterprises. Although new technology enterprises |
are highlightedfin-this.report;.patents obvioﬁsly affect a .much broader and

' equally~important range-of-innoVatioﬂs, forfexample;_improveménts in

existing produets or processes and new uses for existing produects.

. While much.of the report will be pertinent to .these broader:types.of"

.innovation there are many patent-related- issues that are not considered

such as the patentabilityiof computer -programs and genetically-engineered
life-forms and the effect of government regulations: (e.g., those governing
pharmaceuticals and pesticides) that reduce: the portion of the patent term
in whiech thg-innovator can fully enjoy his patent monopoly. - (FN-reference-
Impacts of Applied Genetics and Patent-Term Extension:reporté) Similarly,
patent problems that-uniquely affect a small:segment of.patent'OWners' :
(e.g., such as specific patent licensing provisions). are not treated.
Appendix I provides a list of topies developed by_OTA'and its Advisory
Panel for this report which could be considered in a study of patents.:
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Innovatlon is the practlcal 1mp1ementatlon (commerc;allzatlon) of
inventions and is the culmlnatlon of the inncvative process which bhegins
with the generatlon of a technically fea51ble 1dea (invention), proceeds
w1th'the,ref1nement,of that idea (development), and results in the
intrdduction and‘initial use'of new products or processes in the market
place. (See, for example Small Bu31nesses are More Active As Inventors
Than As Innovators in the Innovatlve Process u. S General Accountlng
Offlce (December 31, 1981) p.1)

New technology enterprlses bring- wholly new prodtcts to
commer01allzatlon, and wholly new product 1nnovatlon generally 1nvolves
more rlsk than pursu1ng new processes .to. make ex1st1ng products ar
1mprovements to ex1st1ng products The new technology enterprlse must not
only hurdle technlcal barrlers in developing. the new product and 1ts
production faCllltleS, but must also establlsh a market. Furthermore, the
nature of the problems that :might be encountered and the efforts requzred
to resolve these problems cannot always be foreseen and this uncertalnty
welghs heav1ly as a factor 1ncrea51ng the rlsklness of new technology
enterprlses The technical -and. commerclal uncertalntles associated with
new product 1nnovatlon are partloularly acute for new businesses, whlch do
not have eXlStlng sources of 1ncome, lines of supply, marketlng structures,

or reputatlons

New product lnnovatlon 1s not only rlsky but also extremely complex.
To prov1de some 1dea of. thlS c0mp1ex1ty, tablie 2- 1 offers a summary of many
of the key actlv;tles, actors;and resources involved in the 1nnovat1ve .
process. The generation.of an idea is only the start of an innovative
process which ultimately:muSt_meld technical research.and development
skills, production,skllls, financial skills, and commercial'development and
marketing skills to achieve commércialization_df a neupproduct. Moreover,
completing the innovative process does not necessarily mean that the new
technology'will be accepted in the marketplace: The adoption of the
technology-will often depend on the activities of the new technology.
enterprise once the new product 1s placed on. the market - including '

modlflcatlons based on consumer response.
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4 fundamental questlon is‘what motivates the undertaklng of new RN
product 1nnovatlon with its. a55001ated rlsks, uncertainties and ' :
complexities. Certainly the promise of large financial gain is the major,
and most obvious, incentive. However, many other factors ihfluenée the
desire to give birth to a new technology enterprise. These factors can be.

personal, soclal, or commerclal. Personal factors include the desire to be

"creatlve or to galn personal recognltlon prestlge or self satlsfactlon or

51mply for the excitement involved in risk taklng. Soclal factors include
the general attitude toward innovation, perceived societal needs, perceived

social obligations, governmental activities and policies, and the general

- economic climate. While'COmmercial factors are dominated by the desire for

finaneial galn, competltlve pressures ‘and the behavior of 1ndustry members,
future resource shortfall and the des1re for growth are the factors that

could 1nf1uence undertaklng lnnovatlve act1v1tles.

_ The relative 1mportance of the motivational factors changes Wlth the'
stages and partlclpants in the innovative process. For instance, an
inventor mey be sxgnlflcantly motivated by his desire to be creatlve,

whereas an investor in the technology may be almost exclus1vely motivated

'by flnanc1a1 galn potentlal. '

As'can'be seen from this brief discuesion there are many influences
that bear On ‘the innovative process and the brlnglng of a new product to
commerc1allzatlon involves the 1nteractlon of many actors and resources. |
It is not surpr151ng that even though 1nnovatlon has been extensively
studied, the process does not lend itself to accurate forecastlng. “No
master formiula has been developed for combining 1ngred1ents and achieving
successful new product irnovation. Althcugh explanatlons-can often be
given as to- why a particular innovation was a suceess or fallure, that

which proves successful in onme situation may fall in another.

DRAFT ' 3y



10

15

a0

25

disclosed for others to use. {p. 269) The Committee for Economic

Development in its'report' §timy1atihg Technglgg‘gal Progresg,'January

1980, echoed the 1mportance of patent rellablllty and the need to reduce -

the costs of enfor01ng patents. (p. 51-57)

The concerns about. patent reliability and feasibility ef'enforcemeht
are not a recent phenomenon but rather have existed since the time the
U.s. patent system was first adopted. For instance, in 1850
Representatlve William L. Dickinson remarked that

", ..for many years inventors and others have experienced much
vexation and inconvenience by reason of the imperfect operation

. of the law..." o ' o
++."The present system protects neither the inventor nor the
public, and ... begets and fosters endless and profltless
iitigation." (Referred to in Margaret M. Conway, Expediting
Patent Office Procedure - A Legislative Hlstery, Study No. 23,
Subcommittee on Patents The Remarks and Copyrights of the Senate -
Committee on the Judiciary (1960) p. 5.)

The same concerns were expressed in hearings held byiRepresentative
Oldfield in 1912. A 1945 report by Dr. Vanevar Bush, Director of the
Office of Scientific Research and Development,. to the President stated that

"...uncertainties in the operation of the patent laws have
impaired the ability of small industries to translate new ideas
into processes and products of velue to the nation." (Secience,
The Endless Frontier, p. 16) '

The first stated objective of the 1966 President's Commission's on the
Patent System was to "raise the quallty and rellablllty of the

U.S. patent." Another obJectlve was to reduce the expense of obtaining and
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_ Chapter 3 : :
" A Brief Description of the Patent System.

A Context:for the Patent System

A patent. . is a grant by the CGovernment of a right_for,a.limited perioq

of time to exelude others from making; using or seiling an invention. In.

return for the'grant,_the patent owner must disclese his invention to the

public. =

- Patents promote the progress of science and the useful arts. in several

ways:

They encourage research since they prdvide:a mechanism for

protecting research results fromfeommercialiUSeﬁby othefs;

They encOUrage;the development of,néw,products\and-processeS¢' _
since they can enable the patent owner to establish an exclusive

. - market position for a new product: or a competitive advantage-for

' a new process, .thereby:enabling him to:earn_axgreater;pnofit¢and

:zto_recover‘hisﬁinvestment'costs;-

They provide a mechanism for-the,transfet offtechnology to others

who may put  the invention_to'practical"uéey and

- They provide the public with technical.i@formationgthat‘can lead

to furthef,technological.advance, whichzinformation might not be

‘disclosed if no patent proteqtidnawgre aVailéble for the -

invention.

Granting patents is one of the variety of activities available to the

Federal government to encourage innovation.
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Each of these basic types of property rights can be valuable to a new
technology enterprise. Patents and -trade secrets can protect technical
information; trademarks can assist in_establishing a narket for the new
product and a reputation for its menufacturer;_and'cooyrights can protect
labels, technical and sales literature, and can offer;SOme protection for
computer programs. From the standpoint of enooureging andiassisting new
product innovation, patents and trade secrets appear to be the most

51gn1flcant of the ba51c types of property rlghts in technlcal 1nformatzon.

It is clear that direct govérnmental actiVities,'Other than those that

- support the patent system, can have the most ‘immediate and’ pronounced -

effect on innovation. No attempt has been made in this study to measure or
rate the impact of these activities.or to suggeSt-waye in which they might '
be improved. .Each provides its own contribution to the fostering of
innoVation. The patent system, 11kew1se has unlque attrlbutes whlch

+

dlstlngu18h it from other government act1v1tles.
For example:

0 . The patent system can affect all stages of the lnnovatlve
process and many of the actors. e

oe - The financial incentives provided by the patent system oceur
~ only with completion of the innovative process.

o - The market and not-the Federal government determines the
- eéxtent of the financial gain that can be obtained-due to a
patent.-- o '

o Patents are relatively neutral to the technology, and the.
determination of the technology to be developed does not
reside in the Judgment by ‘the Federal ‘government of the-
value of the technology. '
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_example, thevfinancial gains obtainable through the market due to .the

patent monopoly indirectly favor certain types of innovation over others;
and the operatlon and admlnlstratlon of the patent system can have an
indirect effect favorlng certain types of innovatiions and innovators over

others.

In summary, the patent system is unique in the-way‘that it promotes
the progress of science and the useful arts; its attributes are not. like
those of other governmental activities for encouraglng and ass1st1ng

lnnovatlon.-
The Patent System and Eoonomic and Teohnical'Progfess

There have been numerous studies of - the patent system from an economic
or social standpoint. (See for 1nstance Julius W. Allen, EconOmlc Aspects
of Patents and the American Patent System: -4 Blbllography. Study No. 14,
The Subcommittee on Patents, Trademarks, and Copyrlghts of the Senate
Committee on the Judiciary (-1958); John Drlfflll Carole Kitti, Mary.

- Summerfieid.and Charles Trozzo The Effects of Patent and Antitrust Laws.

Regulatlons, and Practices on Innovatlon, Volume III: :Annotated
Bibliography,-Institute for Defense Analysis, Ariington, Va., February -
1976).. Some commentators have viewed it with skepticism,‘angning that the
patent system actually retards development or serves-as an inefficient
mechanism for stimulating progress. (e.g., Yale-Brozan,_S; Colum-

Gilfillan, S.  Melman) Others insist that mUch'of'our}technological“
developments would not occur without the patent;system} (G. Frost, Ch. 1

p. 4-19;'Pat.:Sdbcomm. of - DPR) And still other commentatorswbelieve that
the influence of the patent system is generally positive but that the
evidence available is inconclusive for demonstratirg that overall the

patent system is beneficial or detrimental to technological progress.

(Machlup) The following is a brief discussion of why there is such broad

disagfeement.‘ A more expansive discussion of the economics of the patent
system is provided in Section I of the accompanylng background paper,:

Issues Concernlng -the Patent System.
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Also, patents can ténd to divert inventive effort away from
technologies in which patents are difficult to obtain and toward other
technologies less appropriate or less useful’to:society7simp1y because the
technology is readily patentable; Patents can also be used to frustrate
innovation, for example, by preventing the commercialization of improvement
inventions. Finally, the patent system is costly to maintain. It absorbs
resources through the funding reguired for the Patent and Trademark Office,
the courts, attorney fees, and the research and management efforts to
support patent activity; (See, for instance, S. Colum Gilfillan, Invention
and the Patent System, U.S. Congress, Joint Economic Committeé, December
1964, pp. 81~95; Machlup; Scherer, ch. ‘16; Alfred E.Kahn; "The Role of
Patents", Competition, Cartels énd Their Regulation, J. P. Muller, Editor, .
North-Holland Publishing Co., Amsterdam (1962), p. 308-346, 311-318))

With undeniably beneficial and detrimental effects of patents on
innovétion and society in general, the question becomes whéther, on
Balance,-the patent systém is beneficial. The'debate may'ﬁevef be
resolved. The Banks Commission, established by the British government to
study and make recommendations for improving the British patent system,.
stated in its report regarding economic aSsessments of patent systems:

"We ﬁave.been unable to 1ocatelany rélevan£ report or -
series of reports made in the United Kingdom or
elsewhere which are generally acceptied as based on an
‘economic assessment made in depth and with academic
~objectivity. This is probably not surprising, as for
éuch an assessment it would idealiy:bé necessary to.
- have factual information on the economic development of
an industrial country ... such comparative information

does not exist." (Banks Committee Report, p. 10)

Likewise, the noted economist Dri, Fritz Machlup has written:

DRAFT ' 4y



10

15

20

25

with probable benefit-cost ratios of 5:1°to 50:1." -
(Robert F. Dale and James-X. Huntoon, A Cost-Benefit
Study of the Domestic and International_Patent Systems,
IDEA, vol. II, no. 3, 1967, pp. 351-406, 405)

But the authors caution:

"No claim is made. that this study proves that the.
patent system provides a net economic benefit. There
-are so many uncertainties and so much inadequate data
that the only claim made is that the statistical
“consistency of the data sample gives substantial
evidence that the patent ;ystem is making a positive

~contribution to the domestic and world economies." (p.
356)

The patent system perhaps'offers the greatési net benefit to society
through its effect on new technology enterprisés. Because of the high
risks involved, the introductior of wholly new products often requires a
strong financial ineentive;_ The financial gain obtained by the néw‘
technology enterprise, however,. is iikely to be modest in comparison to.the
substantial benefits to soclety in terms of new jobs, industries, and |

avenues for international-trade. (Scherer, p. 454}

Despite criticisms and the clear inefficlencies of the patent system,
most economists who study it conclude that it is perhaps the only tool of |
its kind available to the government to stimulate innovation. Crities
focus on changes to enhance thé net benefit to society rather than
disbandment of the.patent system. As stated by the noted economist, Alfred

~E. Kahn:

"Given such safeguards and-alternatives, to be applied
when the occasion demands, it is difficult to envisiage
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. TABLE 3-1

Summary of the Types of Protection

Administered

. - L Patentabllity Patent Hhen -
Type of Protection Sub ject Matter Requirement Patent Right Term Established _ By
Utility Patent - useful proeesses; " novel and” right to exclude ‘17 yrs. 1790 Patent and Trademark
machines, articles uncbvious others from making o AR ‘Office -
LT o ' o using or selling
Pesign Patent ornamental désigns " " 3},.7 or . 1310 "
S : 14 yra. -
_Plant Patent ir - a sexually reproduced . " 17 yrs. 1930 L
R plants : - : o
Plant Variety 3 sexually reproduced nbvel right to exclude '18;yrs.__' 1970 Department of
Protection . - 7 plants ' ' others from selling =~ o Agriculture

Certificate

‘SOURCE 3 Perived from Title 35, United States Code,

and P.L. 91-577 as amended by P.L. 96-574.
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directed to important inventions are provided in table 3-2. When a patent
owner attempts to enforce a patent; the claim is compared with the product
or process against which the enforcement action is directed to determine
whether an infringement exists. Ir the patent is infringed the patent
owner has the rlght to stop the 1nfr1nger from maklng, u51ng or selllng the
invention {(unless the lnfrlnger is the Federal government and then the
patent owner can only obtain a reasonable royalty)

The clalm 15 also a key in determlnlng whether the patent is valid,
that 1s properly granted. To. be patentable the 1nventlon defined by the
claims can nelther be known nor obvlous to others. By_statute, an_

lnventlon is not patentable

",..if the differences between the subject matter

sought to be patented and the prior art are such that
:the subject matter.as a whole would have been obvious

at the time the invention-was made to a person having
- ordinary skill in the'art to which said subject matter
pertains..." SRS T T e SRR
| .. (35 U.S. Sec. 103)

In essence, the statute requlres one pa531ng on: the obv1ousness of an
1nventlon to ascertaln what was. the state-of-the- art at the tlme the
invention was made and determlne whether a hypothetlcal skllled 1nd1v1dual
having complete knowledge of the state of -the-art would. have made the same
1nventlon u51ng only his ordlnary skill. If lt-can be shown that a claim
enccmpasses subject matter ‘that was known or ‘obvious -to one of ordinary
skill in the art prior to the 1nventlon, the claim 1s 1nvalld 1n its
entirety and no. part of the claim can be enforced To make thls
determlnatlon of whether an 1nventlon was known or obv1ous, reference is
made to the prlor art. The sources of knowledge from which prior art can
arise is defined by statute. In general, the prior art includes all
patents and printed publications in the wOrld and public use or knowledge
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of the invention in the United States Table 3-3 provides a more detailed
gUide to the present statutory definitlon of prior. art as used in
patentability determinations. '

The scepe‘of a elaim is critically important.. The.scope of the claim
is the smount of subJect matter encompassed by the claim., To'provide '
meaningful protection for an invention, the. scope: of the - claim must be
sufficiently broad to ccver the commercially Viable aspects of an invention
but not so broad as to encompass subject matter which was known or cbvious

over the prior art. The common practice is to have.a series of claims of

‘ varying scope in a patent. Thus in the event  that prior art is found that

renders broader claims invalid, fhe'nabrower'claims might continue to

. protect aspects of the .invention.

Securing-a Patent::

 The prcgress from an invention to an issued patent is characterized by
three stages the prelimlnary evaluation stage, the patent application
drafting stage and the patent examination stage. '

Tn the preliminary evaluation stage, the existence of a_potencially

patentable invention is recognized, and the invention is'analyzed.to

‘determine its importance'and‘scope. If the invention appears to be

significant, the potential for patentability may be investigated. The

investigation almost always includes a consideration of the prior art to

ascertain whether the invention was known or likely to have been obvious,

and consequently unpatentable. The investigation of the prior art is also
helpfui in determining the breadth of the invention.

If the invention is promising, it advances ‘to the patent application

‘drafting stage. The patent appliecation is comprised of the papers

submitted to the Patent and Trademark Office requesting that a patent be
granted. These papers include a documeni corresponding to the sought

patent and contains the specification and sought claims. The patent
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appllcatlon also 1ncludes an oath or declaration by the inventor that he is
the first and orginal 1nventor of the claimed subJect matter and that he
believes the claims to be patentable. The patent epplication must be

accompanied by_filing“fees.

The responsibility for preparing the patent application and ensuring
1ts accuracy and completeness rests with the patent appllcant. Typlcally
the patent appllcant retains a patent attorney to prepare the patent
application. O0Often attorney fees are $800 to $1 k00 for preparlng a patent
application of minor complex1ty. (Amerlcan Patent Law Assoczatlon, Repor .
of Economic Survey, October, 1981, P 36) | o |

About 100, OOO patent appllcatlons are filed per year. Of the patent
appllcatlons filed, about 40 percent are flled by forelgn patent
appllcants. In the patent exmalnatlon stage a patent examiner rev1ews, or .
examines, the patent appllcatlon to determine whether it meets all
requirements for patentablllty. The patent examlner is requlred to have a.
bachelor s degree 1n science or englneerlng. Presently the Patent and _
Trademark Office has about 960 patent examiners, each of whom 15 a581gned
to an art unlt which examines patent appllcatlons in a deflned technology
area. The average patent exXaminer has about 100 patent appllcatlons

a531gned to hlm per year. -

The primary task of the patent examiner is to determine whether the
invention is novel and unebvidus over the prior art, and a signifieant
act1v1ty performed by the examiner is conductlng a search to determine the
prior art. The search is almost always exclusively conducted in the
examlners search files which contain about 24 million documents, arranged
according to the patent classification system. The patent classification
system has about 350 broad subject-matter categorles or classes each of
which is broken down into subelasses. There are approx1mately 108 000
subclasses. The patent classification system is unique to, was de51gned
by, and is maintained by the Patent and Trademark Office. The examiners'

search files contain U.S. patents, foreign patents, and non-patent
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If the patent examiner does not believe that the patent’appliéatibn is
allowable, the patent appllcant can appeal the decision of the patent
exmainer to the Board of Patent Appeals which is an appellate body within
the Patent and Trademark Offlce. Annually over 3,000 appeals are filed to
the Board of Patent Appeals. If the patent appllcant is still unsatlsfled
the decision of the Patent and Trademark Office can be appealed to the
United States Court of Customs and Patent Appeals (83 appeals flled in FY.
1981) or the Unlted States Distriet. Court for the District of Columbla (8

appeals filed in FY 1981).

Sometimes a patent applicant claims an invention that has already been
claimed by another patent appllcant or in a patent. Since'the'Patent'and '
Trademark Offlce must grant a patent to the first lnventor the Patent and
Trademark Office declares an interference and eonduets an 1nterference
proceeding to determine who was the first inventor; About 300 lnterference
proceedings are initiated per year. The interference proceedings are
conducted before the Board of Patent Interferences in the Patent and '
Trademark Off;ce. Decisions of the Board of Patent Interferences can be
appealed-to:the United States Court of Customs and Patent Appeals (13 cases

‘filed in FY 1981) or Unlted States Dlstrlct Courts (6 cases:filed in FY
1981) . -

Once a patent 1s issued by the Patent and Trademark Offlce, it has no

'authorlty to revoke the patent with the exeeptlon of reissue proceedlngs

and reexamination proceedlngs Relssue proceedlngs are 1n1t1ated when. the
patent owner surrenders the patent to the Patent and Trademark Office and
requests correction of an error made without deceptlve intention that
renders the patent wholly or partly 1noperat1ve or invalid. In FY 1981,

538 reissue patent appllcatlons were filed. The correeted patent, 1ssued
as a reissue patent remains in force for the unexplred part of the term of
the original patent. Reexamlnatlon proceedlngs went into effect 1n July,
1981, and permltted anyone to request that the Patent and Trademark Office
reexamine a patent in view of prlor art patents or prlnted publlcatlons

upon the payment of a $1500 fee. The Patent and Trademark Office. can
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The patentIOWner is resp0nsib1e for policing his oWn patent. - If he
believes his patent is being infringed and cannot privately work out an
agreement with the alleged infringer, his only means of redress is through
the'courts.' If the court finds that the pétent claims have been infringed,
it can issue an injunection and ean order'damages;to be paid to the patent

owner.

The alleged infrihger can use several liﬁes Of-defense: he may érgue
that he did not infringe the patent claims; he may argue that the patent is
invalid; and he may argue that as & matter of equity the patent is _
unenforeceable. A patent can be found unenforceable,'even théugh otherwise
valid and inffinged,_if the patent aner'did'not deal with the Patent and
Trademark Office in full candor or m13used-his-patent rights. Because of
the extensive and complex legal and technical issues that must be
considered in‘determiﬁing whether a patent is valid, infringed, and

enforceable, patent litigation is frequently expensive and time consuming.

If the pateht owner is successful in the -litigationm, the'inffingerfcan
be ordered to cease infringément'by the éourt. The patént owner may alsc
be grahted:damages to~compénsate him for past-infringement. *The_court nas.
the authority to increase the damages up to three times the amount found.
Attorneys!" fees can be awarded to either party'in_exceptional cases.
Usually,.willful'infringement or bad faith is required for granting
increased damages or attbrnéyS' fees. In practice, however, proving the
bad faith of a party and that the bad faith warrants the assessment of .J
attorney fees or multiple damages is difficult and expensive. (Gerald RoSe
and John E. Rosenquist, Attorneys' Fees, APLA Quarterly Journal, vol. g,
No. 1 {1980) 66-102; Josepn M. Fitzpatrick, Damages in Trademark and Patent
Infringement Litigation, APLA Quarterly Journal, vol. 8, No. 1 {1980) 29-
sy ;Moreover; the assessment does not occur_until the: litigation is

finally resolved. =+ - - E Lo _ L

" A discussion of patent litigation is found -in chapter 6 and patent
infringement and remedies are discussed in greater depth-in'section II.C.

of the background paper accompanying this report.
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income from all royalties, regardless.of source, to be over $8 billion in
1976; see Robert B. Bangs and John F. Creed, Licensing Experience of U.S.
Corporations in the Encyclooedia ‘of Patent Practice ond Invention
Management, edited by Robert Calvert (Robert E. Krieger PUblishing Company,
Huntington, N.Y.) 1964, p.. 541-545, at 345, for an estimate of. $200 to $300
million in the late 1950s.) ' g
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Table U4-Z reports the percentage of adjudicated patents that have been

- found valid .and infringed by appellate courts over the last 100 years.

While the percentages have fluctuated for each of the Courts of Appeals and
the Supreme Court, there are no apparent long term trends. Over 50 peréent
of the adgudlcated patents were found invalid. _The fluctuation of the
decisions of the dlfferent levels of courts seem to be in harmony, and it
has been noted that these cyeles appear to coincide with the national .
attitude toward patents and innovation. (C. Marshall Dann in Calvert;- ,
p. 21, see also H. R, Mayers, The United States Patent System in HiStorical
Perspective, IDEA, vol 3, 1954, p. 33-52) This suggests that some of the '
uncertainty of patent validity is attributable to the general environment
for lnnovatlon rather than to the patent laws or the performance of the '
Patent and Trademark Office.

Because court decisions are rendered on only a small fraction of
patents (1ess_than 0.5 percent), and the sample of patents in litigation is
not likely to be'representative of all patents, it is difficultnto project
from this information the frequency with whlch patents of questlonable
validity are issued. It is likely that many patents are not enforced and
many inventions never exploited by their owners because the patents are of
doubtful validity. But this is difficult to prove because the necessary
information has not been collected nor can it be collected in a practical
and reliable manner. HoweVer, even thpugh the magnitude.ofpnonflitigated_
patent validity problems cannpt:be detérmined these problems can be very
instrumental in affectlng perceptions about the patent system and the

certalnty of patent valldlty

Several'techniques‘have been used td deveiop estimates of the
percentage of patents that have questionable validity. An internal review
by the Patent and Trademark Office of randoml§ selected patent applications
aliowed by patent examiners indicates that about 5 percent of the patents
issued by the Patent and Trademark Office have at least one "clearly -
unpatentable"” claim, that is, reasonable patent prefessionals would likely

agree that a defect exists. (Derived from private communications with PT0,
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Courts of Appeals decions 1964-1972, G. K. Koenig, Patent
Tnvalidity -- A statistical and substantive analysis, Clark
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Since the guality of West German and Japanese patent‘examinatien'is-
generally regarded as at least equivalent to tﬂat'in the'United States,
there is a basis for presuming that a similar pefcentage of patents'of
questionable validity are issued by the United States Patent and Trademark
Office. But there are differences in the standards for patentability and .
in the types of issues that can be considered in challenglng the valldlty
of a U. S. patent and in the West German and Japanese opp051tlon'
proceedlngs. Moreover, even with the latter there are many patents that do

‘not have sufficient economlc or technical value to Justlfy chazlenglng the

patent. Thus, the West German ‘and Japanese c¢pposition statlstzcs
understate the freguency with which patents having questlonable validities
are issued. With an understanding of the limitations of this technique, it
would suggest that at a minimum between 10 and 20 percent of U. S. patents
have questionable validities. ' R

‘The foregoing discussion points to a general lack of understanding of
the magnitude of the problem of patents with uncertain validities and the

T inability to meaSUhe the'magnitude of the problem, let alone determine any

trends. Best 1ndlcatlons are that an apprec1ab1e number of patents have

questlonable validities.
The Calses of Patent Invalidit

The existence of a significant patent validity problem, albeit of
indeterminate magnitude, has been identified, and the focus of the
followingidiséUSSion is on the iikely causes of uncertainties in patent
validity. With an understanding of the caUSeS'of the problem, legislative
approaéhes can be designed'that cure the'problem-rather‘than treat only its

outward manifestations.’

A primary source of information about the causes of patent invalidity
are court decisions. Although court deecisions may not be indicative of the

frequency that issues of'patent-validity arise, they do provide an

indication of the types- of problems that occur and what causes those-
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Grounds for Invalidity
Cases in which at least one claim in a

adjudicated patent was held invalid
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A correlation appears-to exist between the complexity of the invention

and the likelihood that an adjudicated patent will be held invalid. OTA

found that in the reported court decisions in 1970, .197% and 1980, all
patents were invalidated ‘in 72 percent of the 127 cases involving patents
on inventions of little complexity; and all patents were invalidated in 56
percent of the 138 cases :involving inventions of medium.combiexity,and'in
31 percent of the 13 cases involving inventions of major complexity. . Thé
complexities were subjectively determined based on the ease with which the
technolegy could be understood by & lay perscn and not whether the

invention was obvious over -the prior art. Most mechanical patents were

- judged to involve. eésily understood technology. This correlation suggests

that the inventions that can be easily understood are llkely to result in

patents with very uncertain valzdlty.

One reason that patents relating to less complex technologles may have
greater uncertainties of valldlty is that it is more likely that more - prLor
art exists and hence there 1s a greater chance that new prior art will be
found that is more relevant to the invention. Another explanation is that
the complexity of the technology infiuences the subjective determination of
whether the élaimed invention is obvious. (R. Lewis Gable, The-Presumptioﬁ
of Patent Valldlty and Suggestlons for Strengthening the Presumptlon IDLA
vol. 8, (1964) 255-271, 261-262) Of the 34 decisions in 1970, 1975 and
1980’in_which'the:patent was .invalidated over known prior art, two-thirds
invoived easily understood technology and none involved technology of
difficult complexity (OTA). Thus, it appears that differences-in °
Judgements concerning the. obviousness of 1nventlons is most likely to arise

when the technology can be eaSLIy understood

Since the certainty of the validity of a patent can be influenced by
the care expended by the patent applicant in preparing and prosecuting the
patent application, and the results of a litigation can be affected by the
ability of a party to present its case, the reported court decisions. for
1870, 1975 and .1980 were analyzed to determine the effeet of the size of

the party on the outcome of the litigations. The analysis showed that
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Table b5
' Frequency of Patent Invalidity as a Function of
Patent Owner and Alleged Infringer Sizes
Reported Decisions:. 1970, 1975 and 1980

: Alleged Infringer. Size
Patent Ouner SiZe Small Large

percent of cases whené at.lea§t one claim
in a patent was held invalid

Individual 72.7 (16 of 22)*  70.4 (19 of 27)
small C 0 57.6(3Bof66)  65.8 (25 of 38)

Large - :- 61.1 (22 of 36) 57.8 (26 of 45)

*¥The parenthetical expression indicates the number of cases in which there
was a holding of invalidity and the total number of cases decided

SOURCE: Office of Technology Assessment
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For‘ekanple the'patent applicant'can“ensufe that the patentf.
appilcatlon ls in a proper form and meets all the technieal and substantive
requirements for patentablllty, he can make a thorough 1nvestlgatlon of. the
invention to determine that the claims are properly drawn and he can
conduct'a‘thoroughlinvestigation of the priof art. The patent applicant
can also conduct hlmself in a manner to avoid any implication of fraud of

mlsrepresentatlon before the Patent and Trddemark Cffice.

From a practical standpoint, nowever, these efforts require time and.

meney, and aehieving a perfect patent regardless of the effort expended is

© virtually impossible. For example; the patent applicant is often called

upon to make de0151ons on issues for whleh there is no clear, correct
answer and he must antlclpate how the Patent and Trademark Office as well
as any court that might rev1ew his patent would résolve the issues.
Moreover there is a natural tendency for patent applicants to make

elaborate and excessive claims for their 1nventlons as they seek the

broadest possible protectlon for their ideas. If left unohallenged by the

Patent and Trademark Office, ‘these far- reaching claims can be thelbaSis for .~
the'patent being'found inﬁalid when teSted in court. tGeorge'E Frost, "A
Brief Reply to Some Cr1t1c1sms of the Patent System," IDEA vol 15, 1971,

‘While there are many activities that the patent applicant could
undertake Lo enhance the rellablllty of the patent he is 1ega11y obllgated

to pursue only a few of these activities. For lnstance, the patent

-appllcant has no legal obllgatlons to oonduct an 1nvestlgatlon of the prlor

art, nor need-he_suff1c1ent1y investigate the invention to ensure that the
claims will provide meaningful coverage. There are also many decisions |
that the patent applicant must make (such as identifying the true inventor
and disclosiné the best mode'for-practicing'the invention) that are not
feasible for the ?atent and Trademark Office_to review. Further,'from the
OTA study'of reported patent decisions, the freqnency that patents are
found invalid over prior art that is not a patent or printed publication
but rather is unpublished information available to the patent applicant,
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quality.qf patents issued and the costs of achieving that quality.
Therefore, the-primary thrust of the Patent and Trademark Office is toward

.protecting tHe public by assuring that patents are granted for inventions

and that the inventions are adequately disclosed within reasonable costs.

The Patent and Trademark Office usually does not have the resources

nor sufficient knowledge of the invention to improve the quality of patent

_ applications other than with respect to its patentability over the prior

art and the adequacy of the disclosure
The Courts:

The third ma jor actor 1nfluenc1ng patent reliabllity is the.courts.

i‘_While the primary role of the: courts is to resolve questions of

1nfr1ngement and validity.of patents, they alsd effect and affect public
policy regarding the patent system. The courts serve as. part of the:checks
and balances system on the'pateﬁt system. If the courts perceive that the
Patent and Trademark Office has become too iiberal-in‘granting'pétents,_
they can invalidate patents and thus send a message to patent applicants
and the Patent and Trademark Office that thé:level of patentability needs
to be:raiséd.g In 1966, the Supreme Court explicitly provided such a

message: . .

"... it must be remembered that the primary responsibility

for sifting out unpatentable material lies in the Patent

Office. To await litigation is -- for all practical

purposes. -- to debilitate the patent system. We have

observed a notorious difference between the standards. A

applied by the Patent Office and by the Courts.™ _(Graham_v._-

John Deare Co. of Xansas City, 383 U. S )

Because of.the ¢ritical role the courts play in the operation-of the
patent system; the quality of judieial .review of patents is important.

Many factors exist that can potentially afféct the perceived gquality of
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invention must accomplishlsomething greater than what would be expected
from the combination of the old elements. Other courts hold that synergism

is not required for patentability.

While the effect of inconsistent court decisions on the value of
patents is diffieult to. judge, some adverse effect appears to exist.
{Commission on the Review of the Federal Court'Appellate System, Structure
and Internal Procedures: Recommendations for Change, 67 F.R.D. 195, 369 _
(1975))_ One study has indicated that the existence of inconsistent court

decisions has influenced decisions of a number of companies not to attempt

“to enforcé‘theirfpatent rights. (Judith H. Obermayer, The Role of Patents .

in the Commercialization of New Techhqlogy for Small InnoVative Companies,

 Resgearch & Plénning, Inc.fCambridge{ Mass. (1981) p. 43)

' The concern over inconsistent court decisions’on patent matters has
ledlto'the paésage of 1egislétion which prdVides a=Cou:t'bf Appealefdf the
Federal Circuit with exclusive appellate jurisdiction over.patenﬁ cases.
(P.L. 97-164, 1982) = B S

| 'CoUnteraCting:the uncertainties inherent in the judicial process is
the statutorily provided presumption of validity of patents (35 USC, Sec.
282) . This preSumptioﬁ-of patent Validit?, however, has been fragile and
repeatedly challenged. The courts usually dispense with the presumption of
validity when prior art or other information not considered by the Patent
and Trademark Office is at'issue in the litigation. While this is
obstensibly the reason for the presumption of validity being easily
overcome{ other concerns seem to exist which tend to give the statutorj

presumption of validity only nominal effect. "

For example, the Patent and Trademark Office is commonly perceived to

" have a bias in favor of patents. Some support their assertion of a bias on

' the grounds that the Patent and Trademark Office exists to grant patents.

They further point to thé fact that most of the Commissioners of Patents
and Trademarks and many other appointed PTO officials are lawyers who have

- specialized in patents and thus likely to have a bias toward patenting.
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validities. By far, the most common cause for patents being found invalid

in litigation is that the claimed invention lacked noVelty or 'was obvious

over the prior art. In most instances it appears that the prior art was
not known to either the patent applicant or the patent examiner before the
patent was issued. However, not inffequently the judgments of the courts
and the Patent and Trademark Office differ as to whether a claimed |
invention is patertable ovér prior art known to thé patent'applicant and
the patént examiner prior to the issuance of the patent. .In a significant
number of instances, the prior art is not a patent or printed publication

but is published information known to the patent applicant and likely not

' available to the patent examiner.

The court decisions indicate that the uncertainty of patent validity
appears to be correlated to the complexity 6f the technology ﬁo which the
invention pertains. Patents in technoiogy areas which can be easily
underétood are most susceptible to being found invalid by a court.

Mbreover, the insfances in which the couris disagree with the judgmeﬁt of

"the Patent and Trademark Office in granting a patentIOVer the known prior

art aré most likely to involve patents relating to technologies that can be
easily understood. As the patent relates to.technology that is more
complex, its reliability appears to increase regardless of whether thé
technology is mechanical, electricél or chemical in'nature and regardless .

of the apparent economic rescurces of the patent owner.

The patent applicant, the Patent and Trademark Office and the courté

each arfect the reliability_of patents. While the patent applicant has the

most influence over the reliability of a patent, he is often faced with
questiéns for which there is no clear, correct apsWer, but a decision must
be made. That deecision, even if reviewed by the Patent and Trademark
Office, is still subject to being found improper by a court if the patent
is challenged. HEence, reliability of patents can, in these instancgs, be
predicated on the ability of the patent applicént and the Patent and
Trademark Office to anticipate the likely disposition of the courts to the
iésue. To some extent this ability.will be eﬁhanced by recent-legislation
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" Chapter 5

THE . PERFORMANCE OF THE PATENT AND TRADEMARK OFFICE

Introduetion =

" As shown in the previcus chapter, the performance of_the Patent and

Trademark Office is ajmajor factor within the control of the Government for

.affecting the reliability of patents. The focus of this chapter is to

examine the performance of the Patent and Trademark. Office and develop an

- understanding of the underlying reasons for that performance. Once the

underlying reasons have been identified-one can obtain a better

understanding of the types of Congressional act1v1t1es that could

Imaterlally affect the quallty of patent examlnatlon.

At ‘the outset it should be recognized that perfect patent examlnatlon
quallty is probably unattainable regardless of the resources expended for
patent examination. A balanee must be struck between the desired guality
of patent examination and the costs'of-obtaininé that qUaiity. ‘This
balenoeJislestablishedrby the coaction of the policy established by
Congress through leglslatlon, oversight and approprlatlons, and the-

1mp1ementatlon of that pollcy by the Executlve Branch.

Understanding.where.that balance hads been drawn is difficult due to

the lack of any definitive method for determining the quality of patent

examination. Most available measures of patent examlnatlon quallty are

‘subject to criticism because the sample of patents upon whloh the

measurement is made may not accurately reflect the entire population of
issued patents or because the evaluation of the patents is so inherently

subjective that biases are inevitable. However, even though the availzable

measures may not accurately depict patent examination quality, they can be
~ very helpful in 1dent1fy1ng the causes of problems affeécting patent

examlnetlon quality and the v1ab111ty of proposed solutions to- those

problems.
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William E. Schuyler =

(Aeting Commissiéner)
Robeft'cqttschalk
(Acting Coﬁmissionéf)
C.'Maréhali baﬁn .
(Acting Commissioner)
Donald ﬁ. Banner¥.

. (Acting Coﬁﬁissionerj

Sidney A. Diamond

(Acting Commissioner)

Gérald J. Mossinghoff

Table 5-1
Commissioners of Patents

" and Trademarks, 1970-1982% -

- Dates of Service .

May 7, 1969
Auguét é6, 1971.
January T, 1972
Jﬁne.21, 19%3‘.
.February fi,_1974
September 1, 1977
June 5, 1978
guly 1, 1979
November 29, 1979 -
‘Januéry 15; i981:-

July 8, 1981

* Commissioner of Patents prior to January 2, 1975

to

August_251:1971 -

January 6, 1972
June 20, 1973

Fébrdary 10, 1974

,August-31, 1977

June 4, 1978

June 30, 1979

- November 28, 1979

January 17, 1981

July 7, 1981

' SOURCE: The Story of the U.S. Pafent'and'Tfadémark Office, GPO (July 1981)
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However, regardless of whether the quality of patent examination is
involved, the frequency of disagreements over patentability 1s expected to
detract from the confidence that individuals and businesses are willing to
place in patents. Furthermore, these differences can give rise to a
reluctance of courts to place much weight in the patentability
determinations made by the Patent and Trademark Office. Even So, it 'is
general practice not to challenge the validity of a patent in'coﬁrt if the
only basis for alleging invalidity is that the claimed invention is |

unpatentable over the prior art considered by the patent examiner.

The internal Patent and Trademark Office review of quality in-
patentabiiity detefmination'indicates that errors in judgment by patent
examiners do occur. The quality review program estimates that less than
about 1 percent of the patent applications allowed by patent examiners have
claims. which are “cleafly unpetentabie" over the cited prior art. (PTO,
private cdmmunication) Because of the "clearly unpatentable" test that is
used, the quallty review program is expected to understate the frequency of

'error in patentablllty determlnatlons..-

The decisions of the Patent and Trademark Office Board of Ap?eels also
reflect on the quality of patentability determinations. The patent -
applications before the Board of Appeals have been determined by the’
examiner to not be allowable.(see Chapter 3). Thus,'thie internal review
looks at a different spectrum of patent applications than does the quality
review program. Generally about 4 percent of the petent applicatibns filed

are appealed to the Board of Appeals. While some variance exists from

year-to-year, in 1981, in 21 percent of the appeal disposals the decision

of the patent examiner was reversed (PTO, Annual Report, Fiscal Year 1981,
p. 39). Many of these reversals may be questions of legitimate
disagreement rather than errors in patentablllty Judgment by the patent

examiners.:

. These internal reviews seemingly indicate that errors in patentability
judgment by the patent examiners occur relatively infrequently and are just
as likely to be in'allowing-as not alleing'patent appiications.
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. -Table 5-2
Summary of Patent and Trademark
- Office Invalidity Study
~ Based on Reported Cases, .Calander
' Years 1976 - 1979*

Number of Cases -

Patents held invalid

a. Total o e 265
b. Based on Prlor Art _ . L 191

Type“of Prior Art in holding of invalidity

a. U.S. Patent : . 142

b. Foreign Patent o N - : . 58
¢. Literature - SR -} A

d. Other e - 83

Court relied on same prior art as patent examine -
a. Applied different standard of patentability 33
Court applied different prior art ‘then

patent examines in finding invalidity -

a. Total L 463

b. Different prior art was: e - -
1. more relevant ’ - T4
2, less relevant T R I L.
3. cumulative ' ' ... 36

e¢. Différent prior art was located
1. same area examiner searched : R <7/ S
2. area usually searched . 19
3. area not usually searched ' 34
4, not in examiner's search files =~ . .. au

% Includes reported cases from District Courts; Courts of Appeal,
Court of Claims, Other

SOURCEi 'Patent and Trademark‘dffibe, undated internal memoranda
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Patent and Trademark Office have been returned to the general fund of the

U.S. Treasury. Recently enacted legislation will alter the availability of

funds for the Patent and Trademark Office effective October 1, 1982.
Althongh the appropriations process will still be controlling, revenues
from fees will be c¢redited to the Patent and'Trademark Office
Appropriations Account rather than the -general fund. This legislation
further provides that the Patent and Trademark Office will establish its
OWn fee schedule so as to recover 50 percent of the patent examining
(patent application processing) costs rather than have the fees
spedifically.established'by legislation. (P.L. 96-517) The Patent and

- Trademark Office has recommended that as of the'beginning of fiscal Year

1983 it be permitted to recover 100 percent of the patent examining costs
tnrough'fees. Legislation authorizing increased fees is presentiy being -
considered by Congress. '(S 211, S. 2326, H.R. 6260, 97th Congress) Figure
5-1 summarlzes the ineome frOm fees and operating costs for the Patent and. :
Trademark Office for flscal years 1965 through 1981, and the projections
for 1982 and 1983, and table 5-3 summarizes the Patent and Trademark Offlce
budget Far 1981 and prOJectlons for 1982 and 1983. '

For fiscal year 1982, the cast for examlnlng the average patent _
appllcatlon is estimated to be $1, 150. Of this amount, approx1mately 50
percent is devoted to patent examlner salarles and 15 percent to patent
printing costs. Flgure 5-2 summarizes the breakdown of costs per patent
application. ‘

The‘Patent Examiner Resource:
,
The patent examlner resource is affected by the quality, tralnlng and

superv1510n of . the individual patent examiners.

There are no objective methods for measuring the quality of patent
examiners. As with any profession, & wide range of capabilities exist
among individual members with some having greater capabilties than others.

(Eugene W. Geniesse, The Examination System in the U.S. Patent Office,
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o Table 5~3 . -
Patent and Trademark Office
Budget, FY 1981-1983
(Dollar amounts in Thousands)

1981 Acutal 1982 Current 1983 Estimate

Amount Amount; - o Amount

Patent Process:

Examination-professional = $ 47,497 | $ 48,257 $ 66,176

Examination-clerical . 7,620 _ 7,498 11,097

Appeals 2,049 2,071 . © 2,759

Interferences - 750 : 768 - . 910

Patent printing o 13,468 ' 14,094 o ' 15,268

Executive Direction & :

 Administration - 10,167 11,285 14,918

Subtotal - 81,551 83,973 111,128
Trademark Process: - 8,301 9,287 12,255
Information Dissemination: 26,298 25,701 . 31,551

TOTAL - - 116,150 . 118,961 . - 154,934

SOURCE: PTO
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Committee Print, Subcommittee on Patents, Trademarks. and Copyrights.
Senate Committee on the Judiciary (1961) p. 8) The distribution of the
quality of patent examiners may thus pbovide a better understanding of the

patent examiner resource than the average guality.

One_key'to'achieting a high qdality patent examiner staff is the
ability to attract qualified individuals to become patent examinérs. This
ablllty nas been impeded by a varlety of factors, some generally appllcable

- to the entlre Government and some unlque to the patent examlnlng

. occupatlon

In the 1980-81 recruiting'campaign;.the Patent and Trademark Office.
was surprised by.its Iack of’ success in'attractihg'college seniors in the
engineering disciplines. Of the 277 formal offers that were extended, only
19 accepted positions. Positions were formally declined by 25 appllcants
and 133 failed to respond Of those who declined, 58 percent stated that
the refusal was caused at least in. part by low pay. A’numbervo% those who
did accept poSitiohe were not in the upper part of their class. The Patent
and Trademark Office reestablished its goals in 1982 and hoped to hire only
those. who gradoate in the opper-part of their class (3.0 of 4.0 GPA) or.who
have industry experience. However, since hiring gdals were not being met,
these criteria have varied. At present, the Patent and'Tradehark Qffice
has v1rtually met its goal for new hires during fiscal year 1982, Of 538
offers, 230 have accepted. (PTO, private communlcatlon, June 15, 1982).

Considerable training is required to become a-proficient'patent
examiner. Each examiner receives an extensive training progrem that
involves class room and on-the-job training. The new examiner receives a
two-week 1ntroductory course which covers the fundamentals of the patent
law, patent examining and searching. After completing the lntroduetory
coufse, the new examiner is assigned a docket of patent applications and
begins patent examining under the supervision of an experienced examiner.
During the first year, the patent examiner receives an additional 100 hours

of lecture training in the Patent Academy. Upon completing the Patent
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. functlons w1th a mlnlmum of support help suoh as typlsts, Pesearch aldes,

and clerks.

There is a boredom factor because of the nature of the work. From a

© professional standpoint, many patent examiners wish to be transferred to

nonexamining positions such as acting memoens of the Board of Appeals,
Board of Patent Interfefences, Solicitor 's Office, Assistant Commissioners
Offioe, Quality Control Office of Leglslatlon and Internatlonal Affalrs
and Office of Technology Assessment and Forecest ‘

The motlvatlon of the patent examiner 1s determlned by the 1nd1v1dual
but is 1nfluenced by the pollczes establlshed by the management of the
Patent and Trademark Office and by the p011c1es_and posmtlons of the union
that represents the patent examiners. These policies establish an
en#ifonment which.can affect'the patent examiner's sense of self esteem,

profe551onallsm, and the areas in whlch efforts are. profltably expended for

advancement.

~ The policy wnich.appears to have nad_the greateSt effect on the
motivation of tneﬁpatent'examiner is the adoption of compact prosecution
and production goals by the'Patent and Trademark Office in the mid-1960's.
Prior to compact prosecutlon the patent examlner was credited by the
number of "actlons"; or formal communlcatlons, whlch occurred w1th patent
appllcants. The examination of the patent appllcatlon was often undertaken
in a piecemeal fashlon with a number of" actlons occurrlng and patent
appllcatlon pendency averaged about 36 months. Compact prosecution
empha51zed resolvzng all 1ssues regardlng the patentabllwty of a normal

patent appllcatlon in two offlce actions. -

To ensure that the comoact proseoutlon pollcy would be adopted the
Patent and Trademark Office changed the way it measured the patent
examiner's product1v1ty, giving credlt only for first actlons and dlsposals
(patent appllcatlons allowed or abendoned). Raises and promotlons_were

dependent upon meeting certain production goals. In establtShing goais,

DRAFT 8y




TABLE 5-4 ..

Production. of Examining Corps from 1974 to 1981 (Fiscal Year)

| 1974 1975 1976  19T7* 1978%  1979% _ 1980%  1981%

Percentage of Examiners -
achieving at least:

70 Percent of Quota 94 97 96 97T 985 98 99.5  99.1
90 Peroent of Quota 11 85 805 855 90 8o 95 93.8
100 Pereehtlof Quota- | 57 67 6455":~;69- 76 . 73.5 81.5 81.9
110 Percent of Quota 33 22 | 39.5 39 o '.uz' o3 3 41.5

%an average of one hour added to average examining time

SOURCE: Patent and Trademark Office, private communication Januéry 1982.
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examiners who report.tolhim. - The supervisory primary examiner also fills
the traditional role of a manager in maintéinihg'emplcyee:morale,
developing 1nd1v1duals, and serving as a CGndULt of 1nformat1on between

upper management and the patent examiners.

The performance offthe‘SUpePVisory primary examiner in establishing
the quality of-patent examination is affected.by the time'available for
supervision, his'femilierity with the technology, and incentives-provided
by management. The demands: on the time of the superv1sory prlmary examiner

are heavy in terms of his responsxbllltles, the number of individuals

- reporting to him, and the administrative tasks which he must perform, often

' w1thout clerical assistance. These demands limit the abllity of the

supervisory primary examiner to keep abreast of the technology which can
adversely affect the quality of the tralnlng and reviéew of hlS staff. The
productlon goal system prov1des an 1ncent1ve for the superv1sory primary
examiner to urge the patent examlners in his art unit to exceed thelr
productlon goals more than to urge quallty performence The superv1sory
primary examlner is evaluated in part on the productlon of hlS art unit,

and the minimum acceptance level for his art unlt is greater than the total

of the mlnlmum acceptance levels of the patent examiners who report to him.

Despite the importance of the supervisory'primary examiner positions,
not all quealified individuals seek these positions.. A nﬁmber of qualified
individuals have indicated that the position of a supervisory priﬁahy””"
examiner is unattfactive'because the position holds little prestige and has
little authority or involvement in pclicymakingfwithin the‘Patent end
Trademark Office. Moreover, since many of the qualified individuals have

been at or near the Federal pay cap, Little monetary incentive exists to

~ assume more responsibility and to take on the psychologlcal strain of a

management posmtlon

Other supervisory mechanisms used by the Patent_and Trademark Office
are less direct than the supervisory primary examiner but nonetheless

appear to be very important in asSUring'quelity patent examination. ‘These

#
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Figure 5-3

Percent of Patent Application Reviewed
by the Quality Review Program
Found to have Clearly Unpatentable Claims ¥

75

76 . .77 78 . 79 0 .80 . 8l

. Fiscal Year

* ThiS'perceﬁtageargflect5~clearly unpatentable claiﬁsfactuélly found. Siace 80 percent of the
reviewed cases do not receive full review, this measure understates the percentage of applications
‘that would have clearly unpatentable claims. S L S : S

Source} Patent and Trademark Office.
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' quality review program being used in performance appraisals. Regardless of

_whethér the quality review program nas had a provable effect on the actual

quality of patent examinat;on,_a-psychologicél effect on patent. examiners

exists,

The Patent and Tradémark Office ié_inrfhe_prbceSS Qf_adoptihg a.
performance appralsal program that is_being instituted Government-wide.
The effect of the pf6gnam is uncertain, and ifs_éffect.will.be dependent on
the manner of its implémentation. There is concern among-patent examiners

about. the performance appraisal program and its implemeh;ation_and this

© concern had led to a breskdown of negotiations between the Patent and

Trademark Office management and the union representing the patent

examiners. The primary responsibilty for conducting the appraisal will be
with the immediate supervisor, and the appraisal wiil include quality and
prodpqtion factors. _Table 5-6 summariées the performance standards to be

used.

The Search File Resource:
The patent examiners' search file resource is affected by the types of
documents placed in the file, the integrity of the file and the ease of

recovery of relevant documents from the filé;

The examiners' search Tlle resource has been expanding at an-
increasing rate both due to the increasing knowledge base and due to more
foreign patents and technical literature being included in the files.
Figure 5~ﬁ'illustrates'the accelerating gfowth of the examiners' search

files.

In part because of obligations incurred under the Patent Cooperation
Treaty cf 1978, the Patent and Trademark Office has upgraded the examiners'
search files by providing a more complete collection of foreign patents.

Currently 250,000 foreign patents from the principal industrial countries

‘are being added to the files annually. However, the incorporation of
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subclasses. Hence, a missing document in one subclass may be present in
another searched. by theyexominer;__ﬁlso, many patent examiners becone
Familiar with the conténts of the search files ofter several years of
experience and can recall a document even though it may be missing.
(Surveys and Investigative Staff report of the House Appropriations
Committee on the Operations of the Patent and Tradenark Office, February 1,
1980, p. 9) | |

The third aspect of the search filé_resoufce is the ability of the

patent examiner to locate relevant documents. Although the number of

- documents in the examiners' search files has trebled in the last 20 years,

the time available to the patent'examiner for prior art searching has been
malntalned at a relatlvely constant level. The prlmary reason that the
search time could remain relatlvely constant is re013551f1catlon that is,
regrouplng documents contained in eXLStlng subclasses lnto a greater "number
of new subclasses. Thus, the number of documents per subclass can be
rédoced and the new subclass groupings can better reflect the current needs
of the patent examiners for identifying appropriate subclasses for prior:
art searching. Without reciéssifioation, the additional time required by
the patent examiners to conduct a search would grow at a substantially

greater rafe than the rate of growth of the overzll examiners' search

 files. (Donald Stein, 1978)

The Patent and Trademark Office estimates that about 10 percent of the

examiners' search files are growing at such a'high rate that they requfre,'

or will require reclassification in the immediate future. (B. Huther,

Patent and Trademark Office, private communication, March 1982) The
presenﬁ reclassification efforts are much less than is required and in
recent years, the reclassification efforts have been decreasing. See table

5-7. Unless reclassification is diligently pursued the files may expand to

“the point that reclassification is no longer feasible or practical. In

other words, it is easier to conduet 10 reclassification projects, each
containing 1,000 documents, then one project containing 10,000 documents.
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In addition to:the examiners' search files, patent examiners have
access to the Scientific Library located in the Patent and Trademark Office
and commercially~avalilahble computer-assisted search services. However, the
primary.search base for almost all patent examiners.is the éxaminers'
search files, The computer-assisted search services have been relatively

unused.. Until recently, the Patent and Trademark Office had only one,

‘centralized terminal for accessing the computer-assisted search bases and a

trained librarian was required to operate the terminal. No encouragement

had béen provided to use the computer-assisted search bases since they had

‘not been adequately tested to determine their usefulness. Currently the

Patent and Trademark Office has made available certain computer assisted
gsearch data bases for each of the,16.examining.groups. These data bases
(Pergamon, IFI-Plenum, Derwent and Chemical Abstract Service) are heavily
weighted toward the retrieval of patent documents and, other than for the
chemicalﬂtechnOIOgies, no technical- literature searching'capability is
provided. Due .to budgetary restraints,. the use of-these data bases will be
limited.  Two experimental éomputer-assisted_search systems are also being
used to search. U.S. patents by seleeted.pétent.examiners-to enable the
Patent and Trademark Office to gain information about the weaknesses and

attributes of computer-assisted searchlng and equipment.

- Defects in the search file resource will not necessarily be reflected
in the adequacy of patent examination since often a less than best.prior
art document will.be adequate to deny patentability. Further, in some
technologies there are key prior art documents that'répresent relevant 1
prior art to many improvement or analogous'inventions. (R S. Campbell and

A. L. Nieves, Technology Indicators Based on Patent Data: The Case of

. Cetalytic Converters, Battelle Pacific Northwest Laboratories, Richland,

Washington, prepared for the National Science Foundation (September 1979)
p. 9.60) Additionélly, the potential impacts of the defects are reduced
since many patent applicants conduet their own prior art searches and make
the results of the searches available to the Patent and Trademark Office. '
Hence, there are a number of factors that tend to.cloud the relationship

between the search file resource and the guality of patent examination.
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Table 5~-8

Comparison of U.S., West German and

EXAMINER: U.S. West Germany
Education B.S. equivalent of M.S. equivalent of B.S
Experience . None - 5 yr. industrial ~ " None
- or research _
Language English German & practicing Japanese, training
' " in one other - courses in other
_ .. language languages
Social Status Low High High
Turnover Was high,  Low, now hlgh* Low
: . how low o 7
Training formal and formal and on formal and on the
: on the job “the job, no formal job, no formal past
no formal past first year past first year
past first : '
year
Production Quotas Yes: No No
Hours per Application about 15 - about ‘31¥% " unknown’
SUPERVISION:
Quality review _ Yes No . . No
Supervisory review Yes Yes - Yes
Employees . per- v : '
supervisior F30n - 20-30
Formal production. '
quotas for o _
supervisor Yes No No
SEARCH FILES:
Integrity problems Yes - : No No . :
Computer use . very limited very limited very limited
inereasing. future plans . future plans
uncertain uncertain
Reclassification " Centralized by- examiner by examiner
Public access to Yes No No

Examiners' Prior Art
Files - ' o

Japanese Patent Examining Resources-

Japan

*Due to the unique circumstances of the start-up of the European Patent Office which has
been hiring German Patent. Examiners.
**Includes tlme spent on opp031tions which may be up to about 50% of examlners' time.

SOURCEﬁ

Office of Technology-Assessmént, Information Japan and West Germany derived from

Jack Q. Lever, The Patent Systems of the Federal Republic of Germany and Japan
~= Personal Interviews with Patent Practitioners :

y,
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lmprovement in any of these factors may not result in & perceptlble change '

in overall quallty

On the other hand, a deterioration in any of these factors may create

a weak link that can s1gn1flcantly 1mpa1r the ability of the Patent and
Trademark Office to maintain its present level of patent examination
quality. While_all of the factors affecting patent examination quality
will continue to require resources o0 maintain the present level of patent

examination quality, ncne will be more in danger of deterioration than the

examiner's search files. The examiner's'search files now contain about 24
mllllon documents and are grow1ng at an ever 1ncrea51ng rate. 'Unless the
ablllty to retrleve relevant documents from the examiners's search flles
improves, the efforts requ1red to conduct adequate prior art searches w1ll
increase at a greater rate than the growth rate of the examiner's search
files untll conduetlng ‘searches as a part of patent examlnatlon 1s no

longer feas1ble. .

Effectlng changes in the quallty of patentablllty Judgments, quallty
of searchlng, quality of patent examiners or quality and type of '
supervision is likely to be difficult in view of the present envzronment in
the Patent and Trademark Office. The patent examiner is expected to be
reluetant ta change the patent examlnatlon and searchlng technlques that he
has developed through experlence The Patent and Trademark Office
management must contlnue to place pPlOPltles on maintaining a high level of
production from the examlnlng corps to prevent excessive bu1ldups of
unexamlned patent appllcatlons. Further, the ability of the management to
make changes in its operation is somewhat limited by the unlonlzatlon of
the Patent and Trademark Offlce, the llmlted availability of funds, and the
long range- unpredlctablllty of funding levels. '
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THOUSANDS OF DOLLARS

© Figure 6-1

Cost Range to Large Corporations
For Patent Litigation, 1976 Through 1980 -
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II.

III.

IV.

VI.

Table 6~ 1-

- Pactors Wthh Can Be thigated in Patent Dlsputes

The Infringement of the Patent Clalms

o} Do the claims read on the alleged 1nf'r'1ngement, if not, did the
alleged infringer use the essence of the invention and is it
equitable to extend the claims to cover the alleged infringement?

0 Is the alleged infringer the party infringing, contributing to
the 1nfr1ngement of, or inducing the infringement of the cla1ms°

__Novelty of the Clalmed Inventlon

Q Was the invention known or used: in the U. S. or patented or
described in-a printed publication before the invention by the
patent applicant?

0 Was the invention in public use or on sale in the U S. or
patented or described in a printed publication more than one year
before the patent application was filed?

0 Was the invention described in a patent by another who flled his
patent application before the invention by the patent applicant?

o} Was the invention made in the U.S. by the patent applicant before
it was made by another who d1d not abandon, suppress or conceal
iv?

0 Did the patent applicant patent the same 1nventlon 1n another
7.3, patent° :

0bv1ousness

o Was the invention obV1ous over the prior art at the time it was
made to a person having ordinary skill in the art to whlch the
subject matter pertained?

The Patent Applicant

0 Was the patent applicant the inventor of the clalmed 1nventlon°

o] Did the patent applicant abandon the invention?
0 Did the patent applicant meet his duty of candor in dealings with

the Patent and Trademark Office?

The Diseclosure
0 Is the disclosure of the 1nvention sufflclent te enable any
person skilled in the art to make and use it?

o Does the disclosure provide the best mode contemplated by the

inventor for carrying out the invention?
o] Was new matter introduced into the patent application after it
was filed?

The Claims : :

.0 'Do the claims partlcularly p01nt out and distinctly claim the
invention?

0 Are the claims supported by the disclosure?

0. Are the claims broader than the invention?
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thus efforts to educate the court on the law may also be time consuming and

expensive.

Frequently the stakes involved in patent litigation are high, leading
usually to a hotly contested and thus complex'and expensive proceeding.

There is strong incentive to maximize the chances of winning, and all out

.efforts are expended. Further,'sihcé some vieﬁ.the 1itigating attorney's

record as an indication of the attorney's competence, the litigating
counsel have an interest beyond fees for services in encouraging the client
to take every available-opportuni;y to enhaﬁCe the .likelihood of victory.

Patent litigation,,however,tisrnpt uniqﬁe;in expense and duration.
Other high stakes actions such as agtitrustllitigation and securities
litigations are typically expensive and time consuming. (Staff Report of
The Subcommittee on Patents, Trademarks and Copyrights of,the Senate '
Commiﬂtee_on the Judiciary, An Analysis of Patent Litigation Statisties,
1961, p. 2) | L o

An understanding of the coSts’aﬁd dura;ién.of a patent litigation can
be obtained through a reference to the stages and activities in a patent
infringemeht litigatidn; A patent litigation is generally characterized by
five stages: the'pre-suit stagé;-the pre-trial stage, the trial stage, the
appeal stage, and, if the paten@ is‘upheld and infringed, the accounting '
stage. This discussion examines some of the causes of the expense and

duration of patent litigation in order to provide a basis for ascertaining

‘what legislative activies, if any, can redhde'the costs of litigation while

preserving_fairness to the parties.

The stages of the patent ligitation are discusséd below. In the

discussion, the times and costs involved are based on estimations and do

~not necessarily representfthe costs and time that will actually occeur in a

specific infringement litigatioﬁ; Figure 6-2 graphically summarizes the

progress of a litigation.
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The Pre-suit stage:

The initial act1v1ty in the course of a patent lnfrlngement lltlgatlon
is the recognition by the patent owner that his patent is possibly being
infringed. The discovery might be from suspicion or knowledge. The patent
owner could proceed immediately to file a suit. Often, however, the patent
owner conducts a more thorough investigation of the suspected infringement
and an evaluatlon of his patent to determine the llkellhood that the patent
will be upheld and 1nfr1nged if lltlgated. The 1nvest1gatlon and
evaluation usually take from several weeks to months and may range in costs
from $5,000 to $50,000, {The descrlptlons of the 11t1gatlon progress,
activities and'costs_in this and the follow;ng sections derives from D. E.
Stout, Enforcement of Patents, a report_prepared under.contract_to OTA.)

If a defect in the patent is found, the patent owner may seek to.
correct the defect; He may file a reissue eapplication, that is, a request
to the Patent and Trademark Office to 1ssue another patent in which the
defect is remedied'_ Alternatlvely, he may request reexamination of the
patent if the defect is the result of a new prlor art document. Conductlng
the relssue or reexamznatlon procedures will normally requlre 51x months or

more and several thousand dollars in expendltures.

The patent owner may decide‘to advise.the.snspected infringer_of.the _
patent and perhaps offer it for license. Although an incentive appears to

~exist for the patent owner to attempt to resolve the dlspute prlor Lo

flllng su1t frequentliy, the operatlon of the patent laws discourages such
an attemot. This is because the patent owner may percelve that he. has a
greater chance of success in a partlcular federal district court because he
believes that its lnterpretatlon of the law or general disposition toward
patents is more_favorahle toward hin. Since the party filing.suitphas the
opportunity to select-the forum most favorable to him, he may wish to
immediately file before the alleged infringer is given any grounds to file
a declaratory Jjudgment action (a suit which is proper only when the patent
owner has threatened suit and which requests that the court declare the
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With an adequate discovery, the trial can proceed expeditiously, in an
orderly way and with the best evidence aﬁailable ﬁo the parties. The trial
proceeding sought by the U.S. judiciai system is one which develops the
issues rather than one in which the parties attempt to win by surprising
the opponent so that the issues are not fully developed by both sides.
Specific discovery activities include requests for admissions, beqﬁests for
the production of documents, interrogatories and depositions. The '

" discovery efforts are legally bounded by the Federal Rules of Civil’

Procedure which permit discovery of all subject matter'which'appears
reasonably calculated to lead 10 the dlscovery of evidence which is
admissible at trial.

The nature of" the discovery proceeding readlly lends itself to abuse
and is not easily pollced. If not voluntarily undertaken by the partles,
the p011c1ng of abuse in the dlscovery proceedlng is the responsibility of
the court. It is often very dlfflcult to draw a line between a permissible
dlscovery activity which might uncover relevant information and a discovery
activity whlch is. 1ntended to be oppr9531ve.f The determlnatlon of what is
a perm1ssxble discovery act1v1ty may require the judge to.develop an
intimate'kﬁowledge'of the legal and technical issues and may take ‘
considerable time and effort which the judge may not have available;

(Caleb M. Wright, p. #411) (See also,IMartha Middletown, Judge Urges
Cutting'NeedlesS Costs, Delays, American Bar Assoeciation Journal, vol. 68,
May 1982, pp. 525-526, for indications that‘problems are not unigue to
patent litigation.) Further, the judge has an incentive to allow discovery
when disputes occuf since an error in favor of diScovery will likely not
result in a new trial being ordered by the Appeal-Court. Refusal to allow
the discovery could be grounds for the Appeal Court to order a new trial.

With the wide range of possible issues which can be litigated in a
patent suit, the scope of discovery can be quite expensive. Moreover,
since most patent suits involve a highly successful pfoduct which can
Justify the expense of litigation,:the sources of potentially relevant
information can be voluminous. The interest of the parties is usually best
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The expense of a motion depends'upOn_its complexity and may be less
than $1,000 to $50,000 or more. The papers relating to a motion must be
filed in a short time frame; however, a ruling on the motion will depend
upon the available time of the court, and thus the ruling may occur
immediately or may not occur for several years. Moreover, some rulings or

‘motions can be directly appealed, for example, a ruling on a sUmmary

Jjudgment that the patent is invalid.. Hence, the time for resciving. that.
motion may be increased by six months to two years. Until the matters
raised by motions are resolved, the trial can not occur.

The. pre-trial stage is often the most expensive and time consﬁming
aspect of patent litigation.. Inherently, the costs and time required may

serve as an incentive to the parties to resolve the dispute.
- Trial stage: -

The trial may-be conducted before the judge.dr may be a jury trial.
The selection;of thé_type of trial is up té the parties. L jury trial is
required if either the plaintiff or defendant request it. Often the -~
selection is based on an evaluation of whether a jury or a Judge would be

more favorable to the position of a party. The selection can make a

congiderable difference in the duration. of the trial stage. In a jury -
trial, the jury renders a. verdict at the'conclusibn of the trial. When the
trial is before a Jjudge, the judge usually requests that post-trial briefs
and proposed findings of fact be submitted shortly after the completion of
the trial, end then the judge prepares a carefully constructed opinion.
Even though the opinion may be issued within months of the trial, it isg
sometimes issued much later. There are accounts of opinions beihg_reﬁdered
two-years after the trial was completed. |

The costs of the trial for each of the parties depend on the number
and complexity of the issues to be argued. A simple trial may require less
than 5 days whereas complex cases may involve 4 or more weeks in the court
room. The average patent trial takes about‘3_to 4 weeks. The costs also
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Accounting Stage:

If damages are sought for past infringement, the court”usually walts
until the issues of_infrihgemént'end validity of the patent are resolved,
particularly wheﬁ the trial is a non-jury trial. The accounting
proceedings are tantamount to another trial and can involve complex issues.
(Laurence R. Hefter and Herbert H, Mintz, Accountlng in Patent and -
Trademark Cases, APLA Quarterly Journal, vol. &, no. 1, 1980, pp. 46-65)
The decision by the trial court on accounting can be appealed. The
adCounting‘proceeding-may_require months to years to complete and:
frequently involves costs of $10,000.to $100,000.

In summary, the expense and duration of ﬁatent litigatibn_is the
cummulative effect of a number of factors: the number of issues that can
be*relevant'in a patent dispute, the-complexity'of_the-technolbgy and'the
law, the American judieiellprocedure favoring broad pre-trial discovery,
the actions of the parties, and the involvement and responsiveness of the
courts. Thus, the ability of one party to the litigation to prevent the
costs of‘a litigation fbom‘escalatihg or td'eecure a rapid.fesolution;of
the dispute is limited. ‘Hence, a prospective litigant must'recegnize the -
possiblity that litigation costs could reach into the $100,000's and many
years will be required to obtain a final decision for the courts.' Given
the potential'costs and litigation peﬁdencies, the decision to litigate
tends to be heavily influenced by business considerations,'and 1itigation
has the potential to foster abuses of the patent systém. To a large
extent, however, the expense, duration and potential for abuse assoclated
with patent lltlgatlon can be attributed to the Ameriean Judicial system

: and is not unlque to the patent system..

Megh@nlgmg for Resolving. Pgtgnt Disputes

: The mechanisms for resolving patent disputes consist'of'private'
resolutions and resolutions through the courts or through the Pateht and
Trademark Office reissue and reexamination proceedings.
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Data on the number of patent disputes resclved by federal courtis or by
Patent and Trademark Office proceedings do not reflect the total number of
patent disﬁutes.__Unfortunate}y there is no reliable study which indicates
how often patent validity and infringement conflicts occur. One study
found as a result df surveys of small and_iarge companies that 22 perceht
(34) of the small company respondents and 91 percent (21) of the large
companies'had been involved in a patent confliet (including patent3” .
interferences).: Twelve of the small companies and thirteen of the large . ..
companies reported that they had been involve& in a patent suit.

(Obermayer, p.ﬂi}.This study only listed the companies haviﬁg pateﬁt

- conflicts and not the number of conflicts per company. Hence, it.probably

fails to reflect the true volume of serious patent validity and

infringement disputes.

OTA conducted a survey of patent counsel from large corporatlons in
order to obtain some understandlng of how frequently patent disputes
resulted in lltlgatlon. Fifty-four percent cf the 118 requndents_stated o
that less than 10 percent of their péteﬁt disputes'resulted in”litigation..
See table 6-2. These data do have shortcomings. It is likely that the
respcnées to the survey were based on estimates, rather than actual data._'
Most paten£ counsel do not maintain records of patent disputes. Also, the
definition of a patent dispute probably vériedjamoﬁg the patent counsel.

To stme a patent dispute may have required a confrontation and disagreement
with the other party, and others may have considered patent validity and
infringement problems that were solved without contacting the other party

-as a patent dispute. With these cautions in interpreting the data from the

survey, it still appears that the overwhelming portion of patent disputes
are resolved privately. OTA estimates based on these studies that
somewhere between 5000 and 15,000 patent disputes per year are resolved
privately (i.e., between 5 percent and 20 percent of the patent disputes

proceed to litigation).
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Comparison with ngtiﬁgrmany and Japan

The West German ahd Japanese litigation systems are significantly
different than-the.system in the United States. As a result, patent.
litigation is significantly less expensive in thése countries:than in the
United States, and ﬁhe validities of more patents are tested in judielal
and non-judiecial puﬁlic forums in West Germany and Japen then is the case
in the United States. ' | ' :

In both West Germany and Japan issues of validity and infringement are
decided by different courts. The court considering the infringemeﬁt issue
is not required to suspend its proceedings while the matter of patent
validity is resolved.- R ' . :

Validity issues must-initially proceed in the pateht office, and the
deecision of the paﬁent office can be appealed to the patent court.
Consequently, unlike in the United States, the patent offices in these
countries piay a eritical role in ascertainipg_the'validity of patents.-
Both countfies‘have "opposition" proceedings in which a patent application
which is believed by the patent office to be allowable, is'published-prior
to being granted and then may be challenged by.anyone-Whofwishes t0.présent
evidence as to why itrshould not be issued. Because'the challenge of
patent validity must be resolved by the patent office and because the costs
to a challenger are significantly greater after the patent is issued than
they are in an opposition proceeding, most challenges occﬁr through

oppositions..

The litigation procedures in West Germany and.Japan-are also quite-
different than those in the United States. Iﬁ-West Germany, the litigation
procedure is carried out in three basic stepsﬁ first, the parties present
their positions in documents referred to as pleadings which discuss both
the facts and the applicable law; second, the court decides the issues on
which evidence will be taken; and third, a trizl is conducted in which the
witnesses and the evidence are presented; There is no pre-trial discovery
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few patents are Iitigated,_ In part this can be attributed to cultural
aversion to litigation which is stfonger in Japen than in West Germany.
(Lever, DOE, p. 144) It is also due to the greater presumption of validity
given to a West German or Japanese patent. But also, the absence of many
patent litigations evidences that virtually all.infringement-issues are

privately resolved. Table 6-3 summarizes the comparative data.
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. CHAPTER 7
THE IMPLICATIONS OF PATENT RELIABILITY AND THE PRACTICALITIES
OF PATENT ENFORCEMENT ON INNOVATION AND SOCIETY IN GENERAL

"Intr ' tion

Chapters 4 to 6 explored the neliability of patents and the )
practicalities of their enforceﬁent. How these factors affeet innovation,
industry and society in general is_largely unknoWn, with most analyses

being based on intuition and anecdotal aecounts.

The effect that unreliabie patents and costly 1itigationphave on
patent owners 1is -clear. It'is.not surprising that some patent owners
regard it as inequitable when a patent granted:by the government is later

'found invalid by the courts after expen51ve and. tlme consumlng litigation.

However the Supreme Court has said, "The patent monepoly was not deSLgned
to secure.to the inventor his natural right in his dlscoverles. Rather, it

was a reward, an 1nducement, to brirng forth new knowledge." ..."The a
primarY'responsibility for Sifting'out unpatentable material lies in the
Patent Office, to await litigation is -- for all practicai phrpeSes'—~'to
debilitate the patent system." (Grabamlv. John Deere Co.,'383”U.$. 1, 9

_18 (1965)) The author of the_epinion, Justice'Tom_C. Clark; later wrote:

'"Mdst peopleiaekndwledge-that thezpatent_system-is a.
slipshod incentife device. It produces many unnecessary
and undesirable menopolles and it provides no lncentlve

pat all for some types of conduct essentlal to progress-
in the useful arts, The point 1s-that_patents are not
to be awarded because the inventor is deserving or in - -
need of compensation patents must issue aeeording<to |
rational crlterla that allow only those patent | |
monopolles that are con51stent ‘'with the Constltutlonal
purpose ofrlnduc1ng invention and_dlsclosure." (T.C.
Clark, The Patent System Deserves Clean Hands, APLA =
Quarterly Journal Vol 1 (Deec. 1972) p. 9-13, 9)
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Patent Activity Profile, Volume l,_oirca'1980; p. A2) This drop can be
‘attributed to many factors including a perception that patents have less
© value because of thelr uncertaln valldlty and the hlgh cost of patent :

enforcement the 1ncrea51ng cost of obtaining patents, greater select1v1ty
in seeklng.patents because of economlc factors, and a decllne in the number
of”patentable inventions'emanating from research activities. Consequently,
the value of these patent statisties for Judglng the 1mpact of patent
rellablllty and enforcement costs is quzte llmlted (Edmund W. Kltch The
Use of Patent Statlstlcs in Secience Indlcators, p. 57-61, The Meanlng of
Patent Statisties, National Science foundation {1978) and Kelth Pav1tt

: “U31ng Patent Statisties in 'Science Indicators’: Possiblities and

Problems,“ same book, P 63~ 104 part;cularly p. 66-68)

Moreover the innovation process is.so complex and interactive that
attemptlng to attrlbute by emplrlcal ev1dence an 1ncrease or decrease in
innovation to changes in patent reliability and enforcement costs would not
only be difficult but also probably lnconclu51ve. As stated in chapter 3,
cost-benefit studzes on the patent system as a whole have been subject to
much potent1a1 error and debate. (See Robert F. Dale and James K.
Huntoon A Cost Beneflt Study of the Domestic and Internatlonal Patent

'Systems, IDEA vol. 11 (1967) 351-405, 354 and 405 Scherer p. MS&)

' The dlfflculty 1n quantlfylng the effect of patent rellablllty and
costs of enforcement does not preclude the ex1stence of a nexus between

patent rellablllty and enforcement costs and innovation. From an 1ntu1t1ve

‘standeLnt apprehen31on about patent rellablllty and enforcement

diminishes. the incentive value of patents and individuals and small
businesses least able to bear the costs would be most affected (Scherer,
p. 450}, '

A 1981 study by the National Science Foundation explored through |

surveys the\major problems of small; high-technology firms,_ It_concluded

from 1232 usable responses'that patenting and'licensing was rated least
important of the 11 problem areas listed with 29 percent of the firms
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OTA asked 264 members of the Industrial Research institute (large,
researoh-conductlng corporatlons) whether in the last 10 years they had
terminated development of a prom1s1ng new product oandldate because of
either uncertaln patent reiiability or patent enforcement dlfflculty or

expense. About 9 percent of the 158 respondents replled that they had

.falled to commercialize a product due to uncertain patent validity, and

about 4 ‘percent sald that they had falled to conmerc1allze a, product due to
enforcement diffieculty or expense. These flgures however are not
representative of all firms. Moreover,_they probably overstate the:effect

of patent reliability and enforcement costs on decisions to innovate since

: patents may have been only one of the reasons but not the exclusive basis

for the dec1s1ons. Also, the inventions may have been recognlzed by the

companies as being clearly unpatentable and, thus, no uncertainty of
valldlty was actually involved. Therefore, at least for this segment of
1nnovators, it is seldom that .patent rellablllty and enforcement costs
directly affect the decision to undertake innovative activities.

~ For indifiddals and'small firms, patents can.be important for secﬁring
finanoing. One study based on a survey of small businesses conc;uded'that
the_existence'of patentlprotection is frequently.a vital link in connecting
teohnology'with the fnnds necessary to achieve sncoessful develooment and
making of,inventions.. The study further indieated that the smaller of the
small businesses usuaily oonsideredipatents to.be more oritical than did
large businesses:' (Obermayer, p. 36-37) OTA interviewed 8 venture

'capltailsts who invest in small, high- technology COmpanles The _
-1nterv1ewees were from venture capltel firms, banks and corporatlons in the

New York Clty area. In general, the venture capltallsts did not believe
that greater patent reliabiiity or lesser costs of enforeement would:
significantly increase the value of patents in investment decisions. Bot

the prospect of 1nvolvement in lltlgatlon is a 51gn1f1cant deterrent to

_these 1nvestors. As one investor stated "If we felt that we would spend

more time in court defending a patent pOSltlon we would be reluctant to go

" ahead with the deal.” In part, the lack of 51gn1f1cance of patent _
' reliability and enforcement costs on investment decisions is attributable
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In essence, the confidence that a decisionmaker in the irnovative

process is willing to place in patents is a Xey to determining the

incentives for innovation provided by patents. Little is statistically
known about .this factor, but it appears that the degree of confidence
varies over a wide range. At{ one extreme, greater confxdence than

warranted is placed in patents. As one commentator stated.

"As the obstacles of the inventor have grown,'patents,
to an increasing ektent 2have'stimulated'hlm through
delusion rather than reward." (Floyd L. Vaughan, The .
Unlted States Patent System, UanEPSlty of Oklahoma
Press (1956) p' 261)

At the other extreme, little confldence is. placed in patents, and they are
thought to provide minimal protectlon. (E von Hlppel Gettlng New '

_ Products from Customers, Harvard Bus1ness ReVLew, vol.. 60 (1982) 117 122

122)

An understandiné of how’decisionmakers determine how much confidence
they are w1lllng to place in patents can be of assxstance in ascertalnlng
how patent rellabllty and enforcement costs are affectlng 1nnovat10n and
whether change in patent reliability or enforcement costs w111 be reflected
in the confldence placed in patents. ' ' o

One method that a dec;s;onmaker could use to arrive at a confldence
level for a patent 1s through a review of the specific patent. Thls

method however, presents practlcal problems._

From'a'theoretical.standpoint, the key issues in evaluating a patent

~ares

©  how much greater profit per'unit'sold and greater'total
' sales can be expected if the technology is patented (will a
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areas of uncertainty. Moroever, analyses can easily become overly
optimistic in the environment of enthusiasm for a new product or process.
(James Stancill,'Realistic Criteria for Judging New Ventures, Harvard

- Business Review, vol. 59, (Nov.-Dec., 1981) p. 60-72, 60)

These complexities; in evaluating patents raise the likelihood that the
decisionmaker will rely heavily on intuition, orgcursor& appraisals, in
assessing the value and strength of patents. (Stephen Rudy, "Patent Asset
Evaluation", Journal of the Patent Office Society, vol; 37 (1955) p. 571-

'607) This seems to'be confirmed by OTA's interviews with venture
- capitalists who generally agreed that the value of a patent is often

determined on a purely subjective, Qualitative and informel basis, and that
it is unlikely that a legal opinion_would be .sought .on the validity of a
patent. '

The implieations of.intﬁitive approaches: to patent evalﬁation are that
géneral perceptions of patent reliability and enforcement.costs become
controlling.ovef analyées of'the specific patent and investment ’
opportunity. While there is no sound statistiecal evidence known to OTA to
show. how 1mp0rtant general perceptlons are in evaluatlng patents, they can
play an important role.

“The bases for decisicnmakers to form their general impressions of .
patents are varied and include direct experience and information obtained

from the media, education, collegues and patent counsel. - There are risks

‘that the experience and. information may not. provide an accurate picture:of

patent reliability and costs of enforcement.

As discussed in chapter 4, the reliability of patents in general is

not known to any degree of accuracy, and there are few measures available

~for assessing patent reliability. Emphasis has been placed on litigation

statistics because they are the most visible statisties relating to patent
reliability and the rate at which patents are found invalid by the courts.
Many books and articles relating to patents haveJemphasized_the likelihood
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based on intuitive analysis. The evidence that does exist is.inconclusive
and suggests that problems with patent reliability and enforcement costs
are not having an effect on a majority of these decision. This is not
unexpected since for many types of inventions and innovations, patents are
not primary considerations in deciding whether to undertake the activity.
But for those inventions and innovations for which patents may be essential
to provide the economic Justlflcatlon to undertake the activities, the
coneerns over patent rellabllty and enforcement costs have more SLgnlflcant

- implieationsy

How the decisionmaker, whether a manager, entrepreneur or investor,
vieWs<patent feliability and enforcement costs is Important in determining
the incentive value of patents. A wide range of views exist and it appears
that many decisionmakers rely on intuition and general perceptions of

patents rather than technieal, marketihg'and-legal-analyses of the specific

patents involved. Because of thé_lack of balanced information and suitable .

methods for evaluating the reliability and costs of enforcement of patents,
risks exist that widely publicized litigation statistics and anecdotal.

accounts relating to patent reliability and enforcement will bias the
- perceptions: of patents. |

The Tmplications of Patent Reliability. and Enforcement Costs After
Innovation ' R

Equally important to the role of patents as an incentive_for

_ipnovation and the creation of new technology enterprises is the effect

that patents subsequently have on the new technology enterprlse, industry

and soclety in general.

The private benefits realized by the innovator through patents are
difficult to determine; assessing the social benefiis is even more .
difficult. - Two studies have attempted to measure in a broad sense the
social and private rates of return from investments in research and

development for a total of 37 innovations of varying importance, not all of
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The Patent, Trademark, and Copyrlght Research Instltute of the George
Washlngton University condueted a survey study based on sample patents
issued in 1938, 1948 and 1952 to selected large and small companies. The
study found that for large eompanies, 52 3 percent of the petents were
categorized as being in current, past, or 1ntended future use and that 73. 6
percent were considered "useful"™ by the patent owner (either through
commercial exploitation, or because of eompetltlve or other value). For
the small companies, 74.8 percent of tne patents'were reported in current,
past or intended future use, and 79.5 percent were considered to be
"useful®™. The study explored.whether.the_patent owners considered their
past or currently used patented inventions'to'have had a beneficial effect.
Overall, 84.2 percent'were found to heve'a‘faverable effect in terms of
increeseduSales, reduced'produetionlcosts and other favorable factors. The
stﬁdy results pertaining to.the effect of patented innovation are
summanized in tables 7-1 and 7-2. ' |

The study further attempted to learn whether the use of the patented
invention resulted in a net monetary gain or loss. Few useable responses
were obtained,.end therefiSZSOme question- as to the accuracy of the
responses. Hewever-'a‘wide variation was found. For patented 1nvent10ns
resulting in a gain, the median was $22 000; that is one-half of the
1nvent10ns_resulted in a net gain at the- time of reporting of $22,000 or

more;‘and one-half of lessrthan $22,000. The average gain (for the 76

reSpondentsf was over $NHQ,OOO with the range being from $1,000 to $15
million. Stx respondents reported net losses with the average loss being
$10,000. {Barkev’s. Sanders, Patterns of Commercial Exploitation of
Patented Inventions by Large and Small Corporations, Patent, Trademark, and
Copyright Journal of Research and Education, vol, 8 (1964) p. 51-92)

Because of the ekpected tendency of respondents to inflate their
Successes and a reluctance to report any patent as devoid of palue, the
results of the survey may-overstate'the exploitation'of patented'
inventions. Moreover, 51nce the data is two decades old, additional

caution must be exercised in draW1ng conclu51ons relevant to the present
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Corporations grouped -

according to net
sales in 1949

Larger Corporations
Smaller Corporations
{Total)

Larger Corporatiohs
Smaller Corporations
(Total)

Larger Corporations

Swmaller Corporations :

(Total)

Table 7-2
The Use of Patented Inventions In Past or

Current Use At Time of Survey for Seemed sel2¢i‘
Patents Issued in 1938, 19”8 and 1952

Industry Use : - : -

Extensively - Moderately Limitéd 411 Other 1

No. 3 No. 3 . No. % ~ HNo. y |

7 37.9 . 53 26.1 63 ' 31.0 10 4.9

34 38.2 26 - 29,2 26 29.2 3 3.8

171 38.0 - T9 . 27.0 39 30.5 13 4.5
Volume ‘of Sales _

Markedly : Moderatsz Slightly Not at all Other!
No. 3 . No. No. 3 No. b4 No. %
‘22 10.8 40 19.7 ¥ z2.2 0wy 23.1 Wy 24.2
12 13.5 23 25.8 24 27.0 17 19.1 13 146
34 . 11.6. 63 21,6 69 2§.6 64 21.9 62 21.2

iProguetion Costs ) ..
19 9. 32 - 15.8 30 1.8 . 6 ~ 32.0 - .57 27.0
5 5.6 . 10 11.2 T 7.9 15 57.3 - 16 17.9
2 8.2 N2 W31 g2

; erbre . .
1Includes “unknown" or. unanswered and-all other eplies not included in the speieife eateogries shoun.

SOURCE: B. 5. Sanders, p. 76 77, 79.
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was'strong (Davld Ford and Chris Ryan,_Taklng Technology to Market
Harvard Bu51ness Rev1ew, v. 59 (Mar. -Apr. 1981) p. 117- 126 at 121- 124)

'Although patents were requ;red by Dolby to have llcensable technology, lt

is llkely that had Dolby 1n1tlally entered the large consumer market non- .
1nfr1nglng, competltlve technology of large manufacturers would have
captured the market.

Whlle a basic patent has often 1ed to the formatlon of a new 1nduatry,
in some instances improvement patents have been obtalned to mazntaln a.

monopoly p051tlon and thereby continue to secure 1noreased prlvate returns .

- after the expiration of the basic patent. One of the most frequently cited

cases involves the 1ncandescent lamp,.however, similar accounts exist for

the telephone, float glass, and xerographlc copying 1ndustrles. General

Electric acquired Thomas Edison's basic patents on incandescent lighting

and developed a market._ General Electrlc then obtalned the patents on
tungsten fllaments and 1n51de frostlng, as well as other 1mprovements h
Through advertlslng and prlclng the publlc demand shlfted to the products
covered by the 1mprovement patents and the company was able to control the
market. The patent on 1n51de frostlng was eventually declared invalid by
the Supreme Court and in 19&9 a New Jersey Dlstrlct Court ordered General
Electrlc, among other thlngs, to dedleate to the publie 1ts patents on '
incandescent lamps and lamp parts. {(Vaughan, p. 120, 121, 225) '

(FN~-More recently, Xerox Corporatlon entered 1nto a consent decree
under which it would offer its basic plain paper copler patents at no

royalty and its other patents at nominal royalties, plus the right to non-

exclusive lioenSe under any xerographlc patenta of the licensee.
(Antitrust, Uncertainty and Technological Innovators, p. 31. See also
discussion regarding E. I. duPont de Nemours & Co. titanium leOlde

technology at p. 21-22. DuPont prevalled ln the lltlgatlon )

The preceeding examples illustrate three situations in which patented
inventions led to private gains for the patent owners, yet in each, the
patent played a different role. For Dr. Smith, the returns would have been

P
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The private benefits to the'patent_OWner can be achieved regardless of

‘the validity oflthe patent. The Temporary National Economlc Commlttee

reported in 1941 that litigation was being used by some patent owners as a
weapon of business aggression. (Final Report and Recommendations of the
Temporary'National EconomicVCommittee,'Senate Document No. 35,'77th

‘Congress, First Session (1941), reprinted in Journal of Patent Office

Society, vol. 23 (May 1941) p. 383-389) The weakest of patents.can offer a
threat to potential defendants because of the expense and disruption of

'patent litigation, and the patent owner may be able to 1nt1m1date the trade

and customers from dealing in a competltor s product under the threat,that

© they would be sUed for infringing-the'patent. (D. L. Ladd, Business

Aggression Under the Patent”System, University'of Chicago Law Review; Vol.
26 (Spring 1959) p. 353-375, 367) For example, Internatlonal Industries
and Developments, Inc., owned a patent on a llquld cleaner for silver.

_Farbach Chemlcal Co. also made a lquld cleaner for silver. W1thout

'analy21ng the competltor s cleaner or notlfylng the competltor the patent

owner malled 8 000 letters to the trade statlng that persons selllng
unlicensed cleaners would be prosecuted as lnfrlngers. The court found
that the patent was not 1nfr1nged and that the patent owner used unfair
competition. (Internatlonal Industrles and Developments, Inc., v. Farbach
Chemical Co., 145 F.Sup. 34 (5.DP. Ohio, 1956)) |

Although the courts will flnd unfalr competltlon practlces or h
antitrust v101atlons if the. patent owner uses his patent in bad falth as a
tool’ of bu51ness aggression it 1s dlfflcult to draw the dlstlnctlon between

‘a good faith and bad faith 51tuatlon. For example, in 1977 Loctite Corp

sued its smaller competltor Fel- Pro, Inc., for patent 1nfr1ngement. 7
Loctite had tested Fel-Pro's product an aneroblc sealant to determlne
whether it infringed the patent however, the person who conducted the
tests for Loctite questloned their validity. A& dlspute arose over whether

Loctite purposefully withheld, concealed and suppressed the evidence )

concerning the uncertainty about the infringement. Fel-Pro asserted. that
Loctite was using the suit solely to thwart competition. The Distriet
Court judge found in favor of Fel-Pro and ordered Loctite to pay to Fel-Pro

DRAFT | 127




10

15

20

30

25

The other side of the coin is that the'unréliability of pafents and
the practicalities of enforcing patents can lead to business aggression-by
competitors of the patent owner. ' As stated in a staff report of the
Subcommlttee on Patents, Trademarks, and Copyrlghts '

‘M"The present uﬁcertainty'With‘respect_to the jﬁdicial
'standard of invention' plus the delays and costs of
litigation may induce a-patent'hdlder~to grant a
license to the infringer rather than sue." (An
Analysis of Patent thlgation Statlstlcs, Staff Report
of the Subcommittee on Patents Trademarks, and
Copyrlghts of the Commlttee on the Judiciary, United
States Senate, 86th Congress, second Session (1961

p. 6)) ' '

' The courts have the power to grant multiple damages as a deterent to

bu31ness aggr9351on by competitors to the patent owner. (35 USC Sec. 284).
However, the courts have generally exercised this power only when the .
infringement has clearly'béen willful_and wahtbn;V(JOSeph M, Fitzpatrick,
Damages in'Trademark and Patent Infringement Litigation, APLA Quarterly
Journal, vol. 8, nc. 1 (1980) p. 29-45, 42) ‘Determining what is a good -
Faith belief that the patent is iﬁvalid_or not infringed and that which is

a bad faith belief is difficult, and because of the public interest

iﬁvoived in patent'validity, good faith is often liberally construed by the

courts., (Yoder Bros. v. California-Florida, Plant Corp., 537 F2d 1347 (CA

5th, 1976}) Even if the issue of patent validity or infringement is raised
in good faith, the duration of the litigation may well favor the alieged
infringer since if he lost, he might be enjoined from practicing the

invention in the future but would have enjoyed past use of the patent at a

reasonable royalty. (See Devex Corp. v. General Motors Corporation

(CAS, 1981) in which damages were assessed for past

infringement and interest charged from the date the infringement begén;)
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royaltles durlng the court lltlgatlon, and, the licensor is prohlblted from
terminating the license because the patent was challenged ( )
While this policy facllltates patents be1ng challenged in court there are
anecdotal accounts of a patent owner being threatened w1th a su1t by a°
licensee challenging the validity of his patent in order to secure more .
favorable licensing terms. Moreover, since the licensee risks only his
attorney fees, an attractive business plan is to negdtiate a license under

the most favorable terms. possible and then challenge the patent.

To provide some idea of the frequeney‘that'licensees challenge

- patents, court cases were reviewed from the District Court and Court of

Appesals, repofted in the United States Patents Quarterly in 1980, in which
a decisioh concerning patent validity or infringement was rendered. Eight
of the 89 decisions explieitly stated that a patent license agreement was
involved In five of the elght suits, the patent was found valld -The-
number of suits involving parties to a license agreement was probably
greater since the reported oplnlon may not have expllcltly said whether a
license agreement existed. OTA also surveyed the patent counsel of 211
lafge‘corporations; Of the 118 useable responses, only 8.5 percent
indicated that assertions of patent validity were the most common problems
in their ekisting licensing agreements. The primary problems were .
complaints that the financial terms of the license agreement had become
unacceptable and assertions that certain product modifications were not
coVered by the patent or'the license agreement. This survey is not '
intended to be'representative of the universe of patent owners and

-licensees, and small companies may have different experiences with problems

in thelr licensing arrangements.

In conclusion, patent reliability and the practicalities of enforcing

patents have quite varying effects on patent owners, on commerce, and

_soclety in general depending on the relative positions of the parties and

their strategies.  The uncertainty of the validity of a patent often
enables the cost and duration of patent litigation to become a material
Tactor in determining the private benefit received_by the patent owner and
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: Chapter -8 :
Leglslatlve Approaches Affectlng Patent Rellablllty
- end the Practicalities of Enforcing Patents

Intrgdugtiog

_ Although the U.S. patent laWs-have been frequentlyfamended'and.were
finally codified in 1952, the basic principles underlying those laws have
remained relatively unchanged since 1836. This has. not' been for lack of

: recommended reforms. There have been numerous'studies of the patent system

and recommendations to change the patent laws. _In'reoent years, there have
been two major studies'by the Executive Branch pertaining to patents:. The
Reportrof the President's Commission on the Patent System, 3966' and the
Domestlc Policy Revzew on Industrlal Innovatlon, 1979 These studles have
been supplemented by others, both governmental and private. Representative
of the- more recent studies are The Committee for Economic Development |
statement on Stimulating Technologlcal Progess, 1980 (large bu31ness
orlented) and The Small Busmness Administration, Office of AdVocacy Task

- Force on Small Bu51ness and Innovatlon, 1979. Each of these studles -

: recommended_maJor changes in the patent laws. -

Whlle not: all 1nclu51ve, these four studles provide an insight into
the particular types of recommendations that have been offered which could
affect patent reliability and the practicalities of patent enforcement.
Table 8-1 provides in summary form those recommendatlons that appear

'dlrectly related to these issues and their status. . These studies, however,

made many recommendatlons other than those recxted in-table 8- 1 that can
have an effect, albeit less direect, on: patent reliability and the
praetlcalltzes of enforcement. Appendlx III prov1des a complete list of

these recommendations. -

A focus'of this chapter is.to reViewﬁthe impiications of the general
approaches recommended by these studies for: improving the reliability of
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Table 8-1 (con't) -

Recommendation " Pres. Coom. .- DPR-PAT - ‘DPR-SB = DPR-PI JomseA - ' Status '

More judicial control ' " Rec XXIV “Prop IV . -:;:_“;;.: _(pagé:1975)- - - 7 Ne legialation (legislation not
" over-discovery AR Sl o R P - . . required for implementation)
Voluntary arbitration - e e s f" ’f '1" i page 55 - .  Passéd by Senate S. 2255, 94th Congress
. ’ : o R R : U : i : Proposed in 97th Congress, H.R. 6260
.(:ourt deeisj_on on . . REQ XKV 3 Cm - T o . _ : - .:' EE - - - - Nolegislation (.légi.slation_ not
stipulation of facts - ) o = B I T CoT . -+ . required for implementation)
Permit licensee to agiee : L o Prop X = oL = .._ -  No- 1eégisiation (legislation aetting
~ not to challenge patent c o e o B AT N T _forth rights passed by Senate S2255,
’ - : ‘ o T T AL Consress)
fction against importer - - Reo XKL T £"_‘_ SR page 57 - International Trade Commissicn

of product made by - L e g . " established (19 USC 337)
infringing process . ‘ : : : : S ) ’ : o EE R, .

Legal aid for protection S S e o page 198 L -~ No legislation
from patent infringement S : . : S S - S . o

Specific Sugestions.for Study, No Recommendations

Different classes of patents - g ’ Item D~ - '; S . page 57 o legislation
Expert panel for patent - . - - - 'Itém Fooo S s o = - - No legislation
dispute‘resolution : S i ‘ '.- oo . g A

Pres ann:- The Report of the Preaident's Commisaion on the Patent Syatem, 1966 . :
DPR-Pat: " Advisory Subcommittee on Paternt and Information Policy, Domestic Policy Review, 1979

DPR-SB: - Advisory Subcotmittee of Small Business ‘Members, Domestic Policy Review, 1979

DPR~-FI1: Public Interest Subcommittee Houce, Domestic Policy Review, 1979

CED: i Committee For Economic Devalopment, Stimulating Technology Progreas, 1980

SBA: . - 3mall Busiress Administration Office of Advocacy Task Force, Small Business & Innovation, 1979

-1Genera11y believed not necessary if a national court of appeals- for patent diaputes were established

Recommended against patenting. computer programs

3Generally belleved that Government's need - to. develop a computer-based search anid retrieval system 1s unsubstantiated :

Generally -believed that- reexamination would increase rather than decrease litigation costg o

5Genera11y believed that would be inefrective and not provide the savinga necessary to enableé 1ndividuals and small busineases ‘to be involved in

litigation

SOURCE: Office of Technology isaaessment.
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. As can be seem from the previous chapters, this recent Congressional

legislation is expected to have an appreciable effect on patent reliability
and enforcement as it is implemented and assimilated into the patént
system. Although it is too early for the ultimatesimpact of this
legislation to be accurately.assesssed (reexamination has been implemented
only since July 1987, the report on computers is.not yet complete, and the

~new court begins its operation in October, 1982) _the potential effects

have been considered in the follow1ng dlscuss1ons of the three general

legislative: approaches.

- Providing More Resources to Improve the Qualitv of Patent Examination

The ultimate goal ofuanyapatent examination is}to issue only patents

on inventions that are patentable over all the prior art and-fully meet_all-_

other statutory requlrements for lssuanee._ Practlcalltles of fundlng,

manpower -and the subJectlve nature of patentablllty determlnatlons dlctate

that thlS goal of total rellablllty is not.- feas1ble. -

» The_bnoad,issue; therefore, is what quality of patent examination.
should: be. sought. Beyond the:fact that patent examination: quallty 1s
v1rtua11y 1mp0551b1e to measure with any reasonable degree of pre01310n,

‘ 'some standard must be seleeted for evaluating the costs and benefits of

changes in. the quallty of patent examination.  :Is: the standard to be the
1mpact on lnnovat;on,_the effect an 1nd1y1dua1s;whosefconfidence_in,patents
is erucial to decisions affecting innovation; or.iS;it_SUfficient,to try
and achieve as high a quality'as can feasibly be obtained° 'Eaeh'of these
will. suggest a, dlfferent optlmum quallty of patent examlnatlon from a P

' ,cost/beneflt standpoxnt.;

The 1966 President's.Commission and the 1979 Domestic Policy Review
both used the "impact on innovation" standard in strongly reconmending that
funding for the Patent and Trademark Office be.increased;to_provide_fof_
better quaiity patent examination so that the reliability and
enforceability of patents was enhancedla;But.both.studies4relied_on
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with patent examination-:quality are that pricr art searches: conducted by

examiners can fail to uncover the prior art most relevant.to the claimed

invention, and that the judgment used by the patent examiner in determining

" patentability can be: unsound. " In addition, many courts appear to lack

confidence in. decisions. of- patentablllty by the Patent and. Trademark
Office. At 1east some of this:lack of confidence derives:from. the courts'

- perception of the quality of patent examination and- from & general distrust

_of ex.parte proceedings.

The studies-citedfearlier proposed four general types of activities to

' address these particular problems. - They are: establishing an internal

review.of all allowed patent appllcatlons, 1ncrea51ng examiner. time for-

prior art searchlng, 1mprov1ng access to prior art; and permlttlng publlc \

=1nvolvement in the grantlng of patents._ These act1v1t1es w111 be dlscussed
".below S ' "

Internal revieyw: The Domestle Pollcy Revxew Subcommlttee on Patent

‘and. Informatlon Pollcy speclflcally recommended . expandlng the- Patent and

L Trademark Offlce quallty review program. to 1mprove the quallty of patent

examlnatlon. ~(DPRy p. 154) The Publie: Interest Subcommlttee in-its.

-comment. on the. Patent Pollcy report suggested that- "an offlce should be

created within. the Patent and. Trademark Office: to represent the publlc ‘

'1nterest and assure. the expedltlous 1ssuanoe of valld patents, prompt

,nreJeotlon of others, and the. overall compllance w1th potential . prov151ons."

(DPR, p.- 197) Each of- these approaches: prov1des for an 1nternal review of

decisions to. grant patents and offers the potent1a1 for 1ncrea51ng the

quallty of patents in general. Y

A more:. exten51ve 1nterna1 review of dec151ons Lo grant patent

applloatlons provides the potentlal for a better and more uniform: quality
patent. 'As discussed in Chapter 5, only a portion of the allowed U.S.

patent applications are internally reviewed either through the quality
review program or by the supervisory primary examiner. The depth of these
reviews varies.: But they demonstrate that there. is room for improving the
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of three examiners (two technical and one legal);tthus providing. a .form. of

internal review.. Since the European Patent Office received its first

patent'application in 1978, there has not been a. sufficient record to- base
a sound determination on the level of quality and unlformlty of '
patentablllty dec1510ns.

Because of: the. iack of accepted and accurate measures of patent.
examination quality, any improvement in patents in general due to 1nterna1
reviews may. not. be clearly recognized by the publlc,_let alone_quant;fled,

particularly in the short-term. Thus, internal reviews.may not effectively

-~ change the public perception of patent reliability...

Implementation of an internal_review systechould.pose_problems for
the Patent and Trademark Office. ' For instanee; the internal review - program-
would. ellmlnate "full 51gnatory" authorlty for: patent examiners. and
adversely affect the patent examiner's perception of. his role.'_Therefore,
opposltlon ceuld.be,expeeted_from_patentaexamlners.:- ' '

Also the manpower requlrements of the Patent and Trademark Offlce

“would 1ncrease sxgnlflcantly as a result. of 1nternal rev1ew., Assumlng thatsl.

- the amount of time: requ1red for a limited review of an' allowed: patent

,Qappllcatlon would be. somewhere between: 2. and- 4 hours and if the lnternal
' review were to lnvolve searching, at least an- addltlonal 2 to 4. -hours,: and

. assuming- 60 000 patent appllcatlons were allowed per year,. a mlnlmum of . 1oof_

additional man years: would be needed for 11m1ted reviews and 300 addltlonal”

man years if the rev1ews involved searches. . The manpower- to. meet these

requ1rements is. not currently avallable, and. stafflng and tralnlng would
take several years W1th a dlsruptlon of. patent examlnlng operatlons durlng
that perlod of tlme. i

In summary, implementation of an internal review program would. present

- major institutional problems for the Patent and. Trademark Off;ce.; .

Although reviews-could.improve the reliability of patentsiby reducing the

.. frequency of,examining:mistakes,-public~awareness of this improvement. would
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(See table 5-5}) Since the standards used by the-quality review program. are

‘qulte restrlctlve, lt 1s likely that the quallty review results understate
- the likelihood that better prior art will be uncovered._ This evidence,

whlle-not conclu51ve,_suggests that, assuming all other factors (such as
examiners' search file.siZe) remaein the-same, an. increase in time auailable
for searching would result in an appreciable;-but‘not substantial,,decrease-
in the frequency that patents are issued with questionable validities.

Clearly, however, there is room for improvement. in searching, and more
time allocated for searching can achieve improved quality of searching. . |

~ The most profitable use of any additional search time appears to be to

conduct searches in additional data bases (e.g., commercially-available’
computer data bases) rather than. extending ‘the search of the examiners'

search flles 1nto additional, and much less relevant subclasses. The_r

'addltlonal data bases can thus serve:- to double check the results of the

prlmary search of the examlners search flles 1n the event. that.a: pertlnent

3fdocument ‘Was overlooked or m1s51ng Irom: or. not properly claSSlfled lnto the

relevant subclass. Moreover,_the addltlonal data bases can contaln

technlcal 11terature and forelgn patents not typlcally found in: the

-examlners' search flles The problem w1th extendlng searches 1nto _ _ _
addltlonal data bases is: that few approprlate data bases are avallable and_;'~t7
:those that ex1st are dlfflcult and expens1ve to access._ The most loglcal

supplementary data. bases are the commerc1a11y avallable, computer as51sted:
search systems that are frequently used by prlvate partles seeklng to i
challenge the,valldlty of patents and that.often contain documents not.

found in the exaniners"search files. These reguire some. expertise to use
and can be expensive (many data bases charge about $100 per. hour of access - - o

'tlme) _There' is no adequate 1nformat10n avallable to determlne

conclus1vely how much 1mprovement in search quallty would be achleved
through the use:.of- commerc1a11y available. search systems, and at what costs

;Studles presently being: conducted by the Patent and Trademark Offlce are.

expected to provide some data.
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without regard to- fundingf(P.L. 96-517, Sec. 9) '(OTA has not attempted to

-review the Patent and Trademark Office. plan, nor has. it econducted an

1ndependent study . of computerlzed search systems. )

Although computer-assisted searching is being widely used by the

private sector, manual searching of patents at the files of the Patent and
Trademark Office still dppears to-be,the‘predominantrsearch effort.*_'(FNj

OTA survey of Industrial Research and Institute members (large research
oriented corporatlons) indicated that 92 percent of 158 respondents had
computer-assisted search capabilities; OTA survey of ACPC indicated. that

- for important inventions in their major area of research, 89 percent of the

118 respondents would consult the patent files at the PTO to_determine the

relevant prior. art to assess potential patentability and.52_percent would

consult ex1st1ng computer ass1sted search systems.) .The. eXistence and use

i of: commerc1a1 COmputer data bases for prlor art searchlng does .not. mean

'that the technology ex15ts to efflclently use: computer assmsted searchlng

I,as ‘the- prlmary,;nformatlon retrleval tool for patent examlnatlon.wx

Moreover, computer asslsted search systems have 1mp11catlons for the

U operatlon of the Patent and Trademark Offlce and for soc1ety 1n general.-_:'”
,fAccordlngly, a clear focus needs to be placed onthe: obJectlves of:the

system._

The major-considerations=in.assessing_computertassiSted,search systems

are: °

o} 'whether'the system provides an improvement overfthe existing
manual: system in- terms of -the thoroughness of the search '

"'rcost effectiveness,. and user, compatabillty and can grow w1thf-f;-.

. changlng technology and flle growth._.

o whether'the existing'paper—basedfsystem can be maintained as-

an effective and reliable information retrieval tool;
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text search eliminates theadependence;on'correctly assigned‘index terms. and.
can recover information which may be of only. secondary importance in the

document but of primary importance to the search. Hybrid searching

L;_technidUes are available that combine these iwo systems.

It is‘important.that the.complete,text of the patentfincluding;its””
drawings should_be quickly;available-through=the,computer system to ' -
minimiielthe time*required“for»the_examiner'to-determine,whether,it_is
relevant to the subject of the search. ' If the examiner must turndto o

another'data base (such as the examiners' search files) to obtain these.

- documents, the time and effort required can discourage thoroughness.

. The. manner'of‘implementing a computer- assiStedfsearch-system-is as

7.1mportant to its. Success.as the. technology The. institution of“a'computer—c
:a551sted search system ln the Patent. and Trademark Offlce would represent. ap?':
:”maJor change in. operatlon._ Stafflng requlrements would be affected, patent~]§7-'
p;examlners would need. to develop new. skllls and at least lnltlally, the |

'_tlme to: conduct a computer a551sted search would exceed that requ1red for

the. patent examlner to conduct A manual search of the examlners’ search _._'

“_f;les.;;;

-Some employeesfof the Patent and'Trademark-Office'are likely. to resistr

the adoptlon of a. computer assisted search system ‘because- of concerns that -

- - staffing requlrements will. change with the advent of computers and that. the o

productlon goals for the patent examiners: may be- affected ..Support staff

.dislocation will oceur if the examiners' search files are disbanded.

Because patent examlners w111 flnd computer searchlng 1nvolves
dlfferent types of skllls than manual searching, SOme re31stance 1s
expected (Report of the: Surveys. and Investlgatlve Staff, House
Appropriations Commlttee,-February-l,-1980, B 9.10) Manual searches
reQuire.plodding through a mass of documents_to.uncover those of relevance.

Computer searching requires. that the patent examiner have the skill to

develop a strategy that.will retrieve all oftthe_relevant_doucments”uithout
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and completeness.. Until. the .computer-assisted search system is shown to be
more effective, the paper. ‘examiners' search files. will continue. to be an
1mportant,:1f not the most 1mportant, datacbase for_the_patent exam;ner,'

Increased_reclassification'activitieS“have.significant implications
for: the quality of searching. In the Short'term -reclassification can
reduce. the number of documents in a glven subclass: and thus: enable. the
patent examiner to review more thoroughly the documents in the subclass and
to extend:search: to more subclasses.  In the long term, smnce.the Patent.
and Trademark Office has found_that without reclassification the time

- required for searching increases more rapidly than the increase of

documents in the examiners' search-files,. recla551flcatlon w1ll be
necessary to enable reasonable prior art searches to be: conducted Wlthln
the patent examlners' tlme constralnts._ (D. Steln, 1nterna1 PTO '

. memorandum, 1978) Moreover, computer a551sted search systems that could be .

'”adopted By the Patent and Trademark Offlce are based on the patent _
classification system Thus rec13551f1catlon needs may cont1nue beyond

the time that the paper flles are replaced w1th computer a551sted search

| asystems

: In the last 20 years the documents 1n the examzners' search flles

. trebled yet the average: time spent by the patent examlner on prlor art:

searchlng ‘has been malntalned at a, relatlvely constant level through =
reclass1f1catlon.' Whlle there are llmlts to recla551flcatlon that 1s,

eventually the subclasses become 'S0 narrowly dlrected that a greater number
-of subclasses will have to be searched. to make-a reasonably thorough search

of a concept the p01nt of dlmlnlshlng returns appears to be well in the
future. “ ' ' I '

Patent.reclassification is: expensive, andrthelcomplexity”of

- reclassification increases even more rapidly than the growth of the

examiners' search files. . Hence, maintaining the examiners' search files
can be.expected to require-ever_increasing_efforts.[,chever,_techniques-
such as computer utilization are'expected_to:be'developed which will
inecrease the efficiency of_reclassification. ' '
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argumentSQOf-those"who:opposed-the-granting ofpthe patent, and . thus

- stimulated the patent examiner to more_thoroughly consider the pdblic '

interest. Other studies_haye‘placed a greater importance,-on inte;,partes
proceedings.'-For example, 'the Public Interest Subcommittee of the Domestie
Policy Review recOmmended ‘inter partes proceedings: to. challenge the -
granting of patents on.a selectlve basis. . (DPR, P: 197)- (See.

P.J. Federico, Opp051tlon and Revocatlon Proceedings in Paténthases,ﬁtudy_

No.. 4, Senate Subcommittee.on Patents, Trademarksﬂand-Copyrights,lreported .
- in Journal of the Patent Office Society, vol,p39<{1957}tp. 325-355)

Congress has considered adopting procedures through which the public
could- have an 1nput into: Patent and: TradEmark Offlce d901slons on whether.

- to grant a patent. However, these have not. ‘been adopted prlmarlly because o
| of concerns that such. procedures would 51gn1f1cantly delay the 1ssuance of, _f
| a- patent and: fac111tate the harassment of small bu51ness and 1ndependent

:1nventors. (Senate Report No. 94- 642 Patent Law Rev1saon 94th Congress,
l1st Se551on (1976) p. 27) The leglslatlve emphaszs has therefore been on.’ o _
'-post 1ssuance proceedlngs and reexamlnatlon proceedlngs that embody a formii}dh;-]t_fj

"rlof post 1ssuance reV1ew of patents were enacted ln 1980.g;ug,u_j,,_;

Post lssuance publlc proceedlngs, however cannot provxde the patent ___f:,:.
owner with: greater assurance of the- rellablllty of hls patent unless hls -
patent becomes involved ln a proceeding.  Nor- do post 1ssuance proceedlngs L
y-{o ‘to. the ‘heart of the problem raised by many Judges, that lS, the absence ;_ o
_of an _ntg; ga;_gg proceedlng prlor to. the grantlng oft a patent.~--

~ The Practicalitieslof_PrefIssnance Public InvolvementzProceedings;_ﬁ

' Almost all maJor 1ndustr1a1 countrles have proceedlngs in: whlch the

publie may oppose the grantlng of a-patent. before 1ssuance (OppOSltlonS)

- The experlence w1th these forelgn opposition systems is.a useful guide. 3”'

(Edward F. McKle, Jr., Proposals for an Amerlcan Patent Opp051tlon System
in Light of the Hlstory of Forelgn Systems,.Journal of -the Patent Office _
Soeiety, vol. 56 (1974) p.. 94-102; Robert_H._Jacob;*"Undesirable.Aspeots'of
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In West Germany and-Japan there is little tactical-reason for.not_

challenging a patent appllcatlon before it is granted Firstr the time

'requ1red for the opp051tlon proceeding reduces the effectlve patent term

| _
wh;ch runs from the time the patent application is flledr Only after the

patent is granted can the-patent—owner enjoin others from making, using or

~ selling the invention, although he-can colleet damages in-the-amount of a

: reasonable royalty for 1nfr1ngement prlor to: the grant of a patent. .

Second, after the. patent is granted ‘a challenger must still go-the patent'
offlce to. contest the valldlty of the patent and these revocatlon, or o

nullity, actions. are more expen31ve and place a greater burden on the.

‘ challenger than an-opp051t10n.- The validity of patents is determined by
“the. patent office but-issues of infringement are dec1ded 1ndependently by

- the courts. Thus, a: challenger may be. enJolned from. maklng, using.or e _
_selllng the 1nventlon even though the patent lS llkely to be: found 1nva11d-

- by the patent offlce.l_f BN : e “

The dlsadvantages of the opp051tion system relate prlmarlly to: the

' delays in: resolv1ng the 1ssues. Wlthout an appeal the delays are:.

fwfrequently about three to four years in: West Germany and Japan :
.'{_(Schwelhardt p. 169 and Takehlko Suzuye Patent Opp051t10n System An:

‘ Japan, A P LA Quarterly Journal vol. 4. (19?6) 202 214 208).There:. are
o anecdotal accounts of opp051tlons belng resolved after the challenged

patent has explred. (McKle, p. 97) L

Another problem whlch has: been noted w1th opp051tlon systems 1s the

~burden that is placed on the 1ndependent 1nventor and. small bu51ness to
rnrev1ew allowed patent appllcatlons for purposes of. OppOSltlon. There 1is .
'l'some dlsagreement as: to the magnltude of the burden placed on: 1nd1v1duals .
and: small bu51nesses.u One group, prlmarlly composed of prlvate .
_practltloners, argues that monltorlng the- publlshed patent appllcatlons is
~not a problem and involves moderate costs and. reasonable amounts of time.

(Ruger, p. 154} . Others argue that many individuals and small businesses |

-lack the resources for monitoring publlshed-patent_applloatlons-‘.(McKle,-

p.'_)-
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‘uncertainties as to whether a court will apply the same: standard for

patentablllty as the patent examlner.

~Since valldlty 1ssues of U.S. patents. are. -decided by.the DlStPlct
Courts, some concern. exists as to whether a pre-issue public 1nvolvement

proceeding: would.prov1de-a5~great anz1ncreaserln.patentﬂrellabll;ty_as

-experienced'in these countries... This. concern'appears:to.be,borne out by

experiences with i _nter partes protests in reissues. - (See the Patent and
Trademark Offlce comments supportlng abollshlng "no fault!. reissues,. 47

F.R. May 19 - 1982, p.. 21746, 21748)"

The potentlal for abuse could be reduced’ by maklng the publlc _
1nvolvement proceedlng an essentlally ex parte: proceedlng such as now {~*
exzsts ‘with reexamlnatlon and as. was proposed by the: Pre51dent S Comm1551on '

on the Patent System 1n 1966 (Pres Comm i P 23 24) & questlon arises:
AT 'has to whether the absence of an _nter par“es proceedlng w111 detract from
. L1500t
SR fipubllc 1nvolvement proceedlngs. Some- gu1dance can ‘be: gathered from

the. confldence placed 1n the Patent and Trademark Offlce decls10n ing the

. experlences w1th reexamlnatlon._ Because of the brlef tlme s1nce
‘_reexamlnatlon was 1mplemented, 1nsuff1c1ent data ex;sts from whlch to draw r; el

a: conclu51on. However, prellmlnary results 1nd1cate that ‘the- courts are

looklng at reexamlnatlon w1th mlxed v1ews.~ In one; case a Dlstrlct Court

proceedlng was. underway because the court preferred the advers;al nature of

the relssue proceedlng._ (Dresser Industrles, Inc v Ford Motor

" Co.: . (N..D. Tex ))

Another concern whlch has been expressed about the operablllty of

_ .'procedures for the:. publlc ‘tor seek a dec151on from the Patent and: Trademark:'ﬂ -
L Offlce on the valldlty of a patent is that the publlc may have 11ttle '
-‘1ncent1ve to use the proceedlng. .(Abramson, Should the U. S - Adopt A

Reexamination Ssytem, Journal of the Patent Office Society, vol.-52 {1970)

4O7-427) Although there is widespread use of opposition proceedings in

West Germany and Japan, there are indications that similar incentives do
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flndlrect means, such as reduclng the number of patent appllcatlons

The-present-patent reexamination and-litigation'procedures provide'no_

51gn1f1cant incentive for- the use of pre-issuance publzc 1nvolvement

-proceedlngs and thus' these proceedings. are not. expected to increase

appreclably the value of patents as incentives for undertaking. innovation.
However if the quality of patent examination deteriorates, pre- issuance |
publlc ‘invelvement may yet become important as a means of giving. some:
degree of certalnty of valldlty to patents but: lncentives will still be.
requmred to encourage pre-issuance public 1nvolvement over reexamlnatlon or

lltlgatlon once the patent. 1ssues.

- Inereasing R es for Patent Examinati

| Implementatlon of each of the above activities requ1res an increase: 1n;
the resources (fundlng and manpower) of the Patent and Trademark Offlce per

v,each patent appllcatlon examlned - The- 1ncrease«can be accompllshed throughy_-
r.._‘:_“;_fidlrect means such as’ by 1ncreaszng approprlatlons or patent fees,_or by
| "fi examlned

Dzrect means There has been a recent emphaSLS on havlng users pay

":'for Government prov1ded serv1ces rather than supportlng these servlces w1th: g

general ‘tax revenues.” At the present tlme Congress 1s con51der1ng

_'.leglslatlon that would: alter the source of" fundlng off the Patent and SRR
T_;Trademark Offlce for Fiscal Year 1983 - Under- thls 1eglslatlon (S 2211 S,____p
'_2326 and H R. 6260 97th Congress Second Sesszon), ‘patent: fees would
‘recover substantlally 100 percent: of the cost of patent appllcatlon
examlnatlon rather: than the less: than 25, percent covered by the present fee.. ...
'*“levels._ (Sectlon 2 of P L. 96 517 prov1ded for a. 50 percent recovery of
”'costs through fees, but was not slated tov go 1nto effect until. FY 1983 )

Under the new proposals the- Patent and Trademark Office: fees: would be .. _
increased to cover-the costszof act1v1t1es,to_enhancerthe quallty of patent
appllcatlon examlnatlon.- For example, the Patent and Trademark Office
budget for flscal year 1983 (based on the assumption: that the leglslatlon
will be enacted) calls for the recovery of expenses for 1mp1ement1ng
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a;g‘U S. patent laws and woul :
Qexample, the Pre51dent's Comm1551on, among other recommendatlons, urged

'”.that the adoptlon of deferred examlnatlon be accompanled by prov151ons

LY maJor objective . of thls commlttee ln recommendlng
h'. deferred- examlnatlon is that- more tlme should: be.
- available to.the patent: examiner in the handling of. .
patent applications:™ (Patent Law. ReV151on Report.- 94-=
x 6&2;"Committee.On“thejJudlclary,_February;EH,51976)

-Itiappears:that:deferredfexamination5wouldrrednoehthe number- of patent
applications being examined. -The.experience.of West Germany. and.Japan with
deferred examination. supports this.concluSion.,- Examination. is requested

-~ in about 60;percent of patent applications in West Germany and azbout 70

percent in: Japan}; Most'of ‘the. requeStS'for-examination are submitted

_.w1th1n one year of the: patent appllcatlon flllng date however, examlnatlon_th{_
~ can-be delayed up to 7 years in. both countrlesn, (Lever DOE, P 18- 20, and. ”_;,g:
| 3236) o 8 s '

Deferred examlnatlon would constltute,_hmagor change 1n the

,requlre the evaluatlon of other changes U;Eor;klfrf

'f requ1r1ng the publlcatlon of patent appllcatlons and enabllng any party to:_hl»;;

request the- examlnatlon.3 (Pre51dent's Comm1s51on, p :20) ;- The. West German_
and Japanese patent laws have other prov1510ns whlch are materlal to: thelr_'

_ _deferred examlnatlon systems._ Most notably, 1n West Germany and Japan thef;
3 patent” appllcatlon 1s publlshed promptly and- the publlc is: prov1ded an. '
.,opportunlty to oppose the grantlng of a patent
The publlcatlon of patent appllcatlons enables the publlc to be awareg'ﬁ,v
'that a.patent. mlght lssue in.a certaln technology.; The opp051tlon

'ufthe West. German and Japanese patent systems once a patent is: granted the

patent. ouwner can. not. only seek to have. any 1nfr1ngement stopped but. ean- E

also obtain a reasonable royalty.for the use by -others of the invention:

' between;the,dateﬁof.publicationﬁof_the patent applicationgand the grant of
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'"*fh]publlshed patent applloatlon w1ll 1ssue and, 1f so,'Lts'scope, was'
_-_fff-ﬂ;fserlous problem because of the 1nab111ty of many smaller cllents to
20

Most of the arguments for and against deferred examlnatlon have. been

'based on oplnlon and have been dlrected at the ancillary provisions, such .

as_appllcatlon-publlcatlon-and opposltlon,proceedlngs,_that,render.the_-
system operable. In interViews with West. German‘and*Japanese practitioners
conducted by OTA, mixed revtews of their deferred. examination systems were
obtained. ‘' While:almost all West German practitioners.noted: that deferred.
examinatlon,had.solved.the_problem of -large: backlogs of unexamlned.patent‘

applications, opinion .varied as to whether .deferred examination was

preferred tcrimmediatelexamination.,:In general;.largefcorporationsrseemed. '
to prefer deferred examination: They makejmore'frequent-use of deferred

examination, have the ability -to capitalize on information provided by

. published applications and'have-the'sophistication to: review published‘ _
._appllcatlons to reduce the: uncertaznty of whether a. patent Wwill 1ssue and, -
'1f so, 1ts llkely scope.‘ Practltloners representlng small, cllents
lgenerally agreed that thelr cllents normally request an 1mmed1ate
hexamlnatlon of thelr patent appllcatlons and thus deferred examlnatlon -

"f*}fprov1des no 51gn1flcant dlrect advantage.; The uncertalnty of whether &

-,'evaluate the appllcatzons The concept of- permlttlng s thlrd party to : _
-request examlnatlon, that has been proposed in- the Unlted States.to prompt_}f,. .

a rapld resolutlon of uncertalntles resultlng from unexamlned patent

) appllcatlons, ex1sts 1n west Germany, but lS rarely used. (Lever DOE
';_p. 21 26 27 29) . ' e

Interviews-with ‘Japanese practitioners yielded responses similar to

~those of the West German: practltloners except that deferred examlnatlon s
';appears to be Used more frequently by- large corporatlonsuln Japan than by c"'
”large oorporatlons in. West Germany. Because of the rapld lncrease 1n flled

patent - appllcatlons in Japan, the backlog in: Japanese patent appllcatlons

~ awaiting examination 1S~snbstant1a1, but still much leSS:thanuhadsdeferred;--

examination not been instituted.' (Lever;:DOE;'p;.36-38,;and-39-40).
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R 'ffnecessary to ascertaln that Congress has the power to establlsh;aslesser

: . commerce. ThlS is: the same power under Whlch the trademark 1aws were
".establlshed._ (Art I Sectlon 8y Clause 3) : '

30

'”Wd,fhpatent system.:

_ ThisfSection_foeuSeS‘onlleSSer-patents,' LeSser'patentswareudefinedpas“
a separate c}aSSrof'patents'and ¢an be granted for inventions that do. not
meet the patentablllty standards for utlllty (regular) patents. Thus;'the
class of lesser patents would include. petty: patents and. patents which have
limited grounds upon which their validity can- be attacked. The discussion
of lesser;patents-wilintherefore-have.some-relevance to incontestable
patents but is not intended to‘providefa‘thorough"analysiS'of:incontestabye-

' patents. ' (Some papers favoring incontestable patents-are L.. James Harris,
._"Refléctidns:on*some'Rending-LegislatiOn-- Parts III and IV", Journalfofi_-

the Patent Office Scoeity, volume 56 {1974) 462-471, 523-543; Howard I.

" Forman, "Do We Really Need a-'Pefect Patent'" The Conference Board Record,

vol. xiii (January 1976) 49 52, 51, 52; and L. James. Harris and Regan. Fay,
"Certaln Incontestable Patents are Warranted" Journal of the Patent Offlce-
5001ety, volume 60 (1968) p,.2? -53) :

Prlor to dlscu351ng the lmpllcatlons of lesser patents, it ks

Questlons have been- ralsed as'to whether the constltutlonally grantedgusﬂhﬁgf;,jg;

:'_power to: establlsh a patent system: extends to the power to establlsh a
”lesser patent system s1nce the Supreme Court's 1nterpretatlon of.:

”_'"1nvent10n", as lused in the Constltutlon, requzres a: level of . 1nvent1venessfh
h:that lesser lnventlons could not meet. (Graham, et.. al., Ve John Deere |

' Co., 383 US 1 (1966)) Wlthout regard to the: 1ssue of Congre551onal power :'

':granted under the patent clause Congress still appears to: have the .

_ necessary authorlty under 1ts constltutlonal power to. regulate 1nterstate

_Patents.

‘The implications of a lesser patent system can vary widely depending.
upon- the system adopted_and'the-manner in which it-is: implemented.
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key'utility;patentJWaS-found;to”be*invalid,'could.provide;the,additionalg_

incentive needed to undertake the innovation.. Lesser patents could. also:

provide additional incentivesnto-pursue_inventions*which require many: years

to develop... With this type of invention afpotential—innovator-anticipates

that the patent on the basic invention will be at'or-near'expiration-when
the new product is- commercially'introduced._ Examples of major lnnovatlons

for which the. basic patents expired: before commer01allzatlon was: achleved

-1nclude power steerlng and office- photocoplers.n The prospect of securing

patent type protectlon on 1mprovement inventions' may: therefore be. the .only -
patent incentives anticipated: by the innovator.. Lesser patents,-because_a

I lesser'standard of patentability would be: used,. strengthen'the;anticipation
‘that’ the 1mprovement invention will be protected.- HoWever;=it“can be..

argued- that the. back up protectlon prov1ded by lesser patents is llkely not-

_;be be a materlal factor in: declslons to 1nnovate because of the lesser
f-patents' llmlted scope and term.aﬁ;

Lesser patents are llkely to:beJmost frequently USed to protect mlnor_ﬂfdglf
Tlmprovements 1n ex15t1ng products and processes and gadgets. Although -
__f;these 1nvent10ns can create new 1ndustr1es and JObS andocontribute to
.'"3product1v1ty and world w1de competltlveness, many would be 1ntroduced ln
the. absence of any patent type protectlon._ Another class of 1nnovatlons
'f:_that could be- affected by lesser patents are those for whlch utlllty
'_patents are. not meanlngful. For example, the rapldly developlng
- _electronlcs 1ndustry has. been by~ pa551ng patents because the patentable

technology is so. qulckly out-moded.. (Natlonal Academy of Englneerlng,

-Antitrust,. Uncertalnty'and Technologlcal Innovatlon, Washlngton, D.C.
- £1980) p 12). Seemlngly, the fact that. the technology is: rapldly advancxng,__fg o
":argues agalnst the need fOP patent protectlon, howevery such ar broad brush: ffi*e,-c:""'
”:fanalys1s does not fully constder the 1mp11catlons of the: absence of patent :;fi'
. _protectlon in' terms of the effect no patent protectlon has: on: the selectlon?h7h"”

.of projects for 1nnovatlon.“ﬁ

__Lesser patents can affect‘utility-patentS;by;enabling the»standardaof
patentabllity of utility patents to be raised. The-U.S. Patent and.
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"Tthe manner in: whlch 1t is: 1mp1ementedh

-that the 1nventlons must be artlcles (three dlmentlonal structures)

inuentor's purposes.- However, the experlence with "defen51ve publlcatlons"
by the Patent and Trademark Offlce (under thig program the inventor
abandons his rlght to a patent 1n return for- a dlsclosure of the 1nventlon
and the right to be involved in an 1nterference if another claims the
invention) indicates that few (about TOO'to 200 per year):patent_applicants
are w1111ng to forego 1.7-year patent protectlon._ This. suggests. that =

'utlllty patent protectlon will: st111 be" preferred over the use of a lesser

patent system even. if’ the prlmary purpose of" obtalnlng a patent is to :

_ ellmlnate the Flsk that another ‘eould- patent the JAnvention...

The preceeding discussion has focused on the implications of lesser

__patents on 1nnovatlon and on utlllty patent monopolles. While these .

con51deratlons are 1mportant for s001ety, there are other v1ewp01nts which

epshould be con31dered suech as. natural rlghts to one S own ereation and the
'-1nequ1ty percelved by 1nventors when blatant copylng lS permltted.-s=~

As stated above, the spec1f1c type of lesser patent system adopted and;qu

of” lesser patents. To complement thelr regular patents West Germany andp;~iafn: I
' Japan have adopted lesser patent systems whlch are: called "utlllty model"}ﬁﬁts.wan-l.f
ﬁsystems. These utlllty model.systems have had leEd results. Thelr '

effects of varlous elements ofalesser patent systems._n..a R

The legal requ1rements for utlllty models An the two countrles specafyf

processes, chemlcals or most electrlcal clrcults (31nee c1rcu1ts are

'percelved as surface dlstlnctlons not. three dlmentlonal artlcles) and

they must ‘be novel and exhlblt the use of* some: 1nvent1ve sklll.-; There:are
differences, ‘the most notable belng that ‘Japanese utlllty models are.
examined and the West German utility models. are not, and the term of the
Japanese'utility model is longer. & summary of the ~Japanese and. West
German utlllty model systems is prov1ded in- table 8 2. o
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'5;app11catlons are: 1ncre351ng in Japan.: (Lever DOE p. 62 68)

The-major_complaint‘about,thefWestzGenmantand:Japanese;patent,systems;
is the application of the "some inventive skill" standard for utility . .
models.. Many believe that distinguishing between:that.which is'a.littleg.
inventive and that;which is'truly,inuentive is difficult,~if‘not
impossible..1Critics say that in practice»the_standard of inventions.for

utility models-is-substantially,the same“aSgthat.for;regular.patents.

' (H. G. Lynfield, "Germen Utility Models", Journal of the Patent Office
© Society, vol. 47°(1965) 374-390, 382; Lever, p. . 46) ~ .

‘Many Japanese patent practitioners interviewed by OTA also criticized
their utility model system because of the lengthy time required for.the.
Japanese patent offlce to. examlne the utlllty model appllcatlon.. -Since.

; qu1ck protectlon, like that prov1ded by the West German utlllty model .
p_system, 1s not avallable,'and llttle dlfferences are. percelved between the
_dstandards of 1nventlon for utlllty models and regular patents, some _[i
l. Japanese practltloners belleve that flllng utlllty model appllcatlons lS

The West German patent practltloners 1nterv1ewed by OTA crltlclzed

' thelr Utlllty model’ system” because without an. examlnatlon the valldlty and

scope of" the utility model are not known by. the patent owner ‘until the

. utlllty model is lltlgated._ Thls uncertalnty lS belleved Lo, result 1n less._.

confldence belng placed 1n a utlllty model than 1n a regular patent. .I_

:*recent years, “the’ flllng of’ utlllty model: appllcatlons has been decrea51ng»~h e s
" Whether- this decrease is due ‘to reduced. confldence 1n utility: models is '
--uncertaln., (Lever, DOE P 52 57) The West. German utlllty model system

has been under rev1ew by the German ASSOClatan for the Protectlon of

| 7.:Industr1a1 Property and. Copyrlghts. Desplte the shortcomlngs of the _
'Hsystem, the panel recommended that it be contlnued because of the need for

QUle and 1nexpen31ve patent protectlon. The study group recommended that
utility models not be examined nor be. extended :to more COmplex technologles
because of the difficulty to the publiec of ascertalnlng the scope of '

- protection of the utility model. (Lever, DOE, p. 57-60). .(Jung and Hirsh,
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- TABLE 8 3
MaJor Elements of Lesser Patent- Systems

rlghts granted by a lesser patent

[e)

- Do the rights enable the lesser patent owner to exclude others

from making, u51ng or selllng the invention or solely: the ablllty
to collect reasonable- compensation for.the maklng, u31ng or:

‘ selling of the- 1nvent10n by others?

duratlon of the lesser patent

0
o)

. How long is the lesser patent. term and when does 1t start to run°

Should the lesser patent term depend on whether the 1nventlon is.
commereiallzed? ‘ PR ST

scope of protection of the 1esser patent

o

Is the entire inventive concept protected or is the protection
extended only for copying a product. or- proeess speclfioally
dlsolosed in the lesser patent? : :

subJeot matter patentable under the lesser patent

granting procedure
o..

-0

. What classes of inventions such as.articles, chemlcals, or ;““
.. processes. can be: covered by the: lesser: patent? SR : ERREE S S
-h_.Is novelty sufflclent for. grantlng a: patent or: must some level of L
" inventive skill: be: present? ' S e
o =i If 1nvent1ve skill must be present, is the standard obJectlve-or e
_=_,_-._.subJeetj_ve? PR S : : :

Is- the Patent: and Trademark Office responsible for granting
lesser patents or is another government agency? .

_Are lesser patent applications examined for novelty and 1f

' required for patentability, level of invention? -

- Can a utility patent and a’ lesser patent be granted on the same-
: '1nvention° SRR o SR - S
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i As w1th unexamlned utlllty models the owner also has the burden of prov1ng,;
'-:that the artlcle 1s novel S : - B BT . _

- appllcatlon. The greater rellablllty prov1ded by'the more. obJectlve

~term and requ1rement for- commercialization assoclated with patents of
'1nnovatlon so patent appllcants will select patents of lnnovatlon over

_ Qppngght_zatengsz .~ These lesser patents{would.differ from the
preceding types .of lesser patents in that the. right tc exclude others from
making,;using'or selling_the clalmed_inventicn would only.extend to the
speclfic_manufactured article disclosed in the lesser patent and riot to any
different product even though it mey use the same inventive concept. The
inventions. which could .be patented would.be.limited.to-manufactured
articles that are original and novel. Copyright patents.would not.extend
tcfarticles in whieh the only invention resided in the drnamental,deSign,'
Copyright_patent_applicationsswould not be examined for_novelty,"and
copyright patents would have a'3-year term that-could be extended for

- another 5 years if the article were. commercialized. The copyright patent

would be_similar.tofa'copyright.: Thus,. to prove infringement, the
copyright patent owner has the burden of proving that an ordinary.observer:

- would con31der the alleged 1nfr1ngement substantlally and materlally _
.51mllar to the. artlcle of. the copyrlght patent and- that copylng llkely
'-occurred ln that the alleged 1nfr1nger had access to the patented artlcle.;g,?ﬁw‘

Table 8 4 prov1des a brlef summary of some of the llkely costs and
effects of the four lesser patent systems. ‘The. followmng dlscusslon :
relates to the more lmportant effects of the lesser patent systems and |
their elements.‘;__]_ REECEEE : ' ' '

E B

"-'Patents,pf.innbvatien"weuld probably'have'the greateSt'effect”on

-utility patents. Because of the high standard of patentablllty for patents_'

ef 1nnovat10n, the: 1nvent10ns for whlch patents of 1nnovat10n would be
sought would llkely otherw1se have been the subJect of a utlllty patent

standard of patentablllty for patents of lnnovatlon ‘may offset. the lesser

utility patents. In essence, for the grant of a more reliable patent, a
lesser'patent-term is given and the public is assured that innovation.
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oceurs. The assurance.that innovation will occeur is enhanced by permitting
anyone-whc'commercializes-the invention prior to the patent owner,_to«have
the right to continue thoSe activities. However,~since:many,of the_.a
inventions covered by patents of innovation-would'have beenncovered-by

utility patents, the extent to which patents of. 1nnovatlon will affect ‘the

rate of: 1nnovatlon is uncertaln.

Patents of innovation_will likely have the'strongest effect on the
applied standard of patentability of'utility:patentsla.Sincerthe,standards
of patentahility for patents-ofiinnovation ane.similar-to.those of utility
patents, a tendency may exist for the patent examiner and the courts to:
demand'a-higher standard of invention from utility patents.; For'example,
arguments are now- frequently presented to the Patent and- Trademark Offlce .
and to the courts that an 1nvent10n 1s “unobv1ous“ because, desplte a long
felt. need and. the efforts of others to solve the. problem no: one-had.. _
produced the 1nventlon. Whlle the arguments based on: these factors (often_'

termed. “secondary 1ndlcators") are not unlformly successful the 1nclu510nf;'l:;d',fﬂ,ﬂ
of these factors in the standard of patentabllzty for patents of lnnovatxon -
_ w1ll 1ncrease ‘the: bellef that 1f the seeondary 1nd1cators must be: used to

' demonstrate unobv1ousness, then the inventlon ls not patentable under

utlllty patent standards.,g-,-

_ From the: standp01nt of prov1d1ng the most- rellable and most ea51ly
enforced patent protectlon, copyrlght patents appear to have the most

'attrlbutes 51nce the standard for patentablllty is wholly obJectlve and

requires. only novelty Although proving substantial and material. .
51m11ar1ty and access can. be more dlfflcult than prov1ng 1nfr1ngement of a ..

utility patent (1 e., determlnlng what is: substantlally and materlally
';Vslmllar to. the manufactured artlcle descrlbed 1n the. copyrlght patent is
- more complex . than determlnlng whether an alleged 1nfr1nglng artlcle falls
~ Within the.scope-of a patent claim), copyrlght-patents‘should_stlll be less .
costly to enforce than utility patents sinee issues of obviousness. or .

inventive skill are.not'litigated.- Howeyer,:lnfringenent:of_aucopyright
patent could be easily avoided since it protects:the form of an article and
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uncertain validity of the unexamined utility models limits its value as.an.

incentive for innovation.. (See Crotti,p. 582 for further observations
regarding the adoption of a German-type utility -model in the United_StateS)

The patent for innovation and the examined utility model would .
probably provide little, if:any, advantages to applicants.or the Patent. and
Trademark Offlce over: utlllty patents: _the patent.dlsclosures w1ll_needltof
be as exten51ve as those_for utlllty.patents,andnthenexaminatlon time would
approXimately equallthat ofzpatentsrl=Whilelthe.cost-topthelapplicant;of‘
prepariné applications for unexamined utility models might be nearly as:
high as'the-cost of preparing.applications_for utility patents,  some
savings would occur because no patentability examination would be. . .

“conducted. | ‘Because'copyright patents would only have. to:describe the
_artlcle embodylng the 1nventlon they could be prepared 1nexpens;vely and
__often w1thout profe551onal a851stance.: : :

o Trademark Office. . =

Even lesser patents that were: not examlned would create some burden

_ for the. Patent and Trademark Offlce due to. the admlnlstratlon of the lesserf,”hfuh"' L
| '_patent system and the: search flles.l Copyrlght patents ‘Would frequently add;;:;:l“
little to the knowledge base because of the low standard of patentablllty'_[__,ﬁp'.
:and limited. dlsclosures, and the cost of 1ncorporat1ng them ‘into: the S

examiner's ‘search files would probably outwelgh the beneflts of the.

_addltlonal dlSClOSUPes. j~-”

As can be seen from thls cursory revaew of the four Lypes of lesser

. patents, the specxflc elements can dramatlcally affect the 1mp11catlons ofq
a2 lesser patent system. The policymaker has broad freedom to- fashlon a.
_ lesser patent system which can accompllsh his specific policy obJectlves.
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"Development (8t]

‘Congress - can- authorize a non-judicial forum, or para-judicial system,

. from whieh-parties_can seek-a less expensive resolution:of patent-diSputes.

The para:judicial system could aecomplish less eXpenSive resolutions of
dlsputes through for. 1nstance, limiting dlscovery and u51ng quasi- judges

- -who are familiar w1th the technology and. patent law.

pCongress.bv{enactingfreexamination.hasucreeted a'para—judieial.system:
for resolving certain matters'in-patent disputes (353USC Sect.. 302-307).
Whlle reexamlnatlon is a significant step, 1t cannot serve. to resolve
infringement, patent misuse, or even issues of patent valldlty that do not

invalve patentablllty of the claims over dlsclosures in patents or. prlnted

:*publlcatlons (35 usc 301)

Blndlng voluntary arbltratlon has. been proposed as .an alternatlve
forum for resolv1ng patent dlsputes by the Commlttee on Economlc SR
ating: : v p 55 January, 1980) and

hffthe Uriited States Chamber of Commerce. Recent emphasxs has been placed on. J:
.t'encouraglng the use of blndlng voluntary arbltratlon by Chlef Justlce
*@Burger (Burger Warren E.,‘FIsn R There a Better Way°"' Amerloan Bar e e
-;Assoclatlon Journal ﬁﬁ pp 274 277 Mareh 1982) ThlS sectlon explores ;’.;ﬁp ,,':E
“blndlng voluntary arbltratlon and admlnlstratlve patent law panels as s
'alternatlve forums for the resolutlon of patent dlsputes.:;;;ti‘;,-'

t ry A ';t ti n: In blndlng voluntary arbltratlon, the. .

'partles agree among themselves to walve their: rlghts to. seek redress An-the

court system and agree to be bound by the decision: of an arbltrator. ~The

"deels10n of: the arbltrator would only be: ehallengeable 1n the courts for '
pmatters such as 1mpropr1ety in the arbltratlon pPOCEEdlngr-ﬁiuﬁ';u;

Blndlng voluntary arbltratlons are w1de1y used 1n resolv1ng many types; L

of dlsputes, and . have been authorlzed by Congress 1n the Federal:
Arbltratlon Act (Title 9, USC).. (Vlrtually all states: have arbitration.
statutes that authorize voluntary arbitration and provide controls on the
arbitration procedures; for example, in California, .the arbltrator is not
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:_Sinceathe-rolesaanduprocedures.of thefarbitration,_as-well asuthexa
arbitrator and issues;to be arbitrated, must. be agreed upon by the}parties,
major'areas for,disagreement exist that can result in lengthy and expensive
efforts. even before;the.arbitration begins. Arhitratlons;that:limitux
discovery can achieve cost reductlons but can jeopardize the ability of the
parties:to preSent,their positions‘adequately:and fairly._.One'commentator,_
who has serVed'as an'arbitrator in patent disputes has stated that. .

: dlscovery should be: faxrly complete for -a sound. arbltratlon of. patent

disputes. (Dav1s James F., "A New: Approach to Resolv1ng Costly
Litigation", Journal of the Patent Office Society, Vol.. 61, pp. 482, .1979)

Blndlng voluntary arbltratlon will. have llttle, 1f any, effect.. on the.

- value of patents in general and will not: enhance the patent- prov1ded _
_1ncent1ves to undertake lnnovatlon. The only patents that will be 1nvolvedif
e‘ln arbitration are- those in. whlch sufflclent economlc 1nterest ex1sts to
':have a dlspute worth resolving and 1n whlch the partles can: come to an

) 1-agreement to arbltrate. If one-party to a patent dlspute belleves that :
'fzsyxestrateglc advantages extst w1th court 11t‘gatlon or. that an; adverse )

“tfresolutlon can have a s1gn1flcant effectgon ltS operatlons, lt 15 unllkely S
'?”that an agreement to arbltrate would be reached (J F. Dav1s, supra)

A publlshed case hlstory of a successful arbltratlon (Paul Janlcke, '-;,7¥;f_"

and Roger Borovoy "Resolv1ng Patent Dlsputes by Arbltratlon-5 Anj:.~'

' Alternatlve ‘to thlgatlon" Journal of the Patent Offlce Soc1ety, Q_ (6) pp u'r?"=“--'
- 337~ 360 June 1980 and “Medlatlon and Arbltratlon of Patent: Issues"3'37"

Intellectual Property Law Rev1ew -- 1987, p. 17 37) relates the experlence

-of two. maJor companles Shell: 011 Company and Intel Corporatlon, in:

resolv1ng a dlspute as: to whether Shell patents on sem1 conductor

L 1nvent10ns were 1nfr1nged.t (Intel had dec1ded that a valldlty challenge,

under- the: c1rcumstances ‘was not worthwhile. ) The authors, who represented«,

- the partles to‘the arbltratlon, state their bellef that the arbitration

succeeded because of the mutual trust of the parties, and their desire and
willingness to save time and money. They also.argue that the arbitration
was possible because the computer chip was not in Shell's line of business
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The-poliCy.implications'of-arbitrationﬁof;patent7disputesyaffect;more

~than the partles themselves. For example society can: benefit from.binding

voluntary arbitration. The use of arbltratlon would free the. court _system
of some disputes.. On the other hand,. there is a publie 1nterest in patent.
validity. It is on this basxs that the courts have held voluntary
arbitration: agreements unenforceable.- ' B

‘One of the public interest concerns is that.a findingrofnvalidity by
the'arbitrator'wouldaprevent.the-challengerjfromacontesting”the validity of

. the patent in the courts. The challenger, however, may be the only party-

having sufficient economic interest to test the validity of the patent.

~ The pollcy set forth by the- Supreme Court in holdlng ‘that agreements by .

llcensees not to contest the valldlty of: patents were: unenforceable (Lear

V. Adklns, 162 UsPQ 1, 1969) would to some: extent be: modlfled if b1nd1ng

voluntary'arbitration were permltted. However arbltrators although

'_perhaps not hav1ng the same ‘degree-.of publlc 1nterest concerns as the
"gcourts are more llkely to reflect the publlc 1nterest concerns than the
ITFEpartles themselves. For those cases Whlch would be: resolved by Cegia
"'g*arbltratlon, 11tlgatlon mlght be precluded or unjustlfled:for many because.«ﬂ;ﬁf;?-
d”zof the expense. Hencevln those cases  ify whlch lltlgatlon would not occur, t;e--h
. arbitration lncreases the 11ke11hood that the publlc lnterest would be '
"-con51dered 1n thelr resolutlons.""‘ ' '

o There lS another publlc 1nterest concern 1n that 1f 8 patent is: found o e
':.to be- 1nva11d by the. arbltrator ‘the lnvalldlty would apply only: between ‘the.

partles to the agreement. The patent owner could contlnue to enforce hils

'_patent agalnst others. Leglslatlve optlons exzst that would result 1n _
- arbltratlon hav1ng an effect -On: more: than the partles to the arbltratlon. S

~ One’ optlon 1s to requlre.the arbltrator to request reexamlnatlon in all

instances in whlch a s1gn1f1cant questlon of:.the- valldlty of the patent
over printed prior art exists. A finding of- 1nva11d1ty by the Patent and
Trademark Office would nulllfy the patent..
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L f_fjvalldlty 1ssues w1th a statutorlly establlshed tlme llmlt._

The: admlnlstratlve proceedlngs would have an establlshed procedure and
panel of Judges, thereby ellmlnatlng the nece551ty for the parties: to
negotiate these factors as would be required for: an;arb;tration._ Also,-the'
administrative proceedings_would‘bermade:publictas are court.proceedings,
and the decision of- invalidity would“invalidate the. patent itself. Another_
dlfference is: that.the. administrative: law Judges would: be charged. with:
protectlng the publlc 1nterest.. ' i :

While the-administrativefprocedure.can;besmandatory,:the.right-of-the
parties to seek a resolution in the courts cannot be constitutionally
compromised. Because mandatory administrative proceedings offer the

' .potentlal of addlng to: the. duratlon and- expense of lltlgatlon, only
_ voluntary proceedlngs under whlch the: partles agree to forego their: Plght
: to the courts, are reV1ewed hereln.- However, mandatory proceedlngs were “
.suggested by the Subcommlttee on Patent and Informatlon Pollcy 1n,wh1ch a .,,;;;,
f.fpanel of patent attorneys, who recelve no. c0mpensatlon, would resolve .

'”’fguthe partles would be permltted but the‘panel would have the-power of VE-fufi

200

25

30

[-:gsuhpoena and dlscovery.- (DPR, P 163)

Hav1ng admlnlstratlve law Judges w1th expertlse in patent law. and

jtechnology could: fac111tate the proceedlnss and represent some savzngs to

~the partles.” However, 1n order to reduce s1gn1f1cantly ‘the duratlon and

expense of lltlgatlon, it would be essentlal that the admlnlstratlve

- proceedlngs llmlt dlscovery, the prlmary area of. expense 1n court

litigations. An example of an ex1st1ng admlnlstratlve law panel that has

._11m1tatlons on dlscovery prlmarlly through the lmp051tlon of time llmlts 1&:_.,
:the Internatlonal Trade Comm1531on. (19USC Sect 1337(b)) The _
d'-,Internatlonal Trade Comm1551on has Jurlsdlctlon to resolve, among other

'-thlngs patent valldlty and" 1nfr1ngement dlsputes in connectlon wmth

dctions to stop the importation of products..-. (19USC Sect 1337(a)) Often -
the International_Trade CommiSsion is the exclusive forum to reselve the
dispute (e.g., for the importation of a product'made by allegedly

infringing a U. S}.patent directed to a process for making_the product);

DRAFT | S 80

No,dlscovery by o




10

?”:1551 y

" 20

25

30

fo_blndlng voluntary arbltratlon.'-'--'

The broader socialfimplications of administrative_proceedings;include_

“the ekpensezof-operating;an-administrative law panel -and’ whether, as a

matter of .practice, the administration laW'judges~WOuld_consider'the public
interest . as well as;the_courts. As withlvoluntary~arbitration; it must be
recoganed'that_the alternative-tO-administrative=proceedings for many

cases may not. be-court litigation but:rather private settlements; The-
‘expense of the administrative proceedings could be off set through user-

fees,_however, the 1mpllcatlons of user fees is not addressed in this:-

paper..

In conclu51on, admlnlstratlve patent law panels can provide advantages

" to the: partles and. to the publlc .over: blndlng voluntary arbitration;.:

however these advantages (e.gyy prov1d1ng ex1st1ng procedures and: panels)';
can be prov1ded prlvately, for lnstance, by the American: Arbitration

- Association.. Further ‘these advantages are: not S0, 51gn1f1cant that ONi
. balance admlnlstratlve proceedlngs are: clearly superlor to: arbltratlon.—;_ T
'_‘Whlle 1t 1s dlfflcult to make rellable predlctlons 1t 1s expected that |
e admlnlstratlve proceedlngs would not be appreelably more w1dely used than f

The hlgh costs of patent lltlgatlon have: often been 01ted as one:. of

_“the foremost reasons for a decrease in ‘the. value of patents. (e g., DPR

Patent Subcommlttee, pi. 155 Small Bus;ness Subcommlttee, P 2695 and

: Publlc Interest Subcommlttee p 197, Pre31dents' Commlsslon p. 39 to’ 42) :

thlgatlon costs can: 1nh1b1t the exerclse of legal rlghts, partlcularly by

51nd1v1duals and small busxnesses. (L A Tlmes 9/7//81 and WSJ 10/12/81)

Whlle prov1d1ng mechanlsms out31de the court system for resolv1ng
patent dlsputes offers the potentlal (but w1thout guarantee) for less.
expensive resolutions Qf patent dlsputes, these mechanisms, such:-as

reexamination, do not necessarily curb abuses and could exacerbate them.

~ (DPR,. p. 1975' Thus, a.party which can: gain through exerting economic
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No. 81~3OA, March_le,'JQTT, CongresSionalnResearoh_Servioe,Zand.Court-_
~ Awarded Attorneys' feeS-andsEqualiAecess.to the.Coorts,_University of
Pennsylvania Law Review, vol. J22,_No,_S_LJanuary.ISTM)_636:113),

_ The'patent laws also_prowide an_exception to this. general U.S. rule by
5 . allowing attorneys' fees. to.be awardedzin exceptiqnal-cases:(35USC,§-285).
This exceptlon. was enacted in 1946 in connection withfamendingithe.basiS'of
" recovery in patent infringement suits such that the award can be on the
basis of & reasonable royalty and the expensegof'proying,actual_profits
need not be undertaken, hThe.House bill permitted the,oourt;to_grantn‘_
10 reasonable attorneys' fees to.a patent owner who is given. injunctive relief
' : against the 1nfr1nger (H. R 5311 79th Congress, Second se331on) he P
'Senate amended the House bill to emphaSLZe that courts had the. dlscretlon L
to grant attorneys' fee and that recovery. could be made by whomever _
prevalled - The: purpose to be served by allow1ng the courts dlscretlon to

'”:_15F5f_ award attorneys' fees was to dlsoourage 1nfr1ngement of 8. patent by any one__ogb,

thlnklng that all he would be requ1red to pay 1f he lost would be a

Effaffh.’:wt reasonable royalty and also to. prevent a gross anusttoe to an alleged
5 ' flnfrlnger. (S Report No. 1503 79th Cong. 2nd Ses31on p., 1946)

One study of the award of attorneys‘ fees ln patent lltlgatlon

bZO "Q,concluded that the congres51onal 1ntent to deter 1nfr1ngement and:. prevent\i _
o '_"gross 1n3ust1ce" has been fulfllled., (Alan M. Ahart Attorneys Fees.: ;W._:;;f- B
the Patent Experlence Journal of the Patent Offlce Soclety, vol 57 No; K
10, October 1975 - 608- 641 641) However the Subcommlttees on Patent and.ﬂ‘
Informatlon Polloy, Small Bus;ness and. Publie.. Interest of the. Domestlc -
25 Pollcy Review. seemlngly dlspute thlS conc1u51on._ (DPR, P 155 197 and
R 269) These Domestlc Pollcy Rev1ew SubCOmmltees stressed the contxnutng

' ﬂ:problem created by the flnanclal 1nab111ty of or lack of economlc 3;ﬂ,,ﬁ‘”
Justlflcatlon for a party to become 1nvolved ln patent lltlgatlon, notlng
that the award of attorneys' fees is too remote. Even though a 11tlgant

30 . may expect to prevall he has no assurance that the court will award '_
attorneysi fees. What could be the effect if the award of attorneys' fees

.- Wwere more certain?
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Friom the_standpoint:ofgthe parties_to_a,patent dispute,. it is not

‘¢lear that awarding attorneys! fees will.provide_agbenefit over the -

existing situation in which attorneys' fees are awarded -only in:eXGeptional
circumstances.: Moreover, the newly created Court of'Appeals.for the

Federal Circuit could- have an effect of maklng the award. of". attorneys' fees .
under the present. statute more predlctable -and’ thereby better achieve. the

congressional intent to dlscourage lnfrlngement and prevent gross..

._1n3ustlee.;

atory Preliminary Injuncti

'Currently, .the standards for granting preliminary injunctions'in
patent lltlgatlon are: mdre .stringent than in. other types of . lltlgatlon.
Generally in non- patent cases the party requestlng -the. prellmlnary
1njunctlon must. show that he has ‘a reasonable.- llkellhOOd of success ln the .

- litigation and that if. the act1v1t1es of the. other party were to contlnue o

pending the outcome of -the. lltlgatlon, a. materlal and:. 1rreparable harm L

~ would occur.- In patent lltlgatlon, the patent OWner must addltlonally showhh -
“that the patent 1s "beyond a questlon" valld and lnfrlnged. The courts
that. fashloned thlS policy cite two reasons for applylng a hlgher standard o

in patent cases: 1) the publlc 1nterest is. served when 1nva11d patents are
challenged and 2) 51nce the Patent and. Trademark Offlce lacks the
resources to examine all relevant prior art, the publlc must rely on

‘interested parties to uncover relevant art and- challenge the patent.:_
(Slmson Bros. v. Blancard.-& Co., 22 Fad,. 498 (CA2 1927), -and: Rosenberg V.

Groov-Pin Corp. 81 F2d 46 (CA2, 1936)) In view of ‘the more strlngent
standard few prellmlnary 1nJunetlons are granted ln patent cases.  For the_

'perlod 1953 through September 1978 54 reported oplnlons lnvolved requests i
for prellmlnary 1nJunetlons and. about . one- thlrd were. granted (Burton and. .

Dorr, Preliminary InJunctlve Rellef Journal. of the- Patent Offlce Soclety,
vol. 60 (October 1978)_597 631)

A recent case in which a preliminary injunction was issued involved a

generic pharmaceutical .company entering the market for a drdg_Six months
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”'for 1nduc1ng delay

Under the.proposed5system;of.mandatory.preliminary injunctiOns,_patent~
owners would not be reguired. to demonstrate that'material'and irreparable
harm would oceur.. if the alleged 1nfr1ngement were to contlnue pendlng the
outcome of the lltlgatlon. Rather, -the burden falls on the alleged
1nfr1nger to show that the. grantlng of a prellmlnary 1nJunct10n, all other
conditions . being met would be. 1nequ1table..._

The- proposed system=of-preliminary injunctibns would. encourage. the use
of the reexamination proceedlngs.. The patent owner would have an - 1ncent1ve_
for seeklng reexamlnatlon, and the alleged infringer, knowing that
reexamlnatlon is 1nev1table, would be motivated to initiate the

‘reexamlnatlon proceedlngs. ‘Since: the: reexamznatlon process is .

substantlally ex par;e and. therefore within the control .of" the. Patent and
Trademark Offlce, the: partles toia. dlspute would have llttle opportunlty o

Questlons, however are ralsed by plaCLng such 1mportance 1n the

'.11ts declslon on reexamlnatlon that the clalmed 1nvent10n JS Stlll
| 'tﬁﬁpatentable, the burden on: the challenger to avold hav1ng a prellmlnary
"1n3unct10n 1ssued may dlscourage the pursu1t of the challenge in. the : _
. courts. Slnce tradltlonally the: courts. have glven llttle welght to: Patent :
" and. Trademark Offlce dec151ons afflrmlng patentablllty because of the less

than full ;nter par es nature of. the proceedlngs, the llkellhood that the

'ffcourts would dlsagree Wlth the Patent and: Trademark Offlce determlnatlon 1sh'

appreclable. (See,.: Karl F.. Jorda, Judlclal Reactlon to

: Relssue/Reexamlnatlon, presented before the New York Patent Law Assoclatlon..d,v_."
'__Cont1nu1ng Legal Educatlon Weekend Semlnar November 13 15 1981 )

crltlcs of the- reexamlnatlon approach have stated the ultlmate effect of."
reexamlnatlon may be - to lower the standard of 1nventlon for patentablllty.
(Edward S. Irons and Mary Helen Sears, Patent Reexamlnatlon A Case of
Administrative Arrogatlon, Intellectual Property Law Review, 1981_(Gerald
Rose, Ed.) p. 285-307) Moreover even if the challenge of the patent is
continued in the courts, the existence of a prellmlnary 1nJunct10n prov;des
no lncentlve to the .patent owner to seek a prompt resolutlon. _ '
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_Chapter-93e
: Conclusion

This report is directed to. the-question of how effective are patents '

for stlmulatlng and. nurturlng new- technology- enterprlses in. light 'of. their

uncertaln rellablllty and the. dlfflcultles of"- enforcement.:fIn,explorlng
this question it has‘become;eVLdent thatn51mp1eranswersuare,inadequate.,

The patent'system exists and is being vigorously USed..'Many inventors -
and innovators contlnue to rely on patents for protectlng their. 1deas and
lnvestments, and some- 1nnovatlve act1v1t1es would not he. undertaken, or _
undertaken as promptly, w1thout the promlse of patent:protection.. . It is

'often the 1nd1v1dua1 or:. small company that must place the greatest rellance,

non patents to protect 1nvestments 1n 1nnovat1ve act1v1t1es

o Thus, for many, the patent system 15‘work1ng It 1s not perfect and fppagignlffl
*}'the lmperfectlons generally affect those who rely most heav11y on. patents o
d';'To ignore the patent system and allow. 1t to deterxorate would have the: - o
"fffgreatest detrlmental effect on those who need the patent system the most.‘i{fﬁjj,;fg"fi‘
f':fIt would: reduce 1ts value as a meanlngful lncentlve to encourage the _
rkundertaklng ol lnnovatlon and patents would become prlmarlly a means for ;
. :_max1mlzlng prlvate galn from 1nnovat1ve act1v1t1es that would: have been
200

undertaken even w1thout patent protectlon.r.g;tef_ri”-_;,-_'

Patents do not . have perfect rellablllty, and.the costs, in terms of

-both. time and money, to. enforce patents through llttgatlon can be very
h.substantlal. How these factors 1nf1uence 1nnovat1ve act1v1ty, new A el
"technology enterprlses and 5001ety in general vary w1de1y accordlng to

.dlfferences in . technology, patent owner 51ze and pos1tlon within the

industry,and patent owner. strategy. In‘essence, gach sltuat;on,;s.unique,'
To'characterize the_patent_system-broadly‘as‘being'effective or in-
effective. is to overlook_such]key_issues asnwhether_the:patent.systemnis
being effective'in-certain areas_where innovation beneficial to chiety_
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initiatives;to;improve-prior.art,searchlng through,thefusetof:computer~
“assisted search.SYStems;-'Each of these activities_can enhance the -
reliability of patents,'and reexamination and the. Court of Appeals for the
Federal ClPCUlt can. affect the practlcalltles of enforeing patents. The
5 ffect of these. changes on. innovation and soclety in general are unllkely
to be observable 1n the: short term._ - '

- The Ccngress faces three. alternatlve poliey optlons at. the present

_tlme
1. Delay ma jor. leglslatlve act1v1ty relatlng to patent rellablllty
0 o or_enforcement. untll the effects of. recent leglslatlon and Patent
and Trademark Offlce 1n1t1at1ves can be observed* :

"_2;'h'Undertakefa;majorfreyampinézof,thegpetent;laws}:andﬁ;.

o 3§;= Adopt selective rev1s;ons to the patent 1aws whlch are

fzz]substantlally dlfferent from the thrusts of recent leglslatlon '_}*"E““'

'“' f15']{'“]”j;1;l?b}¢and Patent and: Trademark Offlce 1n1t1at1ves..?

: The lnablllty to assess the effect of recent leglslatlon and Patent _
and: Trademark Offlce 1n1t1at1ves raises the questlon of. whether addltlonal ;}ﬂ}}
:changes to the patent laws would:: be premature. Once the full effect cf thef'

20 recent leglslatzon and 1n1t1at1ves can be seen, the leglslatlve approaches-'

' which- can most effectlvely address the remaining. problems- can be. Ldentlfledyf,_
' _w1th more certalnty. Moreover -experlence w1th the practlcal effects of: '
'Qﬁreexamlnatlon and a 51ngle Court of Appeals for the Federal CerUlt w111

_ | “provide guldance on. the llkely effectlveness of proposals such as ,
25 ' permlttlng publlc 1nvolvement in Patent. and Trademark Offlce declslons to
allow patent applications prior. to the issuance of a patent and reduclng
the incentive to seek court.resolutlon;of patent disputes. by awarding
_attorneys fees to-the;preyailing party or grantinggprellminary_lnjunctions;
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) ":3-_;art searching by the Patent and Trademark Office and the absence of a non—,'n“{tli.'

insufficient data to resolve disagreements over. the objectives of a patent“
system. and the proper structure of the patent- system, a maJor revamping of

‘the patent laws would be a diffieult, and lengthy undertaking

_OPTION:3:_Selective_hegislative Activity_

: Thisaoption_differs-from_option l_in:that problemsﬁaffecting‘patent
reliability and the practicalities pf enforcement which are not directly
affected by reexamination, the Court of Appeals for the Federal Circu1t |
and. the Patent and Trademark Office initiatives 1n computer aSSisted
searching, could he_sub;ect_to near“term legislative consideration.

" Thus, consideration of legislative-approaches SUch as. public-'
involvement 'in the . granting of patents and decreaSing the incentives for

.seeking court litigation in resolVing patent disputes could oe delayed
: until the practical effect of these recent activ1ties can be observed.

The maJor problem areas w1th1n reach of legislative action, but notf.fi

'haddressed by the recent actiVities are. patentability Judgments and priorf,o-t‘u

JudlClal forum for resolv1ng all matters relating to patent disputes. ,;_-{d.fj=f' SR
"”_Thus,;selective-legislative activities‘might lnGIUdeihznf~__ L .

/. Increasing the resources for patent examination by: .

' 0.] prQViding greater internal review. of allowed patent
' '_applications by the Patent and Trademark Office

L ozﬁ3_increaSing the time available to patent examiners to- examine&jab'"

a patent application particularly for improv1ng prior art
searching '

o imprOVing the quality of the examiners' search files through
' increased reclaSSification activities and file integrity

I"eVle‘WS B
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AppendixII'

The Breadth of Toplcs for.
Investlgatlon Concernlng the Patent System

As with any report of" thlS nature, con51derable effort is requ1red to
narrow the scope of the study to. that which is manageable but yet is

" inclusive of the major issues of concern to. the requesting Committees.

Thus, there are many topies: that. have not- been addressed in this report
but -this does not: dlm1nlSh thelr 1mportance. o

ThlS appendlx prov1des in outline form a 1lSt of taplcs whlch ‘warrant
consideration in the context of studies of. patent. systems. Despite its.
length, OTA makes no pretension that the outline includes all issues. It
does, however, represent the combined input of OTA staff, the Working Group

‘that assisted. OTA in developing the study, and. the Adv1sory Panel . for the

study. ' It is hoped that the: outline will serve to: stimulate consideration,
whether by Congress, - the Executive Branch, or.the private: sector, of other
issues that have vital 1mportance to the patent system and soclety in

_general
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-BuSineSSfrelated_Elements

. financial reward (owner)
risk of financial loss
consumption of. proflts and. resources. to lnnovate

need - t{o maintain market p031tlon in. fast mov1ng technology

.costs of retooling, refinancing, reorganlzatlon
fear that. innovation may soon be outdated requiring

recommitment of resources.or may: outdate existing faeilities-

‘need to obviate résource shortfall to stay in business _
existence of standards to facilitate adoption of 1nnovatlon _

organlzatlonal structure of 1nst1tutlon
variety- across 1ndustry

How can the federal government influence innovation?

o ooo0oo0ooo0

oo

o000

funding of research and- development

regulation and control :
_provision of market for lnnovatlon procurement pollcles

intervention in specific. industry

. .management technieal and marketlng ass;stance
- poliey (or lack of: pollcy) toward coordlnatlng government

toward innovation-
poliey toward 11cen51ng technology

. poliey: toward lndustry structure and competltlon (e g.,

. antitrust). : :

- pbliey toward natlonal technologlcal status 1n the world
context

policy: toward dlssemlnatlon of technologlcal 1nformatlon : R

tax- incentives such. as tax: eredits: and amortlzatlon controlsi,,;z» -

by taxes or:-by regulations -

- endorsement-and recognition of’ 1nnovat10n 5
~.publie. recognltlon of achievement: Lo

establishment of legal rights to. protect 1nvent10ns

- facilitating protectlon and enforcement of legal rlghts to ;j~:f'f
inventions - e
_-rlghts of and rewards to government employee 1nventors

What can a patent document (by 1tself) do to stlmulate or

o dlscourage 1nnovatlon°

'reflect values of the government toward 1nnovatlon whlch
-.supports progress: : S

provision: of enforceable rlght protectlon 1nventlon
(property right)

establish mechanism for trade in lnventlons i
provide means for disclosure of inventions (source of
information to maintain awareness. of competltor 5 .
activities)

prov1de means for publie recognltlon of achlevement
consume. resources, cost of maintaining patent system

I-3




Topic B: What effects can patents have on technological exploitation by,

. new technological enterprises, and how do these effects impact
- innovation- by -thgsg' ggy-- technological ggtgrmusgg"_ '

1. "What are the factors requ1red to establlsh 2 new. technologlcal‘
.5 ‘ enterprlse° o Ny : '

o Flnancial resources - (greater rlsks 1nvolved with greater
level of innovation .or:change) . ' o

0. New product (or saleable: and llcensable technology)

o Personnel resources {may overlap)

100 . . o. entrepreneural support
-+ '+ o product champion-
o - management {phases: 1n1t1a1 bulldlng and operatlonal)
. {management support and quallty)
SR . 0. -technical :
15 . o .. o . staff support (e 8oy legal accountlng, tax)

o o--ngroductlon

0. channels of supply at competltlve prlces ,
e R R o manufacturlng capabllltles and: quallty control
e . . "o government approval. (local, State, federal) and '
o2 ',,;lu_,--fs,compllance w1th federal regulatlons B

0 iprarketlng

T TAN - market entry (EXlStlng organlzatlon usually favored by
P .o private and governmental practices)
| S - "~ o market demand (existing or created) and product
25 e - aceeptance. (consumer educatlon)

e . o ‘market position ' R
.~ 0. distribution channels and dealer relatlonshlps
0 consumer. service ' :

_ , od;_ Motlvatlon (e By d951re to be 1ndependent flnanclal reward
30 S by productlon marketlng or being acgquired, etc )

C2s Which of these factors can be affected by patents, and what
L _effect can a patent have on these factors° ST .

| o Effects of patents held by the new enterprise (how patents
can be used) : :

35 .o resource to attract venture capltal ' _
' ' " o resource for cross-licensing to acquire technology or a
. right to use patented technology -
0 . saleable or licensable resource.
S o exclusive market position to establish bUSlnESS
4o - o o _prestlge and reputation
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Topic Qi What are the elements of a patent law, and how does it operate t
o nrcmcse_;nnczatlon? R Lo

What.are the potential elements which could be provided in a patent.
‘law? How are such'potential elements of a patent law presently
treated by the-patent law, and what is the effect of the present
treatment on. innovation? . What modlflcatlons to- the present law should .
_ be considered . to promote 1nnovat10n° S

0. What subject matter-can be.patented? o

o presently new. and ‘useful processes machlnes manufactures,-

o and ‘compositions of matter can be patented - -

o . should Congress be required to act to extend patentablllty
to radlcally new. technologles°;

o should patents be granted for computer programs° .
o . should Congress modlfy or. c1a331fy patentablllty of llfe
~ . forms?
o should pharmaceutlcals and pharmaceutlcal methods
- :_contlnue to be: patented° : :

'Vohifnwhat level of utlllty should be present
fffoof 1ntermed1ate to flnal useful Product 15},”:1_f_7"*
speculatlve act1v1ty . R

technlcal advancement 1n the art

Who can. apply for patents°

:"'o"r presently only the 1nventor can apply for a patent

o problems in determlnlng who-1is. 1nventor consequences of” en :f:__g."

o error
0. corporate patents owner-ln 1nterest

: o formal de51gnatlon of substantlvely 1nvolved people
0. employee 1ncent1ves

f: 0. employed lnventor rlghts :
' o,. government employee 1nventor rlghts

o - What lS the standard for patentablllty?

0 The present standard is novel and. unobv1ous to one of =
ordinary skill in: the art at the time of the invention.

0 Should secondary considerations such as meeting a long felt
- need or commercial success ‘be. ‘Statutory bases for
patentab111ty° :

DRAFT 17
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o flllng {or supplylng technlcal 1nformatlon) abroad
without a license

_ o flllng abroad more than one year prlor to flllng in U.S..

o .

What

Should other ‘bars ex1st°
Should the Patent Office have the rlght to- requ1re
restrlctlon°

Should certain classes of new matter be permltted in patent

appllcatlons (e g Lo update dlsclosure in view of recent

“work}?

diScloSUre‘should‘be required.of'a patent applicant¢ '

presently an appllcatlon must prov1de an enabling disclosure -

- and a disclosure of the best mode

how extensive should the enabling disclosure be (to

~‘understand the invention or to-use:and make invention)?

should Patent Office determine adequacy of specification (if

'_s.so, should patent be 1ncontestab1e on:-that grounds)?
' requ1rements for- examples (priopriety of paper examples)-

should the best mode be 1dent1f1ed as such and should lt be
up~-dated? - o
should the patent appllcant be requ1red to conduct an art

“jsearch and submlt the results of the art search” T

should patent examlnatlo .occur°”

Vpresently all patent appllcatlons are examlned S
"+ ~should: delayed examination be’ perm1tted¢ N :
" 'should patents be granted without ‘examination w1th an .

: :_opposmtlon or examlnatlon 1f a concern ex1sts over the

f-patent°

Should a. modlfled or different system be adopted lnstead of :
present interference practice. to détermine which of two or more

0

’;?-1nvent1ve entltles should be awarded a; patent?

hcurrent practlce is to award patent to flrst lnventor maklng
v the 1nventlon to this country ‘who dld not abandon, conceal
o ord suppress 1nventlon.-_”““ j_”_ - S o

.’*present problems w1th 1nterference practlce

o complexlty and expense of 1nterference proceedlngs

o duration. of 1nterference proceedlngs even. in 51mp1e
cases
o delay of issuance of entire” patent application durlng
interference proceeding-
o' relatively few cases have dlfferent results than 1f
- first-to-file system were adopted :
o antitrust overtones if settlement achieved

- I-9




 Topic D: What is the impact of patent inciuding _enforcenent and
oo 1d in n new t hnological nt rpris

1o What are the 51gn1flcant elements of patent litigation and the
_ - effect of these ‘elements on the expense of. 11t1gatlon and thELP
5 - - impaect- on- new technologlcal enterprlses°

0. lllmzted venue to patentee plalntlff (1nfr1nger plalntlff for"
- declaratory Judgement has‘ much: broader venue} '
o - wide scope of discovery. (p0551b1e llmltatlons of leglslatlve

o o aetion)
10 o 0 . probability of counterclalms (e g., patentee 1nfr1ng1ng
S - defendant's-patent, antltrust ect.) -
0 probablllty of assertion of fraud in the procurement of the
: patent
_ _ _ .0 extensive use of pretrlal motlons (p0551ble llmltatlons of
15 - .- .. legislative action) . .. -
c o ~ large number. of grounds of defense to patent 1nfr1ngement
© - including patent invalidity.and. patent ‘unenforceability:
§ .0 = lack:.of technical and patent. expertlse in- judieiary
ﬂ _ S0 little. Ilkellhood of prellmlnary injunction, hence delay 1s ;
20 " .. in favor: of infringer (statutory standerds) o - B
n “r.0 oo usual-lack of: ‘speed in obtalnlng JudlClal actlon elther on }_. -

_ ;nh,pretrlal or trial matters- .
cee T e o little llkellhood of assessment of attorney fees : e
Lo s Lt to s widervardance: in expected damages ‘(can Congress 1nf1uence°)_j~f

25 o o0 lack.of. uniformity in:court decisions,.differences between
A R ¥ eourts: on questlons of law (w111 unlfled court of appeals
RES 4_nj_help°) ST R s L
7 of'x_dec1slon of patent 1nva11d1ty is ;_ _gm whereas a declslon T S
_ ST coowo o .ooof patent validity is ;n pg;sgnam,‘(p0551ble 11m1tatlons of.;_,qi L
3¢ leglslatlve aotlon) B
' o fﬁ_o;“,iexpense .

' 'p3?~' What other barrlers to lltlgatlon should be con51dered° 5

']'Oj-g-the 1mportat10n of & product made by an.. lnfrlnglng process
o - ~ “is.not actionable in the federal distriet courts. :
35. . R z_(Internatlonal Trade Comm1551on is only recourse and
- .. requires.proving economic ‘damage)-. o
- potentlal antltrust mlsuse exposure

1'3;¥;'What alternatlves to the present lltlgatlon system should be

"‘T,_con51dered°-_"
4o o 0. Patent Court at trlal level
' ' 0 Effect of reexamination:

0 ablllty to correct mlstake (perhaps a Patent Offlce
product recall system) _

11+
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0 llcensee retalns 11cense only for tlme sufflclent to.

develop non lnfrlnglng product

government a551stance to: small bu51ness or 1nd1v1dual to
effect llcen51ng. : o

DRAFT




o B . 0 _Costs to. patent appllcants for fees, 1nclud1ng potentlal
b : ' ' S ' maintenance fees (is a change in fee structure needed?)
- (Should individuals and small businesses have dlfferent
_ _ . fee structure?)
5 ' . o Adeguacy of fundlng to Patent Offlce (approprlatlons
o .~ process)
¢  How patent’ fees are . handled (1ndependent of
" appropriations process) - o
00 Servzce functlons

10 : L ) o:‘prev1d1ng patent coples and flles
- ' : 0 collecting and cataloging SClentlflc information
o maintaining search room and retrieval system (e.g.,.
‘facilitating the ability to learn whether or not an
- anticipated activity poses infringement risks)
15 o o remote availability of search files
T ' o advertising and promotion of -patent system. and _
: e s oo dissemination of information to enhance understandlngr__
L o .+ 7 of patent system '
oo ©e. ... . -0 assistance to individuals: and. small bu51nesses o S i
2200 0 . . .- overcome the barriers of complex1ty when deallng w1th_ S
S B R PP II AF the patent system.~_ . . R

'e'ﬂ 2?;f;what other gOVErnment practlces can affect the patent system? RENES
s How?s JAnd. ean: thlS effect 1f adverse, be modlfled by patent ;43g};;,_
'ig,gleglslatlon° _ _ . : ‘ D SRR

sl T e j”a551stance (entrepreneural managerlal and flnananclal) to S
Coooor R T inyventors and: small bu51nesses in: developlng and flndlng p,;~
C# ool markets: for 1nventlons and- innovation: & - ey
BEET acqulsltlon, indexing and: dlstrlbutlon of: technlcal SR
P L e . information.({particularly foreign: techniecal 1nformatlon) to“ Ce i
Lo 30 improve patent search base by other than the Patent Offlce el
e ' © . (e.g.+, NTIS)
0 non-patent regulation preventlng enJoyment of full patent
- term-(patent. term restoration):

el T %o - assistance to’domestic enterprises in developlng world- w1deaff'T:
35 ' . patent position and in enforcement. of ex-U.S. patent rights
' o - should the government obtain. patents?

"_o__. government. patent policy (title, exclusive rlghts,-etc._of
A publlc flnanced 1nvent10ns and development) o :

: R o recoupment _ -
400 o - o —-compulsory llcenSLng after perlod of exclus1vzty
) .o .anti-trust problems. :

0 effect. of government funding of research and development on
patents. . -
- o] effect of Freedom of Information Act on patents
45 0 government poliecy toward patent-antitrust interface

DRAFT I-1s




APPENDIX II

| SAMPLE PATENT

- The patent shown below was 31gned by Pre51dent Gerald R. Ford and

issued to Sidney Jacoby during bicentennial ceremonles held in
Phlladelphia s Independence Hall in 1976.
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trically operated smoke detector wherein the heut de-

tector is not etfected by posslble etectrical fallurc ofthe

smoke detector.

It is-another object of the present inv entlon to pro-
vide- a- novel combination- smoke and heat detector
alarm system which is capable of generating an.alarm
signal in the smoke detector portion of greater intensity
than heretofore possible.

It is another-object of the present invention to pro-
vide 4 novel combination smoke .and heat detector
alarm that is simple in des:gn inexpensive in munufdc-
ture and trouble freg when.in use..

Other objects and a fuller understanding of the inven-
tion: will be had by referring-to the following descrip-
tion and claims of a preferred embodiment thereof:
taKen'in conjunction with the accompanying drawings,

<

- alarm ﬁoundmg purposes.

en -

wherein like reference characters refer to similar parts

thmughout ‘the several views and in which: .

'BRIEF DESCRIPTION OF THE DRAWINGS
FIG. 1 is a‘rear perspective view of the invention with

the rear covér removed -and partially, broken' away 1o

. expose details of interior construction.

DESCRiPTION OF THE PREFERRED
EMBODIMENT OF THE INVENTION

Aithough specific terms are used in the followmg

" description for-the sake of clarity, these terms are in-

. tended to.tefer only to the particular structure of my
_myvention selected. for illustration in.the drawings, and
. are not intended- to defne or hmtt the scope of the.
-.-PUTPOSES as hereinafter: more: fully set forth: One detec-
~tor- that: has. béen: found suitable for this purpose is. .
“Model.Al-711 as. manufactured by Algenik:Industries. .. -
Inciy, Fort Lauderdale;. Florida; as. listed: and- approved . = .,
“Laboratories: Inc: This: particular .

"mventlon

7 Referring fow’ to' the drawmg. I show in FIG 1 .1
combmatlon smoke-and heat detector alarm system 10
" of the self:contained type: wheréin the component parts’

k!

20

35

'_ .aré. mounted: within an -enclosing cabinet 12 The cabi-

'-_-f,net 12- 1s‘pre{et_':_1biy fabricated. of expanded metal or

- ‘other: material providing: - high: percentage: of open -

area to thereby permit.the.ambient air to readily pass

. therethrough. Thus. the products of combustion (if 4
present) can readily reach the smoke detectorinstailed’
within the cabinet 12. Similarly, elevated temperatures

caused by a fire can directly impinge upon a heat re-
sponsive element 28 contained. within the cabinet 12.
The source of energy. which preferably is in the form

.. smoke- detector-36::

h

3.

elevated to activate the device, the fusible element 28
will melt 1o thereby vpen the first gas conduit system 24
w permit.the flow of gas from within the cvlinder 14
through the threaded fitting 18, through the first -HES

conduit system 24 and into the diaphragm horn 26 for -
A'second gas conduit system 30 connects to the side-
opening 22 of the fitting 18 and leads through the sole-
noid operated .valve 32 to a second gus operated horn
34, The solencid operated valve 32 is movuble from a
closed position wherein no gas cun flow from the cylin-
der 14 -through the second gus conduit system 30 1o an
open position wherein' gas freely flows from the com-
pressed gas-cylinder: 14 through the solenoid operated

“valve 32 to’the second. diaphragm. horn 34 for alarm

sounding purposes. The. solenoid may be any suitable
gus type solenoid valve such. as the valve manufactured .

" by Skinner Precision Industries. Inc.. New Britain. Con-

necticut rated for 110 volt; 6.watt service.

" A:smoke detector 36 of approved design such as a
photoelectric smoke detector or an ionization products -
of combustion. detector is mounted within- the cabinet
12 and has its sampling. air inlets 38, 40 conveniently
positioned . .ta continuously sample the ambient air. -

- Electrical energy to power the smoke detector may be
- -supplied: through -a. conventional electrical cord 39

which can.be connected to u usual source (not shown)
of 1 lOv. electrical current in a well known manner. The

-smoke detector 36 should be of suitable type to close a.
relay or comparable device (not shown)-to energize an.’

electrical . circuit. 42 for. solenoid’ valve 32 operation

by Underwnters

this detector;
Upon detection of a predetermmed density or con-

centration of smoke in. the ambient dtmosphere in ac-<

43

of a compressed gas.cylinder 14 stores a quantity’ of
. smoke détector-36-will function to trigger a device such .

]:qulf' ed compressed gas.(not shown) which preferably
is liquified *‘Freon.”

The: gas: cylinder. 14 is provided.. .
with & threaded outlet 16 which is utilized. both for
cylinder filling purposes prior to installation and to

50

permit the exit of gas therefrom upen the detection of

- smoke or heat in. the manner hereinafter- more fully set: .
.. forth;. A.threaded ﬁttmg 18 of generally T-shaped con~"" "
. _ﬁguratlon is: threadedly engaged in the outlet 16 and.

~ has interior channels 19-communicating: with: the inte-
rior- of ‘the” gas’ cylmder t4-to permit gas flow either

55

cordance with recognized standards, such as the stan-
dards prepared by Underwriters’ Laboratories. Inc. and .

-the American. Society for' Testing and -Materials, the

U as-avelay: semlconductor switch of similar device (not;
-shown) which acts to energize the electrical circuit 42,

The circuit 42 functions the solenoid operated valve 32 '
to thereby open the second: gas conduit system 30 to

. -expose: the second.horn.34-to the gaseous contents

Tetiined:under: pressure: within the. compressed: gas
cylinder. 14:: The passage:-ofithe gas (not shown) from. :

the: cylinder: 14 through the second horn 34. activates::

* the:horn: to: thereby render- the- second horn directly:

. through the top opening 20 or through the side opening .

- 22 upon actuation of u detecting device.

A first gas conduit system 24 leads from the top
opening: 20 of the threaded fitting 18 and connects at
its other end to a first horn 26 or other suitable sound-
ing device. A fusible element 28 which may be in the

form of a eutectic alloy designed to melt at a predeter- .

mined temperature, for example 136°F. or 174°F,, is
interposed in the first conduit system 24 in conven-

tional manner to detect the presence of heat in the

vicinity of the combination alarm system 18. Thus.
upon detectmg the presence of temperature sufficiently

6l

=

responsive o the presence of smoke as detected by the. .
smoke detector 36. Thus, it is seen that the first horn 26
is responsive to the presence of heat as controlled by,
the fusible element 38 and the second horn 34 is di-
rectly responsive to the presence of a concentration of
smoke as controlled by the solenoid operated valve 32 :
upon function of the smoke detector 36.

It will be apprecmted that. the fitting 18 s:mulm- o

neously pressurizes the first gas conduit system 24 and
the second gas conduit system 30 by exposing both gas
conduit systems to the gaseous contents of the com-
pressed gas cylinder 14. In this manner, either the sys-.

; so.includes 4 'separate: heat detec- - -
Ctor 44 ‘and. alarm soundmg device. 46: but.these. latter;: -~
' “two féatures: do'not. form.a part. of the present inven-. . .-
tion: See U.S. Pat; No 3 383 670 for further details of .




APPENDIX III

P "~ RECOMMENDATIONS OF SEVERAL

THE PATENT SYSTEM

a0




10
1:35;."’
25d
h303

35

Appllcatlon Flllng and. Examlnatlon

V.

o

?}:_Elther the 1nventor or. a351gnee ‘may flle and 51gn both the
prellmlnary -and complete appllcatlons. : .

Any application filed by the assignee shall 1nclude a "
declaration of o¢wnership at the time. of flllng and,. prior to
publication of the .application; shall include & declaratlon -
of originality by the inventor and ev1dence of a recorded
spe01flc a551gnment.

2.. Every appllcatlon shall inelude, at the. tlme of flllng, the
name’ of each- person.. belleved to have made an inventive
contrlbutlon. . .

3.:_Om1881on of an inventor's name or inclusion of the name of a
- person not an inventor, without deceptive. intent,. shall not
]affect valldlty, and can.. be corrected at any tlme ‘

d-Clalm for a prlorlty date must be made when a complete

appllcatlon 1s flled.,~

,,-UPubllcatlon of a,pendlng appllcatlon shall oocur elghteen to :
o twenty- four months. after 1ts earllest effectlve filing date,, or
N promptly after allowance or- appeal whlchever comes flrst..-

"'An appllcant for any reason may request earller publlcatlon ofas*

"~fp:bgh1s pending complete appllcatlon.ud;_l

VIII.

‘:An appllcatlon shall be "republlshed“ promptly after allowance or_rpjf_
‘appeal’ subsequent to initial publlcatlon, ‘and- again upon. issuange - -

as a patent, to the extent needed to update. the lnltlally

.f__publlshed appllcatlon and glve notice; of 1ts status.
.‘Unless a later flled appllcatlon 1s . |

'U"T_l;"A contlnuatlon appllcatlon and is flled before the occurrencez -

of any of the follow1ng events: (a) the- abandonment of,.
{b) the: allowance of all pending claims in, or (e) the flllng

_e3_of an appeal to the Board.of Appeals as to any clalm -in, the R
'q_jorlglnal parent appllcatlon, or _ o L

"f-2;-lA contlnuatlon in- part appllcatlon and is. flled before the

publication of any:-of its- parent appllcatlons or.

3. A lelSlonal ‘appliecation flled (a) on one of the 1nventlons
indicated to be divisible in a restrietion requlrement and is
filed during the pendency of .the application in which the -

‘restriction was first requ1red or (b} durlng -the pendency of
'_the original parent appllcatlon, . o '

- I1I-2
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XII.

tThe'PatentrOffiee.shall_develop and.maintain;an'effective-control,

program to evaluate, ona continuing_basis,'the_quality of the
patents being issued by .the examining groups and art units

. therein, and to.furnish information for the publication of an
- annual ratlng of the overall quallty of the patents issued each .
' Yeal"o BRI . . - . .

E XIII

Dlrect Rev1ew of Patent Offlce DEClSlonS

'A Patent Offlce dec1510n refu51ng a clalm shall be given a

_;presumptlon of correctness, and. shall not. be reversed unless-
;-clearly erroneous.. : : _

XIV.

Either the appllcant -or. the Patent Office may appeal from a
decision of the Court of Customs and Patent Appeals to the United
States Court of Appeals for the Distriet of Columbia Circuit, and

from.a decision of the latter.court either. may. petltlon the . -

";Supreme Court.for a writ of certiorari. .

*Procedure

xv,_e;,’

for Amendlng and Cancelllng Patents L

NThe Patent Offlce, Upon recelpt of a relatlvely hlgh fee, 'shall S
o conSLder prior-art . of which it 1s apprlsed by a. thlrd party, when ... .0

_;' ‘such ‘prior art. is' cited ‘and’ its pertlnency explalned in writing
.- within a. three-year period after .issuance of the patent... If the

‘Patent Office then: determines:that. a claim:should not’ have been [g,-fﬁﬁ}

-=[;fh”allowed, the patent owner- shall be notlfled ‘and: glven an’
. opportunity-ex. parte both to: rebut the: determlnatlon and: to

R a-ﬂf?,ynarrow the .scope of -the: claim... Failure:to seek review, or the
-1”2541 :-affirmance of' the Patent Offlce holdlng, shall result 1n

.:.cancellatlon of the clalm.

”‘;'When the valldlty of a clalm is ln 1ssue before both the Patent i

Office and a court, the trlbunal where the_;ssue was first _

- presented shall proeeed'whlle the other shall ‘suspend

-;ﬁjicon51deratlon, unless the court dec1des otherWLSe for good cause...fﬂ~

Anyone unsuccessfully seeklng Patent Offlce cancellatlon of
claims. shall be required to pay.the patént owner's.reasonable

i cost of: .defending such- clalms, 1nclud1ng attorney s fees. -The .

Liability

,{.1Comm1551oner shall require an- approprlate deposit. or bond for
*itthls purpose at the start of the actlon..'ua. el -

h;_A clalm Shall not be broadened in a relssue appllcatlon. '

and;Enforcement.

‘For infringement,of a.ciaim whichfappearstin both an application-

as initially published and .in the issued patent, damages may be .
obtained for an interim period prior:to issuance. .Such period
shall be measured from after the occurrence of all of the-

ITI-4




10

15

1_.;120;_::5 e

Cas i
s

40

XXIV..

XXV,

L AXVIL

'. xxvxz. .

- Qffices of "Civil Commissioner' shall be created in those

U.S. district courts where Jjustified by the volume of patent

- litigation. In:patent cases, unless otherwise ordered by a

distriet court judge for good cause, a Commissioner shall conduct

- pretrial hearings, preside at depositions of parties, supervise ..

_discoveryrpr0ceedings-upon;an'accelerated.and.abbreviatedfbaSis, _
make preliminary rulings upon the admissibility of proofs, and be
empowered to vary the burdens of_proofhfor-gOod.causerin_secrecy

Co ,cases. :

_ A party to a; patent case: seeklng to reduce hlS lltlgatlon costs,
- with the consent of the adverse party, may.submit his case to the -

court on-a stipulation of facts or on affidavits without the

- usual pretrlal_dlscovery,- This procedure may be used where no

- injunetive relief is asked and only limited damages are sought.
-Incentives shall be prov1ded to consent to thls procedure, as. set

' ;forth below.,_

.Statutbry

Adv1sory Counc1l

,,A Statutory Adv1sory Coun011, comprlsed of publlc members
;*_selected to represent the principal areas: served. by the: patent
.. «system, and. appointed. by the- Secretary of Commerce, shall be:

established to: adv1se him,. .on- & contlnulng basis,. of its:

“::ﬂ{=evaluatlon ofi.the: current health of. the: patent system, and.

. ”sp901flca11y, of ‘ the: quallty of patents belng issued and. the.' e
3j_effect1veness of any’. 1nterna1 ‘patent quality control program ‘then -
- invoperationy: -and; whether an: optlon'

;deferred examlnatlon systemqa

":'Every foerth yearhthe'CouneiiTShaii‘pdbiish é’fepart”oﬁ the.

~ .condition. of the. patent system 1nc1ud1ng recommendatlons for its:_.~kk

'““[1mprovement.‘-¢

o }ﬂt_The membershlp shall con51st of not less than twelve nor- more
% .than: twentyr-four.:  The term. of: app01ntment shall. be four: years, L
“ with a maximum tenure of eight years. ~An executive director, .andf’

Patent Offlce Operatlons

other support as. deemed necessary, shall be pr0V1ded. Lo

pThe Patent. Offlce should be. supported adequately to 1nsure flrst~f};e;£gff,}f

class stafflng, hou51ng and equ1pment and

Patent Offlee flnanclng should be establlshed on the follow1ng

Vbas1s.

1. The Patent Offlce should not be requlred to be entlrely ‘self-
sustalnlng. : T o) & .

2; The . Comm1551oner of Patents should be authorlzed to set fees

III-6




Transition

XXXI. The leglslatlon 1mp1ement1ng the proposed recommendatlons of the
Commission should. become effective as soon as practical with
regard to both patents and: pending. appllcatlons. :

5 Government Patent. Pollcy
- XXXII. .
-'_International Action .~ _ _
__XXXIiI.- The Unlted Sates should take a position. in favor of .the. proposed,-.
: revision of the Paris Convention whereby a right of priority may. -
10 .. be based .on an- appllcatlon for an; 1nventor § certificate.
XXXIV,t'3 Efforts should be made to. have the Parls Conventlon modlfled to:

- ‘remove any obstacle to measuring. the: term of a: patent from an
: effectlve forelgn flllng date.. : _ .

. XXXV The Comm1851on belleves that the ultlmate goal 1n the protectlon C
15 - ... of-inventions: should: be the:. establlshment of .aiuniversal. patent.fe-'
PRI :;respected throughout the world, issted in the light of; and = CRmEN e

. inventive over,: all of the: pPlOP art: of the world,.and. obtalned e

¢ s quiekly and: 1nexpen31vely'on & 'single appllcatlon, but: only ir
S el returns for a genu;ne contrlbutlon to the progress of the useful AN
20 ‘;ﬁ;g;1ﬁ~;arts."' e L . e - -

HTo thls end the Comm1531on specxflcally recommends the pursult SR
“ (1) International harmonization of patent practlce, (2) theg-}gfg!-*‘

formatlon of. regional - patent system groups;-and .(3). a. universal. .. oo

network of mechanized information storage and retrieval systemsggg, e
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(Report on’ Patent Pollcy)

Proposals w1th MaJor Impact on. Innovatlon

Upgrade the Patent and Trademark Office.

) The Patent and Trademark Offlce (PTO) should be glven sufflclent_
- .. funds-and resources. to thoroughly and carefully process. patent .
~applications so. that. the reliability of- resulting .patents is -
greatly improved: and the enforeeablllty of . such patents 1s

-enhanced‘ ' _

0 | The PTO should expand 1ts quallty control program to rev1ew ‘a:

greater sampling of allowed patent applications, thus ensuring
more. unlformlty in:the quality of the: issued patents.p,

-~ The PTO: should. 1mprove the 1ntegr1ty and completeness of ‘the _
oo PTOYS prlmary search tools,: i. e., the patent search flle and its
*sc1ent1flc llbrary. ' ‘ : : i : '

foaﬁgiTo the extent feaSLble, the PTO should develop, have developed, [_; S

Lo-or usesan: avallable computerlzed patent and prior: ‘art..gearch . -
-,_f;system to better assure the. flndlngs and conS1deratlon of the :
’i-closest prlor art by~ th' examlner. SR S

jThe Treasury shou fearmankﬂcer ain:patent.an
.- use-by: the. Patent ‘and. Trademark: Office: to:'pay. the: costs of PTO
- products: (e+g.. coples) and serv1ces (e g., examlnatlon and
' reglstratlon) L T A A PR

;Prov1de for Reexamlnatlon of Patents

_t" The PTO. should 1n1t1ate a system: for the reexamlnatlon of U S patents Ll
*3;by any: party requestlng sueh reexamination during the life of.the . '

patent. ' The reexamination'system:should provide:for. SubmlSSlon of .-

T=_fwr1tten agruments: by ‘the-patentee and: other -interested persons:.

concerning patentability over prior. patents or: printed. publlcatlons. ;5
Such reexamination should be handled on an expedlted ba51s by the PTO.;
so that a prompt declson can: be rendered.- ' R

Prov1de a Spec1allzed Appellate Court for Patent Cases P[;.;,;ji;ﬂ =

‘-fA eentrallzed natlonal court w1th exclus1ve appellate Jurlsdlctlon

I.
5
10
Fos
P
200
N & o
Do s }
30 |
e
35
Iv.

(subject to Supreme Court review) .over patent-related cases should be

provided as a vehicle for insuring a more uniform interpretation of -

the patent ‘laws and thus contributing. meanlngfully and: p051t1ve1y to
predicting. the strength of patents. _

RedUCe.Cost;of Patent Litigation -

CIII-100 -
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nﬂfldeas for reduc1ng the cost ofjlltlgatlon_

oplnlons on. all clalms ‘for patent. 1nfr1ngement no later than 6

"_months after the initial claim is filed.

Different classes or forms of Patents ' The dlfferent proposals

'cons1dered were:

S s R Incontestable patents that would become 1ncontestable with

respect to obv1ousness after. a perlod of 5 _years had passed
after it was lssued ' : : _ ; .

‘_ 0. tGuaranteed patents that would be: guaranteed by~ the ¢85 S._

Government as. to thelr valldlty.

oi;"Ellte or super patents. that would recelve a more '

;'comprehen51ve search and examlnatlon.J

?__oil Petty patents.that would not require. nonobv1ousness and

: @_would run- for less than 10 years.

._Other proposals for modlflcatlon of the patent system

qur= Patent terms would be extended to COInClde W1th
commercxallzatlon._ ‘ : e .

ar‘llesteffectlve : 5

VHV'Q.,‘LAn expert panel of unc0mpensated patent lawyers and the

... Board, of Appeals of the Patent and’ Trademark Office would

& --lndependently declde patent” 11t1gatlon issues, and the -
- deecision of the panel could be appealed only to a speclal
o appellate count unless: the panel's and Board of: Appeal'
o declslons dszered in suhstance. Do . -

o'f'fPrlor publlc use would, not bar & patent unless 1t was REE ER

“.substantial 1n cost or number. ~

0 '-,Prlor publlc use would not bar A patent 1f the use was not

-;obv1ous to- the- publlc on: lnspectlon or ana1y51s of the

B product avallable to the- publlc. L

oo -Patent owners: who are lndlv1duals, un1versmt1es, nonproflt

: organlzatlons or small businesses would be given priority ln
1nfr1ngement lltlgatlons before the Federal courts.

'_f_o,_ Judges for patent trlals would be patent experts.

E Impact of Antltrust Laws on Innovatlon

L TII-12
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- 0° A new mandatory reexamination procedure should be instituted in.
the Patent and Trademark Office whereby a- litigant who raises a
. defense .of invalidity of a patent based on new-found heretofore
unconsidered art should first test the assertion of invalidity in
5 - - the Patent Office where the most expert oplnlons exist at a much.
T reduced cost. :

0. -The budget of the Patent Offlce should be 1ncreased sufflclently
'~ ‘to.allow for more thorcugh searchlng of: prlor art. u51ng the most
modern search technology. Ca et
0. SR « TR The patent laws should be amended to recognlze that the
' : reliability-of patents is a keystonein the commltment of- funds
to carry out commercializations-of patented inventions, and
incontestability should be mandated after a period-of time so as..
to result 1n absolute rellablllty, except 1n cases of fraud.

15 o -Leglslatlon should: be. passed to give small bus1nesses tltle to
-~ 7" inventions, and incontestability: should:be mandated after a.’ . L
7 period of time:so:as to result in- absolute rellablllty, except in
... cases of fraud. .- : S : T - S

't::oijd'Leglslatlon should be: passed o give. small bus1nesses tltle to

< h20,"j' ':jlnventlons made—under ‘government: contracts, ‘with the prov151on

that commercialization be- undertaken in a reasonable: timew. . If i
such: commerclallzatlon s not. undertaken, title should revert to s
i the Government: ‘and: the Government should license small B ln SR

T Dy e,j:bu51nesses. As:an: alternative;. .small” business: should ba. able to BT
257 . .~ .obtain title to inventions- developed under. government. awards if -

. so0ho o they-invest an amount:of capital at least equal- to. the- amount. of
..o Theethe R&DCaward:under which:the: 1nventlon occurred. . -Likewise, with:
S © oo 7o) inventions made- in:national: laboratorles, the: Government should:

i_,,preferentlally llcense small bu51ness concerns. SRR

CS30 ,o."'Small bu31nesses should be able to obtaln (w1th approprlate L
s o L ::restrlctlons) ‘compulsory: licenses-through: Suitable proceedlngs 1n_- S
cases where uncommerclallzed patents block entry ‘into new: i
;markets. : : L o : . :

R TR « o 'jThe Justlce Department should be requ1red to undertake
' 35,f c-'~.“f'Jgj¢compet1tlve 1mpact studles for: taklng antitrust. action agalnst e
.. woiiosmall business:when: a-small business.is: attemptlng to exp101t ‘the:
'g'full property rlghts afforded by 1ts patent. . [

| i-I't_ t' commi tt
Enhanclng Rellablllty and Reduclng Cost _ﬂ~

4o - A thorough rev1ew should be conducted in whlch a w1de variety of
' viewpoints and expertise is tapped for recommendation .of reforms to
the patent system.- The review should consider the following
; proposals - ' SRR

CITI-1H4




o'  Hearings should be conducted. to. determine the inequity. of.
"~ the present .compensation m«mﬂma as perceived by ps<mbaowm
-and pam nommpuHm mwwmoﬂ os psno<mﬂpob.
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ﬁ;,nQJ;kall contractors not covered under thlS proposal w1ll contlnue toa.g.

-';_The Patent Offlce shall develop a pract1cal effeotlve and 1ow-cost e

. periuse- computer based"search-and retrieval ‘system-for its own- ‘use- and‘ DR

" publie. access. w1th particular: concern for.its usefulness to. small.. e
. business firms.. The system shall include appropriate: claSSLflcatlons G

- .for-and. require the submission of- supplemental information to: make:.

‘!.acceSSLng easier;, more: .complete and to. provide more: lnformatlon .,.;f
-;concernlng a patent's ‘use: and potentlal appllcatlon. s

invention within the ten-year period, then the government shall
be entitled to collect up to 50 percent (50%) of all net income
above these figures until such time as the. amount of government
~research money has been repald.‘= .

Gl Any title holder to a subJect 1nvent10n or his assignee shall not'

grant to any person the exclusive right to use or sell any
subject invention in the United States unless that person .agrees
 that any products embodying the subject invention or produced
 through its.use shall be manufactured substantially within the
U. S. unless thls prov1510n is. walved by the fundlng agency._

T) ' Federal agenc1es are authorlzed to grant exclus1ve, partlally

exclusive, or-non-exclusive licenses. on government.owned patents
_to achleve eommer01allzatlon. : _ :

‘gglsl-:'After publlc notlflcatlon of the government patents avallable for_--.._-

' licensing the ageney will then- require that potential.licensees
submit. plans outlining how the invention will:be: developed and
marketed.. ' If the agency determines that. the. grantlng ofan

. exelusive or partxally exclusive license will not lessen S

. competition it will give: first. preference in. its llcen51ng to e

”L;vquallfled small bu51nesses.,‘:- ; S e '

'?’;operate—under the exxstzng agency programsJu

The. Patent Offlce and the Small Bu51ness Admlnlstratlon shall 301nt1y e e
. and. urgently ‘conduct 2’ study of the- feaSlblllty of” dev151ng a modified . .- .

. version of the patent law and. regulatlons for use by small businesses,.
- .and individual :inventors.. The goal of such a modified version shall
.. be:to reduce the .time and cost of securing and.defending the patent
" rights of small businesses and’ individual inventors to reduce the. e
present inequity resulting: from:the: ‘greater: ablllty of large: bus1ness e
' Tto make effeetlve ‘use: of the patent laws and regulatlons.r_‘- .

The Patent Offlce shall conduct a study regardlng the fea31b111ty of
initiating a compulsory licensing requirement.for. patents which are
not being adequately: exploited. and. shall report back its flndlngs to

the Congress. W1th1n one year.a
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o Government owned patents should be llcensed to all domestlo
o manufactures -on. a royalty free basis..

0 The Patent and’ Trademark Office should be: prov1ded adequate
o T fundlng to ellmlnate the: unnecessary baoklog in the work of that
5 : .o - office. : . .

-Recommendations for Further Examination -

0 The concept of shorter-term lesser patents should be con31dered
o -for 1ntroduct10n Ain the United States..

: _ o TheﬂUnlted Stateszshould work_w1th,other_industrial:oountries;to~'_
10 - improve patent protection in Third World countries while:avoiding -
.any improper interference:in thehaffairsiof-other;countries;,
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Recommendations -Presented in =
”'Stimulating’Technologidal'Progressﬂ3
' A Statement by the:
- o _ Research and Policy" Commlttee of the -
5 L o Commlttee for Economic Development

Changes in Patent Pollcy to Enhance the Economlc Cllmate :

:~F1rst to- Flle Patent System The flrst to- flle a patent application

should be granted the patent if more than onie patent application is ’

R filed on the same invention. If another invents the invention prior:

10 " “to’'the patent applicant who is awarded the patent, the prlOP 1nventor
- -would have a personal ‘right to use’ the 1nventlon.

_ Reexamination of Patents: A challenger of a patent should be glven .
~i"the right to take references that it:believes are strong enough to.
©invalidate the patent tothe Patent and Trademark Office and ask for

_15'_: 7 .reexamination in light of those references. The requester would pay
' - fees . that would approx1mate the Patent and Trademark Offlce costs
o 1nvolved.s- : . G RO

'ff“Arbltratlon of' Patent Disputes 'Aﬁbitrationfshould;bénauailahle for
“Plthose who w1sh to use 1t. s M PR

'_“20"-".'i Addltlonal Reeommendatlons on- Patent Pollcy

s rj;‘_*f 503]-5A SLngle patent appeals court should be-establlshed to ellmlnatev _lfﬂi
ST U the eurrent problem of" 1ncon315tency 1n precedents between '
}*e21st1ng ClPCUlt courts. R ; el e

o od The recommendatlons of the 1978 Natlonal Comm1ssmon on New

‘25 . . v Technological Uses: of ‘Copyrighted:Works' should be: 1mplemented to
T e -‘prov1de Tegal- protectlon to. the authors: of COmputer programs and -
cto assure that rightful processors of coples of computer programs.-

B g~can use ‘or adopt those programs for thelr own use. :

o K U8, owners of patented proceSSes should be able: to enforce thelr'
30 - 4. .0 patents- against goods made abroad with: those processes and: then
s "jd 1mported 1nto the Unlted States. > . L :

;fofl‘.A patent -owner- should be-able: to receive an extension of . a
~ patent's: llfe equal to the length of government regulatory
o delays, . - _ _

3 o S0 that government funded research and deve10pment will be used

B © for commercial products, government ‘contrators:should in most
instances recelve title to the:.inventions and patents made under
government contract. _
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" Recommendations Presented in "
. SMALL BUSINESS & INNOVATION = _
- A Report of an SBA Office of . : : -
Advocacy Task Force - L

B - A. Small businesses should be allowed to retalo patent rlghts'on
' inventions made under Federally- supported research accordlng to the
'follow1ng prov151ons. :

-1}~ Each small business shall have a reasonable amount of time to
. elect to retain title to subject inventions. - The Federal agency
i - . may retain title if the invention is made under a contract for
operation of a government owned research or production facility,
- or in exceptional ecircumstances when it is determined that
restriction or elimination of the right of the contractor to
coATT 7 ‘retain title to a subject invention would better promote the
B o polley and obJectlves of this blll :

2)  Whenever the. fundlng agency determlnes that At should retaln

-, title to & subject invention-a: copy of this decision shall be-

- gent to the Comptroller General. The Comptroller General will
o ; : . then review this decision and inform the head of the agency of o
20w T T higs determination as ‘to: whether  or not. this. retention of title is: -

T e e JUStlfled. . The- Comptroller General will also submit an.annual = -
report: to the House and-Semate: Commlttees on the Judlclary on:
Tagency 1mp1ementatlon of this blll.

- 3 Each funding: agreement shall contaln prov1310ns to: (T)-insure'
25 7. - the right. of the Federal Government to receive title to any .
: e . subject invention not reported to it within a reasonable time; -
- {2) insure the government's right to receive title to inventions
. when the inventor does not intend to file for patent: rights; (3)
S+ 0. - guarantee that the. agency shall have a nonexclusive,
30" 7. .~ nontransferable paid-up license to use the invention; and = (4)
' S ~ insure the right of the funding agency to require periodic
© reports on .the utilization or efforts at obtalnlng utlllzatlon of
_the subject lnventlon. : . . : '

ST e tThe Federal agency has the rlght to requlre the sub;ect 1nventor
35 0 - of his assignee to grant additional lieenses 'if the agency feels
: ..+ that sufficient steps are not being taken to achieve
" commericalization.. Additional licensing may also be required to
alleviate health and safety needs, or under prov131ons for public
use as spe01f1ed by Federal regulatlons. :

40 o 5) If the patent holder receives $250 000 in after tax profits from
3 ‘Jicensing any subject invention durlng a ten-year period,. or
receives in excess of $2,000,000 on the sale of products
embodying or manufactured by a process employing the subject

III-7
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1)

L 2)

“The patent offlce should have a program to: a551st 1nd1v1dua1
~inventors and very small bu51ness persons in applylng for and
- obtaining patents._.,-' : S .

'The dlsclosure of all materlal 1nformatlon could be 1mproved by

the replacing of the ex parte, the reliance solely on written

'submission, method of patent application with what has come to be
" considered a conventional administrative agency approach. Such
--an approach could: include public advocacy proceedings and require

patent briefs, to induce disclosure of the invention in

- specification. Such a procedure need not be followed in all
.cases if the patent office could. identify classes of patents most

© iikely to:be litigated. An-analysis should be conducted

““comparing the increased costs of:this type of .initial
‘investigation.with the costs of later challenge and litigation,

'“-“includingithe'cost of :problems caused by uncertainty.

LT s 1ndependent agency, 51m11ar to: the' Federal’ Trade Commission to

An office should be created within the patent office to represent

-the ‘public interest and assure‘the-expeditious issuance of valid
“patents, prompt- rejection of others, and the overall compllance

w;th patent prov151ons.;

" Do away w1th exp11c1t productlon goals for patent examlners,
_-_whlch stlll stress quantlty rather than quallty of patents.,

'Con51deratlon should be glven to maklng the Patent Offlce an

'4.”allow lt to better carry “out LtS qua51 adJudlcatory functlons. :

)
. *"" “cannot be ‘slashed enough to make it affordable to.individvals and
Uvery small businesses. The Government must provide a pool of

- 'sophisticated: legal aid for - those who cannot afford to protect
' 'themselves from patent 1nfr1ngement R S

The cost of patent protectlon in-our: lltlgloUS soolety probably

':Government Funded Research

-o r"Taxpayer funded research should remaln the sole property of

' _the Government.

"f5o>.lTA certlflcatlon requ1rement w1th crlmlnal sanctlon,_should

“be-adopted to-defer the prlvate use of patents under
government contracts. RS S . .

-Regulatory Delay

o) Patent terms should not be extended dueAto delays in
commerclallzatlon caused by government regulatlonso

.-nghts of the Inventor f"
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LT 7alY theirs international negotlatlng meetings: at the United: -
;--Natlons and: at’ other- places to. tnelude pecple from: the .

- private: sector who are: expert 1n the matters belng

'The licénsable nature of the rights granted by a patent

should be clarified by specifically stating in the patent

“statute that: (1) appllcatlons for patents, patents, or any

interests thereln may be licensed in the whole or in any
specified part, of the field of use to-which: the subject-

~matter of the claim of the patent are directly applicable,

d "(2) a patent owneér shall not be deemed guilty of patent

 misuse merély because he agreed to a contractual provision
~. or imposed a condition on a license, which has (a) a direct
B relation to. the disclosure and clalms of the patent, and (b)

the performance of which is reasonable ‘under the _
circumstances to. secure to the patent owner the full benefit .
of his invention and patent grant. This recommendation is

' 1ntended to make clear that the "rule of reason" shall
~eonstitute the guideline for determlnlng patent misuse.

The Department of Justlce should conduct an "innovation
“impact. study" and & “competltlve 1mpact study" before
.. bringing any.. actlon agalnst a patentee alleglng antltrust
“”v1olat10n. ' -

'_Mlscellaneous T

The 1. S Government should con51der maklng it mandatory on.

' _ﬁdlscussed..

_ :Mechanlsms should be developed by whlch such unpatented

. ‘technology is- not mlsapproprlated from” its proprietor:
through the . act1v1ty of 5overnmenta1 regulation and other .

'_dlsclosures_to the: ‘Government, coupled w1th requests by

_L'competltors for 1nformat10n under FOIA :

'f Make it a’ crlme for anyone to know1ng1y 1nfr1nge a valld
"patent. : . ]

:f'Change toa flrst -to~file system, SO that the flrst

o _appllcant to file on an invention would be.entitled to the
 patent.. -Our current patent laws award: the: patent to the
~first-to-invent ‘(provided- certaln condltlons are met)
Zrather than the flrst to- flle ' _

The Patent and Trademark Office should develop a practical and

" effective computer-based search and retrieval system for its own

use and public access, with partlcular concern for its usefulness

for small bu51ness firms. -
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The Supreme Court, through the Judlolal Conference should requ1re each

Federal court to exercise a high degree of control over the conduct of.
patent litigation, with particular concern for the time and expense of

"dlscovery.

Transfer Commerc1a1 nghts to Government Supported Research to Private

- 'Sector

E The patentfrightsaonsthelresultS'oflGovernment—sponsored~research to

ﬂshould'be transfered"to the private sector for commercialization.

l Other Proposals which would Increase Innovation (need not have been
‘ unanlmously approved by the Subcommlttee) S

I
CVILL

VIIIi:

IR,

'_Extend Patent Term to Compensate for Delays in Commerclallzaton Caused
jby Government Regulatlons. S

fEncourage Other Countrles to Prov1de U S Innovators the nght to
' Obtaln Enforceable Patent Rights SRR :

TPatent nghts to be Avallable for New Technologlcal Advances -
& fﬁNew llfe forms should be patentable. n;"“ e

" "?:Patent protectlon should be extended to use-speclflc formulatlonsrfjlf'”"”

1 of ‘¢hemieal - comp051tlons (eige, & herbicide) that" ‘contain old-

T*_*;«chemleals whereln the 1nventlon res1des in the new use. .

”jo f~jComputer programs and software should be patentable._p':

Clarlfy the Statutory Deflnltlon of Patentable Inventlon 357U.S;C."

__Sec 103 .

"?fo~*“ The statutory standard for patentablllty should be amended to

85 sl
- ' “{;nonobv10usness.

fX»f

. ensure ‘the taking into account of' the so-called secondary _
*“‘considerations lnvolved 1n determlnlng the presence or absence of

Permlt Lleensee to Agree Not to Challenge Llcensed Patent

Other matters con31dered (no recommendatlons)

- -f ffV:A;*f~Compensatlon of employed inventors: Corporatlons would be

:'requlred by law to compensate employees for thelr 1nvent10ns.

3 B."'Flnanc1a1 Stlmulus of Innovatlon : Flnanc1al asszstance would be

- provided by the ‘Federal government to 1nd1v1duals and small
business.

C. Infringement of U.S. Patents-by[the U;S;wGOVernment: The'

Executive Branch would require that agencies must render final
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Reoommendatlons Presented in
Adv1sory .Committee on.Industrial Innovatlon :
+* ~ Final  Report . o -
~,(Domestlc_Pollcy Revlew)

Subcommittee on Patent and Information Policy

(Report on Informatlon Pollcy)

: The Acoe531b111ty of Informatlon ln the Patent Document

The Patent Offlce should undertake at the earllest p0551b1e date to

complete the development of an effective computer based search and

-Yetrieval system so as to: 1mprove the value and effectlveness of”

lssued patents.

o The Patent’ Offlce should: support the development of approprlate
- elassifieation and“indexing schemes and provide an umbrella under
'”:“whlch to 1ntegrate the systems for the varlous technologles.

"”The Patent Offlce should encourage the development of user orlented
”patent data: bases in SpElelc areas Dy organlzatlons that-would be 0 7
- most responsive to user needs:. < To® achleve ‘this innovation. in- prlvate”"

‘patent-information services, the Patent ‘and Trademark Office must

oelarify the- present and potentlal role of the Patent Offlce in- patent
'Fdlssemlnatlon._r_ s . , ‘ W : o

o II -'::

_The Relevance of the Patent Document to Innovatlon

. The Patent Offlce should develop and requ1re the submlss1on w1th the

'patent application.of an information (or cover) page which would not

- be“part of the legal document but which would provide easier accessing

.

~of the patent and more 1nformatlon concernlng its use and potentlal
-_applloatlon. : : _ , _

Improv1ng Awareness and Use of Patent therature -."

_f'The Patent Offlce should strengthen 1t5‘dep051tory system and should
© " plan to install its automated search system in key locatlons around
" the country when completed : -

| The Patent Office should encourage creation of new prlvate sector

- systems.

The Patent Office should consider providing education, technical and

financial assistance, particulerly to individuals and small businesses
to use the system effectlvely :
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XXIX.
< oo 0 soeleties and government should be established to make a
" comprehensive study of:the application of new technology to
- Patent Office operations and to ‘aid in déveloping and
-1mplement1ng the specific recommendatlons which follow.

5
'tgébf;"f:tjf"
.' :'S.O:j |

XXX
35

" for Patent Office services within broad. gu1de11nes -
‘established by Congress. :Such fees shall be apportioned in
- accordance’ with' the cost of_prov;dlng the services. '

.. The Patent- Offlee should be'authorlzed.to establlsh'a

trevolving fund" of all 1ts recelpts to support its

'.';operatlon.

- The applicant'should be permitted’to:amend his:caéelfollowing any

new ground of objection or rejection by the Patent Office, except

- where the new ground of obJectlon or rejection is nece551tated by
"t';amendment of the appllcatlon by the appllcant.

4 study group eomprlslng members from 1ndustry, techn1cal

1.

The United States, with other. 1nterested countrles, should

- strive ‘toward’ the establlshment of & unlfled system of patent
“elassification which would expedite and 1mprove ltS retrleval
'of prlor art. f B R T P ISR

“']The Unlted States should expand ltS present recla551f1catlon
“g*efforts.._f'_;fj - x : T

“The Patent Offlce'should be encouraged and glven resources Lo

continue, and to- intensify, its efforts toward ‘the. goal of a'

':fully mechanlzed search system..

“The Patent Offlce should acqulre and store machlne readable -
--sc1ent1flc and techniel Lnformatlon as lt becomes avallable.

75The Patent Offlce -should encourage voluntary submlsSLOn by _
- patent- applicants of coples of thelr appllcatlons in machlne-
”readable form.-_*-_ i _ L S :

The Patent Offzce should 1nvest1gate the de31rab111ty of’

" obtaining the services of ocutside technical-organizations: for

specific, short term claSSLflcatlon and mechanlzed search

. proJects. SR

Patent Offlce should

L Proeeed v1gorously w1th the 1mp1ement1ng of 1ts plan for

mlcroform reproductlon of all search files; and

' Cooperate wzth forelgn natlonal patent offlces and

internatiohal patent organizations to develop a worldwide

- index of ‘patents and published applications for patents.
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XVIII.

CXTX.

“following events: © (1) the initial publication, (2) a Patent
‘0ffice holding that the-claim is alliowable, and (3) a transmittal

to the alleged infringer of actual-notice reasonably indicating

L how hlS partlcular acts are con31dered to 1nfr1nge the claim.

The appllcant's electlon to create such 1nter1m 11ab111ty, by his

L transmittal of notiee, shall constitute the granting of a

reasonable royalty, nonexclu31ve license, (1) extending only’

-until the issuance of the patent for any infringement involving a

process, and (2) extending to and beyond issuance for any
infringement”involving a machine, manufacture or composition of =
matter, which is made prior to the issuance of the patent.

f; In exceptional cases,_damagesiforIintErimrinfringement up. to -
-j'treblerreaSOnable'royalties may-be‘assessed.

'-The term of a patent ‘shall explre twenty years after 1ts earllest'
'effectlve U. S filing date:: - =

_ 3The-term‘ofta patent,'whose-iSsuandejhae:been~delaYed“by?reason'
- of ‘the application being placed under secrecy order,. shall be
" extended. Tor ‘a period equal to'the delay Ln 1ssuance of the

:'fi<”patent after notlce of allowablllty

e
-**'-'V”"fevercomlng a holdlng of double patentlng.

g : XXI.

XXIT.
o4 v eldarified by specifieally stating in the patent statute that:
__.(1}_applicationsgfor~patents;ﬁpatents;'cr‘any-interests therein
_may'be licensed in- the whole, -or—in‘any" specified part, of the
" field of use to-which the subject matter of ‘the.claims of the -
 patent .are directly appllcable and (2) a patent owner shall not
. be deemed guilty of patent misuse merely_because he agreed to-a
" contractual ‘provision or imposed-a -condition on'a:licensee, which
© has' (a) 'a direct relation’ to the ‘disclosure and ¢laims: of the

The flllng of a termlnal dlsclalmer shall have no effect ln

~'The- 1mportatlon 1nte the Unlted States of & product made abroad
by a process patented. 1n the Unlted States shall constltute an
oacttof 1nfr1ngement. ' SR ; - e

The llcensable nature of the rlghts granted by a patent should be -

""*jpatent and’ (b) the performance of which ‘is reasonable. under the

- XXIII.

~ * eircumstances to secure to the- patent ‘owner the full benefit of
" his invention and patent grant. This recommendation is "intended
" to'make clear that the "rule of reason™ shall- ‘conistitute the

- guideline for determining patent misuse.

A final federal judicial determination declaring a patent claim

invalid shall'be in rem, and the cancellation of such elaim Shall

~be-indicated on all patent coples subsequently dlstrlbuted by the
‘Patent Offlcee'
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IX.

XI.

"The later filed application:shall not be ‘entitled to the
effective filing date of a parent-application for matter
disclosed in the parent, and the parent, if published, shall

- constitute prlor ‘art agalnst the later flled appllcatlon.

"g Standby statutory authority should be prov1ded for optional
'deferred examlnatlon._ '

“n. ‘optional deferred: examlnatlon system shall include the

following provisions:

1. The examination shall be deferred at the option of the

- applicant, exercised by his election not to accompany the
complete application with an examination fee. -

,_' Request for examlnatlon, accompanled by payment for an
~ examination fee; may be made anytime within five years from

S the effectlve flllng date of the applmcatlon._

s A deferred appllcatlon shall be promptly 1nspected for formal

matters and then. published.

”ffif3;f]Any party, w1thout belng requ1red to dlsclose ‘iis identity,

may: provoke an-. examlnatlon upon request and payment of the
Tfee. : :

" .application initially deferred shall be inserted in the quene
~.of applications set for examination-in an order based on the

'“7Q¢date of payment of the examlnatlon fee.

7”5;d-Exam1natlon of pendlng parent or’ contlnulng applxcatlons o

7 'shall not-be deferred beyond the time when examination is
requested of any of the parent or contan1ng appllcatlons.

; "The appllcant shall have the burden of persuadlng the Patent
t_iofflce that a clalm 1s patentable. '- oo

ddThe Patent Office shall consider all patents or publlcatlons, the
- 'pertinency of which is explained in writing, cited against an

application anytime until ‘S$ix ‘months after the publication: which
gives notice that the appllcatlon Has: been allowed or appealed to

" the Board of: Appeals. if the Patent Office, after the citation
- ‘period, determines that a claim should not be, or have been, '
allowed, the applicant shall be notified and glven an opportunity
' gX parte both to rebut the determination and to narrow the scope
"~ of'the claim.  The identity of . the party Cltlng references shall
fbe malntalned 1n confldence.- :

Public use proceedings, as at present may be 1nst1tuted during
the citation peried.
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. -RECOMMENDATIONS -PRESENTED IN THE
~ REPORT OF THE U.S. PRESIDENT'S COMMISSION
' ON TEE
PATENT - SYSTEM:

Patentability of InVentiqns

I.

II;-Va”‘

III.

v,

Prior art shall comprise any information known to the publie, or

make available to the public by means of disclosure in tangible

form or by use or placing on ‘sale, anywhere in the world, prior’
to the effective filing date of the application. . .

L disclosure in a U. S. patent or published complete application

- shall constitute prior art as of ltS effective (United States or

forelgn) filing date.

A prellmlnary appllcatlon may be used to secure a flllng date for L
all features-of an invention diselosed therein, if the diseclosure

subsequently appears in a complete application. -Requirements as

~to form shall be mlnlmal and claims need. not be lncluded

One. or more prellmlnary appllcatlons may be consolldated 1nto one

's_T;-

2.

.J.

. complete appllcatlon filed within twelve months of the earllest
- preliminary or forelgn appllcation relled on.: o

o Prlor art shall not includé; as’to the 1nventor concerned
'-:-*dlsclosures of ‘an invention resultlng from::

A dlsplay in an OfflClal or offlclally recognlzed
lnternatlonal exhibition; or :

~An- unauthorlzed publlc dlvulgatlon of 1nformat10n derlved
from the 1nventor._

~ The classes of patentable subJect matter shall contlnue as at
'present except: L

All prov151ons in the- patent statute for de51gn patents shall-

. be deleted,. and another form of protectlon provzded

.oA prov151ons “in the patent statute for plant patents shall

be deleted and another form of protectlon prov1ded.-.-.

A series of lnstructlons which control or condltlon_the
operation of a data processing machine, generally referred to
as a "program," shall not be considered patentable regardless
of whether the program is claimed as: (a) an article, (b) a
process described in terms of the operations performed by a
machine pursuant to a program, or (¢) one or more machine
configurations establlshed by a program.

I11-1
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tem 24 or the 5\ stem 3{) ciin be activated upon senising

respectively the presence of a sufficient concentration
of smoke or.of 4 predetermined elevated température.
Should a fire develop and generate sufficient quantities
of smoke and sufficient elevated temperatures to acti-
vate both the smoke detector 36 and the fusible ele:
ment 28, then both horns 26, 34 will be simultanecusly
activated to thereby generate an alarm sound of much

- greater intensity than that possible from only a single

sounding device. Thus, as a fire develops intensity. the

5

single unit 10-is designed to greatly increase the alarm -

*intensity capabilities,
‘For: example. by empioymg the apphcab]e Under—

writers". Laboratories, -Inc.. test .procedures, -a stngle_'

3938115

: 6

2. said second conduit system including second
valve means to regulate the flow of energy from
the source to the second sounding device,

3. said second valve means being movable by elec-
trical energy from a closed position to an open
‘position upon sensing a predetermined quantity

- of smoke in:the vicinity of the alarm.

2. The alarm of claim. 1 wherein there is no direct
connection between the- first sounding device and the
second sounding device. . :

3. The alarm of claim 1 wherein the first valve means
comprise a fusible element, said fusible element melt-
ing ‘upon the presence of elevated temperatures to

" move the first valve means from the sald closed condi-

" horn -26-was activated and a generated sound in-the |

range:of 115 dBa was noted, Then the second hom 34
" was simultaneously activated and readings in the range

“-of 118-120"dBa resulted. As set forth in a publication
entitled “Household Fire Warning Equipment Spot

"Type Detectors,” published by Fire Equipment Manu-
facturers Association.(FEMA), May 1974, page 12,
each increase of one decibel is equal to an effective
increase in‘intensity of sound of 26 percent.

Although | have described the present invention with’

'reference to -the particular embodiments herein 'set

forth, it is undefstood that the present disclosure has-
.. béen'made only by way of example and that numerous. -
" -changes in the details of construction may be resorted
to’' without departing from. the spirit and' scope of the..

tion:to the open condition.
4. The alarm of claim 3 wherein the ﬁrst valve means

- positions entirely within the first conduit system.

25

30

' . invention. Thus, the scope of the invention should not.. -

. be limited by the’ foregoing “specification, but rather

B only by the scope of the claims appended hereto

T claim:”
1. In a'¢ombination smoke and heat detector aldrm

“A: o seif contairied source of energy, _
- 1. said: source. mcludtng an energy outiet
2. said source being. compressed. gas; -

..outlet,

. said-first conduit system mcludmg a first sound-'

ing device, said first soundmg device bemg a gas
operated horn,

2. said first conduit system mciudmg i rst vajve
means to regulate the flow of energy from the
:source to'the first sounding device;. -

g

B. a first conduit system commumcatmg wnh the 40

5. The alarm of claim .1 wherein the second valve
means include an electrically powered smoke detector.
6. The alarm of claim ‘5 wherein the second valve

‘means include a solenoid operated valve, said valve

being normaily closed to prevent the flow of com-
pressed gas through the second conduit system, said
vaive being opened by the smoke detector upon detec-
tion of the predetérmined concentration of smoke, said

'v'alve'being positioned. within the‘ second conduit sys-
~tem.

7. ‘I‘he alarm of clalm 6 and a fitting attached to the-
outlet, said fitting having a smgl_e inlet connection t¢
receive compressed gas from the outlet, said fitting:

_having a first connection.to the first ¢onduit system and

a second connection to the second conduit system, the
said first:connection, second ‘connection and the iniet

k..ﬁconnection being interiorly interconnected to-simulta-
‘nieously pressurize’ both the first and second: conduit
- gystems. "

8..The alérm of clalm 7 wherem the first and. second

-conduit systems include means. to-simultaneously con- .

duct: energy to the first and second sounding devices
whereby. the: horns can.be operated simultaneously.
9. The alarm of claim 8 wherein the means to con-

X duct energy to the first and second sounding devices
. include means to function’ the first and second valve

45"

:means simultaneously.

.10. The alarm of claim 8 wherem the means to con-

‘duct energy to the first and second sounding device

include means to functlon the first and second valve

. means individually.

-3 said first valve means being movable by non-

electrical energy from a closed’ condition to'an |

-open condition upon.sensing a - predetermined

‘high temperature in-the.vicinity of the alarm; and"

said outlet,.

1. said second céndutt system :ncludmg a. secondf 55

_ sounding' device, said’ second. sounding: device
" being a gas operated homn, .

11. The alarm of cla.lm 1. wherein one horn generdtes
a’'sound of intensity in” the range of 115 dBa and

_wherein the alarm includes means to increase the inten-

. sity of the sound by a range of a.pproxtmately 78 per-
2 €. a second -conduit: system commumcatmg with the_ .

60
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~cent to 130 percent. -

‘12. ‘The alarm of clatm 11" wherein the means to

‘increase include means fo function the first and

second soundmg dewces sxmultaneously
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COMBINATION SMOKE AND HEAT DETECTOR
ALARM

BACKGROUND OF THE INVENTION

The present invention relates generally to the field of

- alarm devices and more particularly, is directed 10 a

combination smoke and heat detector alarm system

* which is equally responsive to either the presence of

heat or to the presence of smoke,

The general premise of the need for protecting occu-
.pants of buildings from the danger of fire has long been
a building design concept and many types of electri-
cally operated and mechanically operated fire alarm

" ‘systems have been developed by prior workers in the

field. The prior art types of fire alarm systems have
varied greatly in reliability, complexity, scope, cost and
in the basic protection features afforded by each partic-
ular type of design. Additionally, distinctions have tra-
ditionally been made between alarm systems suitable
for commercial and industrial establishments, and in
alarm systems particularly designed for residential use.

Alarm systems such as marual fire alarms, automatic

" fire alarms. central station_connected systems, local

SUPETVISOTY | alarm systems;’ coded and non-coded alarm
*systems, sprinkler alarm-systems.ind others have been
deveioped for particular dpp]lcauons in-specified occu-
panc1es It will be apprecrated that the initial cost both
in basic equipment price and-in the: cost of installation
" varies widely between' the different systems avaitable.

~selection and' design-of‘an alarm system when- planning

3938 lh

2
v.hereln the heat of a fire builds- up so qmck]y as to
render a building untenable from heat before sufficient
guantities of smoke are generated to activate a .usual
smoke detection device. Existing smoke detector sys-
tems have sometimes failed to properly function when

the electrical power required for operation was inter-

_rupted by action of the fire itself. Other smoke detector

1

systems. have proved deficient to a degree in that the
associated alarm device of existing single station units
cannot develop sound levels above 93 dBa. Accord-

ingly, a single station unit which incorporates a sound-

ing device capable of emitting alarm signals of greater
intensity and which can be actuated both by a heat
actuated device and by a smoke actuated device would
be most desirable. Heretofore; no such combination
unit has been made available for public use.

SUMMARY OF THE INVENTION

This invention relates generally to the field of alarm
systems, and more particularly, is directed to a self-
contained alarm system that is equally responsive to the
presence of smoke and to the presence of heat.

The alarm device of the present invention includes a
self-confained energy source which may be in the form

" of a conventional compressed gas botile containing an:

éasily compressed gas in liquid form such as “Freon™

kS gas.’ A fitting connects to the gas cylinder -outlet and

10

. The safety. and reliability features offered by. the vari- -
. ous'systems.also-are widely-divergent: Accordingly, the -

feeds two separate gas conduit systems, each system of

.which leads to.a separate sounding device, such as a.

gas operated horn-of the type: capable of producing

an alarm. signal ‘of 115 dBa.

Interposed-.in one.of the gas conduit. systems: is. &

* fusible- element:which may. be-in the form of 4 eutectic

~a new building or when installing an alarm system in:an. -

~existing building forms. @n- important design’ decision:

3%

.dependent:upon suich factors as the:type of* occupancy.. .
the type of: building construction; the number of per: - .

. “sons to Be protected, the equipment costifactor, ete.

More: recently, tests have been conduct_ed and inves-
. tigations have been made of actual fires wherein it has
been determined that in-many instances, the buildings

."subject to fire' become untenable from .smoke long

before they are untenable due to the elevated tempera-

: tures of a-fire. Because-of ‘this added awareness, much
- thought ‘has ‘been given recently to personnel protec-

tion in buildings..In accordance with these recent stud-
ies; safety from smoke considerations now form an
important-building design parameter. Numerous smoke
detection devices have been developed to a degree
wherein they are quite reliable-and are now in general

. use. The prior-art smoke detection systems have; until

alloy: which is designed. to. meit at a. predetermined:

_temperature for: example, 136° or 174°% depending :
".upon the  predetermined conditions of use. Interposed. ...
in- the ‘second: gas conduit’ system. .is .a..conventionat . -

solenoid: operated valve which is-normally closed. but.

* which may be moved to its open position upon trigger-

40

ing of a self-contained smoke detection device. The
smoke detection device may be of any weli-known,

-approved type such as a photoelectric cell smoke de-

_ “tector-or an ionization products of combustion smoke

4s

detector. Thus, the combination smoke and heat detec-
tor of the present invention is- compietely self-con-
tained and is equally responsive both to the presence

of a predetermined’ elevated temperature and to the

50

presence of a sufficient. concentration of smoke. .
It is therefore an object of the present invention to.
provide an improved. combination smoke and: hedt :

- detector alarm of the type. set forth.

now, been employed usually to trigger alarm systems in. "

-commercial and apartment buildings upon-presence of -
"-smoke to thereby warn the building occupants. Be-
- cause of the' added awareness of the dangers inherent in’ :
" residential fires, many- self~contained, single station,

. relatively- inexpensive units have been specifically de--

signed for residential use in.an attempt to reduce the
number of fatalities resulting from residential fires.

Such units have traditionally incorporated a sounding
device in the form of a bell or horn and a detecting
device which was either responsive to the presence of
smoke or to the presence of heat.

There are: many reported instances wherein a rela-
tively smoky fire did not generate sufficient heat to
actuate ‘a heat-actuated alarm until it was too late to
warn the building occupants of the presence of deadly
smoke. Other instances have been documented

55

It is another ‘object of the present invention to pro-
vide a: novel combination smoke and heat detector

‘alarm- which-includes-in- combination a self-contained.
source.of energy: and two-sounding devices, one sound--

ing device beingiresponsive ta the presence of heat and.
the second sounding; device. being. responsive: to- the:

- presence of smoke.

60
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It is-another object of the present invention to pro- -
vide a novel combination smoke and heat detector
alarm that is completely self-contained and through a
single gas cylinder functions a first horn upon presence
of elevated temperatures and a second horn upon pres-
ence of a predetermined concentration of smoke.

It is another object of the invention to provide a
novel combination smoke and heat detector alarm
system which incorporates an independent, mechani-
cally operated heat detector and an independent, elec-
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[571] ABSTRACT

A combination smoke and heat detector atarm includ-
ing a seif-cortained stored energy source in the form
of a cylinder of compressed gas. A T-fitting connects
to the cylinder and feeds separate conduit systems
leading to individual sounding devices. A fusible ele-
ment is interposed in one of the conduit systems to au-
tomatically permit transfer of the compressed gas to a

-first sounding device upon the presence of elevated
‘temperatures. A solenoid operated switch is inter-

" posed in-the other conduit system to normally prevent
: - the-flow of gas. The solerioid is responsive to a smoke
- detector and is wired to open the solenoid vaive upon
- sensing the presence of a predetermined concentra-
tion of smoke. -

12 Claims, 1 Drawing Figure
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confllct of 1nterest when Department of Justlce handles
Tltle 35. matters

tax poliey as it affects 1nnovat10n (e.g., definition of
reduction to practice, research and develppment)

“lack of unified poliey toward innovation by government
-;(lack of pollcy coordination, lack of spokesman for

innovation, ‘lack of quantlflcatlon of 51gn1flcance of
innovation: to U.S.) - :

'government procurement policies (favorlng existing

technology, effect of government's ability to have rlght

. to have invention practlced and be liable for only
. ‘reasonable royalties) - '
ﬂ'government a531stance to procure and defend patents.

1-16
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What operations of the Patent Office can affect new technological
enterprises, what is the effect and should modlflcatlons be
considered?

o - Status of Patent Office and its effect on new technological

enterprises
"o - present status is reporting to A551stant Secretary of
. Commerce
o elevation of status in Commerce Department
o0 merging Patent Office with other government innovation’
. agencies, perhaps as new Department
o 'independent agency

5 .

| o Rellablllty of patents 1ssued (how reiiable should they be?)

_;1ntegr1ty, .design and malntenance of -search ba51s and’
.- means: -fors lnformatlon retrleval mechanlzatlon of
: _searchlng o

3-ma1ntenance of quallfled and adequate 51zed examlnlng

- eorps :

. training of examlnlng'corps (both in patent law and in
‘technology)

“adequacy of -time to eonduct examlnatlon

quality review of patent examination results

- reexamiriation or other post examlnatlon or grantlng
'procedure (discussed in Toplc D.)

0 Quallty-and~effect1veness of Patent.Office'operations-

complexity of Patent Office procedures as a contributing

o .

. factor to attorney expenses (cah Congress influence?)
0. requiring applicant to. conduct  prior-art search and
- provide statement .

.0“--communlcatlcn with patent appllcants .

.0 management practlces in. max1m1z1ng utlllzatlon of

 ‘resources - : _
0 ministerial: functlons such as. mall handllng, secretarlal .
- -assistance,. patent printing
o Processing.time-for'patent applications

" ¢ paper processing
0 substantive examination
o ~ appeals processing
o

interference processing

114
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o ablllty of Patent Office to handle qua51 inter partes

- proceedings (both resources. and .procedure compatability)
o - acceptance of Patent Office decision by courts -

'_o  potential. vehicle for delay or. acceleratlon of

resolution-

- 0 expertise-in art and patent examtnatlon

o ability to cull out weak patents resultlng in greater
- eonfidence in patent system

o decreased ‘emphasis on original examination since if

~ patent is important, Patent Offlce 'will have another
review of it
Q separatlon of patent valldlty from . 1nfr1ngement lSSUES .
may be art1f1c1al

Arbltratlon of patent disputes

.0 agreement between partles to arbltrate selection of

~arbitrator

_ ;fot"'scope of appeal from arbltratlon
" “o- scope’of arbitration to include: 1nva11d1ty and estoppel

'*fwhat

: :_effect of flndlng of patent lnvalldlty

"qua51 Jud1c1a1 admlnlstratlve prooeedlng to determlne both
- -patent validity-and: ‘patent infringement issues
-~ opposition proceedlng, lnter partes, patentablllty lssues
only: R

.:voluntary 1nforma1 court (non blndlng) as an assessment of
“ likelihood. of ‘success ‘in: lltlgatlon
--cancellatlon proceedlngs.

"Incontestable patentS'e

, 0. Should any. 1ncontestable patents be: granted°

o -Limited grounds for defense based on 1nva11d1ty or
: unenforceablllty '

con31deratlons 1n patent llcen51ng warrant study”I

'”“rlght of 1lcensee to recover back royalltles if patent held

" invalid.

-policy ‘toward: allow1ng llcensee to- ‘sug for lnvalldlty and

the effect. on ‘licensor, especially: small licensor (llcensee

" may terminate or retain license durlng ‘suit)” s
exlusive rlght to non- staple artlcle ‘through- patented method

of use

‘antitrust and misuse problems, e. g., tie-in package

licensing, grant backs, field of use, -ete.

eoer51ons by large lloensor on small llcensee

0 large firms demandlng non- exclu31ve llcense form
supplier (partlcularly effect on small business)

U I-12
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o

controversy often revolves around lSSUGS ancillary to
—priority and to who 1nvented flrst.

Pos51ble.mod1f1cat10ns or different. procedures

o

o

o

o o

'can modlflcatlons be made in. the present law to overcome

the foregoing problems?
should. patentablllty be an 1ssue in an 1nterference°
should the number of issues anclllary to priority be

reduced?
‘should - time restrlctlons be. placed on. 1nterference

proceedings in the Patent Office?
should the Patent Office immediately grant a patent to
the e¢laims not.in the interference proceeding?

~.should . 1ndependent innovator be given right to continue

using 1nventlon patented by another when the invention

”f_was being used. prior to the fllzng of the patent
gﬂappllcat10n°..
«should a first- to flle system be adopted°

l What rlghts should be granted by a patent°
lcurrently—patents provzde rlghts to exclude others from

.- making, using or selling .
‘should: compulsory: llcenses be. con51dered for 1nvent10ns -

bearing directly on the- publlc welfare (e g r

::;pharmaceutlcals energy”) L

- should. compulsory licenses be conSLdered for unused _
. -inventions (or malntenance fees assessed) to weed out -
. non-used 1nventlons? . S : - '

- how long should patent rlghts ex1st°

”f'o _when-should-patent*term start?

0. currently, term starts from date of patent

. issuance (should continuation and contlnuatlon—
- .. 'in-part praectice centinue?) ' -
o . should. term start from date of filing, w1th legal
' rights for intervening time during patent

S appllcatlon prosecutlon?

::_what is the effect. of the large number of U.S. patents '
.. secured: by forelgn natlonals (about 40 percent of total
.U.S. patents) on the U.S. economy-and should foreign -

- nations have the same patent rights as U.S. citizens? -

. extension of patent term due to non-patent government

regulation. -




"o - 'Should patents be deniéd to frivolous inventions, e.g.,
should a technlcal advance -in the art’be required?

: patent of recordatlon (petty patents)
regular’ patents "~
incontestable patents : : -
patent of “importation (exclusivé right for limited time
for bringing technology to the U.3. whiech is new to-
U. S ) .

‘ocoo.o-

: . 0 _-What should be the avallable prlor art: base for determlnlng
10 EE patentab111ty° :

"o known to others in this country prior to invention (should
" that knowledge be specifically expressed as being public
_ _knowledge by staute rather than by JUdlClal 1nterpretat10n°)

- o’ifloral disclosures available' €6 the publlc (as basis for
1% - - -assessing level of skill". Ln art at ‘time of 1nventlon) (in
' ' 0 what country”)

: o_f_-prlor patents and publlcatlons L

should one-year. grace perlod contlnue t0 be permltted L
. e R lis thls 1nherently deceptlve to those not familiar with =
20 . B A patents ln view of the absolute novelty llmltatlons in
' e - most: maJor forelgn countr1es)° : :

o prlor use- (by’ inventor of another, whether or not. use is. o ;

.0 .secret use, in what country) _f e S C L

..o o prior sale o B AR R L _ |
- R *:-secret prlor art

-0 - prev1ously filed patent application
0 _.work done by another and not concealed ‘or suppressed
. {See. 102 (g)) . :
- . o . not the original inventor (Sec. 102 (f))
30 E o is Sec. 102 overly complex? -
' ' '~ o  should there be a cut-off date on prior art, i.e. ‘s such
"o that a 1ost art could be patentable° '

";p~ _:What'otherrbars_tngatentlng should exast? ;d_

Ijojﬁ_-presently existing'bars include:*'

35 o ' 0 abandonment of invention’ o
S o concealment and suppression of invention (no prompt
' filing of patent appllcatlon to promote progress of the
useful arts). (Should this extend to other than
1nterference situations?)
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+Q -enhanced attractlveness for acqu151tlon patents as a

. source for: depreclatlon
0 more- freedom to use external. expertlse since proprletary
p031tlon 1s not protected exclu51vely by trade secrets.
Effects of patents held by others

0 ' technical resource to- a351st in 1nnovatlon'

o 1nfr1ngement problems

0. requlrement to llcense rlsk lltlgatlon or d951gn
~around -

o" inhibition to spln off 1nventors from prlor employers.

What bu51ness deClSlonS of new enterprlses can be influenced by
~ the presence or absence of patents”- (May: depend upon 1ndustry

- ‘characteristies)
e} whether or not. to undertake or complete 1nnovat10n
o'~ level of risk-to be undertaken .
o+ “choice of market: for new product: (e. g - llmlted spec1al1zed

v market-or'general consumer market) :

g mode of marketlng B T : :
.0 . price of technology if- 1t is. to be sold or. llcensed
: exten51veness of any further research and development.

 Are there dlfferences in the effect of patents on these factors -
“identified in Question 2 and business: decisions identified in
- Question 3 depending upon-the size of the enterprise?. S

1-6
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‘Which of the items identified ir ‘Question 3 can affect the

elements which stimulate or disCourage-innoVation which were
identified in Question 1? - Considering the number of factors
influencing innovation identified in Question 2, what is the
level of lmportance of ‘the patent system on the elements

"1dent1f1ed in Questlon 1° .

" Which of the elements 1dent1f1ed 1n Questlon 1 are subJect to
' ”changlng w1th tlme? -
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Background:

nginitigns -

Te 'Innovatlon (1nv01ves commerc1al 1mplementat10n, includes
invention) © SRS

2. " Invention {(involves practlce or Tikelihood of practice)

3. Idea {involves general idea whlch may not be :
~practicable) - :

4, Individual 1nventor/entrepreneur

5. Small business " -°

6. Larger, established buSInESS'

7. New technological enterprise: = -

- DRAFT -

" doo0o000

" What are the elements whlch stlmulate or- dlscourage 1nnovat10n°

:;Soc1eta1 and Governmental Elements f_"

favor: or dlsfavor Whlch 5001ety'v1ews lnnovatlon Sl
contributions to society " provmded by 1nnovatlon

. eost of ‘innovation process to soc1ety
- economic elimate :
‘perceived societal needs

predlsp051tlon of rights: tb 1nvent10ns

Governmental-

©

coooo

0D0O0OGCOOO0

o0

basie pollcy or lack of pollcy towards lnnovatlon (1nclud1ng"

inadvertent poliey)
admlnlstratlon by government of pollcy toward lnnovatlon

- funding or sponsorship of research .
provision of market for - 1nnovatlon
- regulations and controls
- status of coordination of policies, and the admlnlstratlon
- of policies, regarding innovation within government '

. Individual Elements

'_monetary reward (creator)
- ego satisfaction :

peer, societal and lnstltutlon recognltlon o _
- professional isolation during innovation process
- sense of accomplishment

frustration of failures

freedom from outside. dlrectlon freedom from non-creative
tasks :

propensity to take risks

frustration with status quo

1-2




. Providing lesser patents.
Expressly permitting voluntary arbitration of patent disputes.

~ Each of these leglslatlve pos51b111t1es, as dlscussed in chapter 8,
_have p051t1ve and negatlve implications and requlre poliey Judgments as to
5 - whether the net effects on patent owners, 1nnovatlon, and society in
general warrant 1ts adoptlon. ' B

ThlS approach does risk contlnulng the patchwork development of the
: patent system, however, 'it may be more fea81b1e for Congress to address -
patent revisions one at a time. '

DRAFT -



While there are benefits in being'able' to observe the effects of
recent leglslatlve and Patent and Trademark Offlce 1n1t1at1ves, there is a
risk ‘that problems not directly addressed by these recsnt activities will
continue to .reduce the value of patents in creatlng and nurturing new
technology enterprises."Moreover; assessing the_ektentfof-the'benefits'is
dependent upon the degree of precision with which the-effects-of'the recent

 activities can be determined and analysed. The very nature of the link

~ between patents and innovati'on'limits'the-prec'is'ion-that"-can--be"-achieved°

10

-To assist Congress in its own analysis an advisory commission could be

established to monitor and periodically report on the effects of the recent

- ‘activities-and to identify future needs. ~ The commiSSion-might be composed

~of members of varlous interest groups and disciplines concerned with the

patent system to secure ObJecth1ty and balance.

" OPTION 2: Major.reviSion«infpatent lawsﬁd

| .essence mlnor tlnkerlng.- Dlscrete changes have been’ made 1n attempts to

' The modlflcatlons that have occurred in U Sy patent 1aws have been, in

'-1mprove the overall patent system by overcomlng the shortcomlngs ln .

a-;_partlcular aspects of the: patent laws. ThlS patchwork approach by 1ts very

20

- -nature produces 1ncon51sten01es that can: have adverse effects on patent .

'owners,-lnnovatlon and soclety in general.

Whlle the ev1dence does not clearly support ¥ current need for maJor

- revisions in the patent laws, it-is’ concelvable that the contlnulng

' ﬁpressure of a rapldly expandlng prior- art data base, the inereasing

'"~complex1ty of" patent ‘law and the” contlnulng potentlal for abuses ln ‘court
” lttlgatlon w111 exceed the aolllty of” dlscrete modlflcatlon to malntaln an

'°~operable patent system in the future. & maJor revamplng of the patent ‘laws

eould” prov1de a stronger baSlS Upon which to-deal: w1th future problems. -

~ However, ‘siieh a major revamplng would be most profltable ‘1f 'its scope

30

extended beyond patent reliability and the practicalities of enforcement to
include patent-antitrust interfaces, patentability standards and

international cooperative enforcement. Because of resistance to change and

DRAFT o _' 193
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could and should oceur, and whether for those areas in which the patent

system is effective, society's interest are being well served.

‘The varying and often unpredictable effects of the patent system are

“inherent to the system because patents are”granted on the:basis of the
" ‘gxistence. of a newfandﬂuseful inverition- and not on whether the invention

will ultimately be beneficial to society, whether it will lead to'an
irnovation, or whether the patent owner will exercise his patent rights in
the best intereSts-of'SOcietys In other words, by the very nature of the

:3process'byfwhich“they-are'granted;‘patents are a’blunt tool whose -

effectiveness ig ‘determined by the ObJecthES power and skill of the
individual" weldlng the tool. Such anclllary forces tend to govern: the -’

amorphous 1nfluence~of patents. Patent rellablllty ‘and the practicalities

{of patent enforcement are equally 1mportant in shaplng the patent system

_and 1ts effect on innovation, ‘new technology enterprlses and “society, and
::_are co-active with . the other forces, attenuatlng or ampllfylng thelr

”*7effects on’ patents. R

It is dlfflcult to dlspute the: 1ntu1t1ve loglc of the argument that

'jenhanced rellablllty and reduced” costs of enforcement would ‘as & general
S rule; increase the’ value of patents to their® owners. However, any -change
: ﬁln-patent rellablllty or the-practlcalltles of-enforcement must result in

: repercussmons w1th1n the- patent system,. 1nfluenc1ng the way it affects |

llnnovatlon and soclety in: general due to the complex and 1ntertw1ned

relatlonshlps of its various’ elements. Moreover ‘& change may have one

-effect on 1ncent1ves to 1nnovate, ‘another on the operatlon of technology ,
enterprlses, and a thlrd on the- degree of falrness whieh- the system accords'

tc 1nventors, 1nnovators, and the: publlc 1nterest.u-~

The patent system is- presently underg01ng majcr changes.

g”reexamlnatlon procedures have recently been 1mp1emented and a Court of

Appeals for the Federal Clrcult with essentially exclu51ve jurisdiction

over appeals from patent suits in the District Courts will soon be
established. Additionally, the Patent and Trademark Office has undertaken

DRAFT . - RRTY
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- The ‘mandatory preliminary injunction is expected to affect society in
other-ways;. As indicated earlier, the high"cost'of-litiéation and the more
favored position of challengers often ‘leave the patent owner with little
choice but to license his patent. -The mandatory preliminary injunction

“would enhance the ability of the patent owner to retain an exelusive market

position, rather than licensing-the.patent.'nﬁn exélUsive,market.position

‘would provide the patent owner'with greater control'over'the-pricing-of the
“product. If licensing were deSired,~the'patent'owner'would;probably be
’ able to obtain higher royalties since the-threat of ‘a preliminary

injunction inéreases. his bargaining pdsition;3 Whether the increased

: strength provided by mandatory preliminary"injunctions would translate. into

greater patent incentives for innovation-is uncertain. -

THe~ greatest beneflt to be derlved Ffrom- the mandatory prellmlnary

_-_1n3unctlon system would be that it would make patent enforcement more - -

.t¥v1able for 1nd1v1duals ‘and small busmnesses. However, ‘the’ bond requ;rement_’“r-fg‘,j

"fffor a prellmlnary 1n3unctlon ‘could pose practlcal problems for- 1nd1v1duals |
:pand small bu51nesses..- o : o . _

In oonclusaon, the court~made pollcy affectlng prellmlnary 1n3unctlons""

gj;n patent dlsputes was created before the: adoptlon of reexamlnatlon.a ‘The

fﬁfperlod of time that reexamlnatlon has. been in. existence: has: ‘not: been

o}sufficlent for the courts to- reevaluate the standards that will. be applied
for grantlng prellmlnary 1n3unctlons.- Slnce the: new Court of Appeals for-

.] ;the Federal Circuit w111 have’ exclus1ve Jurlsdlctlon over appeals A patent

-su1ts, the reevaluatlon process is llkely'to proceed more qu1ckly than lf

'Vlt were conducted by each CerUlt Court of Appeals. ' '

© DRAFT : ) | 189
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‘before the relevant patént was' to expire. The court found that the

infringement was ‘willful and“calcuiated;ffirst,jﬁd-beat'the~competitors'to

“'the market and thereby gain a dominant share of the generic market for the

drug, second, to minimiZe-thefrisk'that'the patent owner would sue since

~only a“short-period of the ‘patent term was being compromised. Also -the
‘court noted that'to permit. one competitor to enter, others would follow and

their combined effect would -be to cause significant harm to”thetpatent
owner. (Premo Pharmaceutical Laboratories, Inc. v. USY Laboratories, Inc.,
et al., 203 USPQ 853.(s,D.N;x., 1979) -

" For purposes of discussion, let us assume a method for granting
prellmlnary 1njunctlons ‘Has ‘been establlshed.: Courts ‘would be:required,

under_the follow1ng condltlons, to- ;ssue prellminarj-injunctionsnrequiring

- the,ceSsation Of?activitieS]allegedfto‘constitUte-a*patent_infriﬁgement:

"J”;fO'-frThe patent owner: had demonstrated a. reasonable 11ke11hood exxsted

' *:'that an: 1nfr1ngement of the patent would ‘be: found upon completlon
: of the " tr1a1.~g ' ' ' o

“g " “Each’ prior: art*document’aSSerted=by'theZaIieged“infringer'to
_' '1nva11date ‘the' patent had ‘been con81dered by the Patent and
B Trademark Offlce ina: reexamlnatlon proceedlng.

' o’ -ﬂThe aLleged 1nfr1nger falled to show that a reasonable 11kellhood
© % existed that- the court would flnd the patent 1nva11d or, as:a
' ?matter of’equlty, unenforceable due to the conduct of. the patent

-*Qowner._,

g The patent'ownér5pcsted“afbond#inlaniamount{eétablishedﬁby the
U eourt and*in*accordance'with'the‘principleS'Set*forthiin the =
- Federal Rules of Civil Procedure;*'(Rule?65(c))

"o The grantlng of a prellmlnary lnjunctlon would not be- clearly
" inequitable. o ' ' '

. DRAFT . ©187
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'”Althoogh-there'are{many~variants,“the following method for awarding

fees was used as a basis for exploring this question.  Assume that the

courts would award attorneys' fees to the prevailing party in both settled
and court-decided cases unless the awarding would be inequitable, and that

i thesoourt‘would'determine'the.amount'of the award on the basis of the
_compleXLty of the su1t rather tharn on clalmed costs to minimize dlsputes
over  the amount of the award. ' ’ '

The implications of awarding attorneys' fees, in terms of impact on

innovation and society in general, ﬁill'be“anyoutgrOWth of the"effect of

" the awards on the parties to a patent dispute. Consequently, this~
discussion is dlrected to the effects on the partles.. - '

There is no. conSensos“of7opinion'as to the”effect“Of*awarding

.'iattorneys"fees, and because of the' dlfferences 1n legal systems, it is
o _ﬁ*fdlfflcult to draw meanlngful conc1u31ons from experlences w1th awardlng
lTSérf-.fattorneys' fees in’ other countrles._ Requ1r1ng the loser to pay the f"
' 'w1nner vg attorneys' fees could dlscourage non-merltorlous lltlgatlons, but
'3'because of the uncertalnty of” ‘the: outcome, ‘the potentlal cost, if a loss
‘. oeeursy mlght dlscourage a party from purSU1ng a Justlflable 1ssue needlng
‘rcourt;resolutlon._ (Cohen, 79-81) " ‘Because of the” potentlal expense, and

'the’complieations*and uncertainties of patent litigation, the net ‘effect of

awaroihg-attorneyS' fees would ‘tend to‘discOUrage litigation, -and.

flnd1v1duals and small bus;nesses ‘would likely be the ‘most dlscouraged.-
:_(See Ahart 57 JPOS" at 640) Thus alternatlves to’ 11tlgat10n, -especially
1reexam1nataon and’ prlvate settlements would be sought by such partles to
‘resolve thelr dlsputes.. These resolutlons would.tend to be flnal. For
.example, 1f a patent were upheld 1n reexamlnatlon by the Patent and ‘
Trademark Offlce, the challenger Has an 1ncentlve not to challenge the
_;Patent and Trademark Office determination in court because the enhanced
' :presumptlon of valldlty would inerease the likelihood that he would lose.

This reliance on alternatlves to litigation, particularly in areas in whlch

““the law is uncertaln, raises the: broader issue of" protectlng the publie

‘interest.
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-3pressure has the apparent ablllty to use, or not to use, the alternatlve '

mechanisms to his favor..  For example, if the patent owner does not- have

"‘the resources for patent ‘litigation, an alleged infringer may wish to
Copursue the'dispute.inzthe'courtsk(rather'than:through reexamination), a

strategy to weaken-the patent owner's bargaining position. It should be
recogniied-that'thefe is no substantiated.proof-regardingghow_widespread
the -abuses are now, nor has the reexamination process been in effect long
enough'to%ascertain its effect.. . '

The award of attorney fees and the granting'of preliminary Injuncetions

--(that is, the court ordering the alleged-infringement to stop pending the
~outcome of the litigation) are approaches that can: reduce the. importance of
~aconomic’ pressure’ in resolving ‘patent disputes- and prov1de less of an .

- 1ncent1ve-to seek a court resolution of the-dispute and-thereby enhance the
: usefulness of alternatlve mechanlsms. _The:implicationsfofjtheSe:approaches :

__are dlscussed below. S

There have been a- number of proposals 1nvolv1ng attorneys' fees to

--reduce the cost of litigation or: to- mlnlmlze 1nequ1tlea ‘that can arise from
"the costs 1nvolved.__These have,ranged from awardlng attorneys' fees’ to.the..
"prevailing‘party inxa'litigationi(H;Ra55467;a96thgcongfessl;”tO-providing-a

pool: of. sophisticatéd legal aid. at government'expenSeffor those who-‘cannot

-~ afford to ‘protect: themselves from patent lnfrlngement '(DPR,'Public= S
,Interest p- 198) . ' '

5 Unllke’mostIOthef*couﬁtfies"U‘S"coofts7as*a3mattef3of’praéticesdo

"not requ1re thaL the. 1051ng party pay- the attorney fees of the- prevalllng
party.. {The Alaskan and Nevada State courts: prov1de an exceptlon )
- general, the only exceptlons to this rule are: lltlgatlons which are

encoufaged to implement,publiCFpolioy and litigations in which one of the

'partiessacted-in-bad.faith. (See for further_discussion, Henry Cohen,.

Awards'of.Attorneysf-Fees by Federal Courts and Federal Agencies, Report
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The‘limited.disc0very procedureS'of the International Trade Commission

R have received mixed reviews.  On the one hand, the proceedings have been

“lexneditious; ' Disputes must, by law, be resolved within 12 months {18
imonthSUin'complex cases) fromtthe;notice'thatsan investigation has

- commenced. - But as.a-trade-off; discovery has been limited in time to
Ausually about 5 months (Donald V. Duvall, "The Expeditious Adjudication of
'Sectlon 337 Unfair Import Trade Practice Cases :at: the Unlted States

International Trade Commission,™ APLA Quarterly Journal, Vol 9 (2) pp. 157-
171, 165, 1981)., The presiding administrative law Judge-has the authority

to limit the'kind-and'emount'of-discovery to enable the proceeding to be
- completed in‘a timely fashion. (19 CFR.210.30) There have been complaints

frOm'involved parties that*they-ha#e“not had adequéte'time to-prepare for

l:trisl; The - dve process llmltS 1mposed by the statute have not. yet been -
'fully tested. ‘(Duvalil, '"AdJudlcatlon Under Statutory Tlme Limits: The I.
TV C. Experlence," 32 Ad. L. Rev. 733, 744 . (ABA 1980), see also, John

_f_Urquhart Canada Challenges U S Legal Procedure 1n Patent Dlsputes, The :

f-fWall Street Journal February 17,- 982, p. 33) '

Whether partles glven a ch01ce, would be w1lllng to forego a.

_comprehen51ve dlscovery provided by the- courts for the poss1ble time and
" cost advantages of “an admlnlstratlve proceedlng 1s uncertaln. As.w;th

bmdmg voluntary arbltratlon, factors: such as. ‘the: amount in contr"oversy-,'
thé importance 6f the patent -and-the mutual- trust of -the: partles are
expected to be determlnatlve of whethers to undertake the: rlsk of a

' proceeding offerlng llmlted dlscovery. Hence the- frequency of use of
:admlnlstratlve proceedlngs, i avallable, to resolve patent dlsputes may be

on the same ‘order as that for blndlng voluntary arb.ttra,tlon. The

"_admlnlstratlve Taw panel would Be- governed by the Admlnlstratlve Procedure
fijct_(S USC, Sect-SSl),-and therefore.1ts§declslons.would.be rev1ewable.by

the courts. HOwever;‘thefrevieW'is?considered:in”thezmenner50f an appeal
rather than a new trial, and the standard for reversal is that the decision
was clearly contrary to ‘the evidence or arbitrary, capricious or

discriminatory. -
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'An“alternative to requiring reexamination would be=to_reqUire that the

- decision of the arbitrator be made part of the public record of the patent.

Although the decision would not affeect the-patent,'the public_would be made
aware of what the arbitrator believed to be defects in the patent. A
finding by an arbitrator that the patent was not valid would create an
inference that the patent would be found'invalid.by,a court, and this

| inference would diminish the statutory presumption of validity should the

patent owner attempt fo enforce the patent against another party.. Further,

"the.patent_owner-couldwanticipate'efforts by the other party to obtain the
details of the arbitration decision through discovery-

In summary,: hlndlng voluntary arbltratlon of patent dlsputes will

“benefit those partles that are: able to agree to the: proceedlngs and-
“exercise diseipline in the proceedlngs however, potentlals for abuse

existy The frequency w1th which- voluntary arbltratlon w1ll be used is:

_p'subJect to: speculatlon, but because the partles must agree to the -

7°”arbltrat10n and: 1ts flnallty, 1ts use: 1s not llkely to be WLdespread.,.'
”_Whlle questlons of the effect of arbltratlon on: soclety ex1st they are- not’-'
%susceptlble to quantlflcatlon., The pollcymaker can minimize- any: negatlve

'*}7effects on soclety by requiring that 1ssues of” patentablllty aver: prlor art’

o 207' " “be- resolved through reexamlnatlon by the: Patent and Trademark Offlce or by

requ1r1ng the de01510n of the arbltrator to be - placed 1n the publlc record

~of the patent.

The Federal government could

-establlsh within the Executlve Branch admlnlstratlve law panels that

would. resolve all. aspeots of patent dlsputes 1nclud1ng the valldlty and

‘ 1nfr1ngement of the petent and whether the: patent can be: enforced as a -
"matter of equ1ty. Other issues: that do not: dlrectly relate to tHe' patent

law, such ds anti-trust, whlch sometlmes arlse in. patent dlsputes, would

‘not be considered by the administrative law panel.

. This legislative approach is explored‘to oontrast_another type of
forum for resolving patent disputes with binding voluntary'arbitration,

DRAFT o L 1T9
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and: that the parties pre-agreed'tp'damages of $500,000 in the event'that

'-_the patent was found to be infringed. In their-judgment' had the stakes
" “beern’ hlgher ($5,000,000) or had the patent been of direct commercial
- interest to Shell, 'no agreement to arbitrate would have been achleved

" These observations'bring'intO“questiOn‘the=freQUency-that binding
voluntary arbltratlon would be used by the parties to .a dispute:. Some

01rcumstances seem more favorable for voluntary arbltratlon. "For example,

‘it is llkely that the agreements to arbitrate would,often ‘be made-as

prOVISiOnsfto'patent.license_agreements. Since the possibility of 2

- dispute is remote, the parties would be more willing to_enter into

- agreements to arbitrate. Patent owners, particularly small patent owners,

"would*benefit'from~including“binding‘vdluntary arbitration“provisions:in

"llcen51ng agreements because the 1lcensee would have sacrlflced hlS ablllty"
"'to go to court where he could have w1thhe1d royalty payments pendlng ‘the
rf outcome of the’ SUlt and thereby ‘exerted- economlc pressure on” the llcensor.

"Another-olass of'potential:user'WOuld be“one~wh0‘cannot:afford"’*‘T

w711t1gatlon yet- has an ‘earnest ‘desire to seek an 1ndependent resolutlon of
"-dlsputes ‘But blndlng voluntary’ arbitration 1s not likely to- place parties
‘having dlsparate economiec resources on a more equal footing in resolv1ng a

patent dispute than court litigation. Because the partles must establlsh
the ground- rules of- the arbitrationy the relative bargalnlng positions of

; the partles may have a: greater 1nf1uence An arbltratlons than in court

resolutlons of dlsputes. B

It is’ dlfflcult to estimate rellably how many will use- blndlng

| 'voluntary arbltratlon to resolve patent dlsputes and: whether it w111
--prov1de a‘more expedltlous ‘and: less" expen51ve route for’ resolv1ng dlsputes._
'Nonetheless, the grow1ng empha31s ‘and ‘acceptance of voluntary arbitration
_in other areas implies the ‘likelihood of use of voluntary arbitration in
| m-patent disputes. ' '

DRAFT ' 77




10

15

20

25

t30

'94th Congress, and 'in the: 97th authorlzlng leglslatlon has been 1ntroduced

courts need" not;be -employed.: However these beneflts depend -on-the
~willingriess of the parties to cooperate 1n-all-aspects of the arbitration

DRAFT o TS

permitted'tO“aWard'attorneyhfees.)--The'law is presently unclear &s to
whether parties .can use binding voluntary-arbitration to resolve patent
disputes.  .Several courts have held that binding arbitration of patent

validity is,against publie poliey. (Zip'Manufacturinngo._et. al. v. Pep

Manufacturing Co., 44 F2d 184, USDCD Del (1930); Beckman Instruments, Ine.

‘v. Technical Development Corp., 167 USPQ 10, CCAT (1970); and Babcock &
 Wileox Co. v. Public ‘Service Company-of Indiana, 193 USPQ 161, DCSD

Indiana (1976)) The lack of-cOnsensus'on-thiS“issue_among'the-courts-has
purportedly deterred the-use'of'binding-voluntary arbitration in patent.

validity and infringement disputes. The American Arbitration Association,

- the'leading private organization~for”providing gualified. arbitrators and

faeilitating arbitration, reports that it is aware of only one arbitration _

in 1980:and'none in 1987 that involved issues of patent validity or

_infringament; ffFrank?ZOtto,.privata communication,-April<27if1982)_

. .,J.'

Because of the uncertalnty about whether'. agreements to arbltrate and

'?ithe dEClSlonS of an arbltrator w111 be enforced by ‘the courts,.leglslatlon
,authorlzlng voluntary arbitration (S 2255) was passed by the: Senate in the -

as HoRe 6260 The 1ssues before the pollcymaker 1nclude not only whether
”.'voluntary arbltratlon in patent dlsputes should be permltted ‘but.'also- if
it is permltted what constralnts, if any, are’ to be placed on the partles

Blndlng voluntary arbltratlon :offers-the: potentlal fory. but does not

".guarantee, ‘less” expens1ve and ‘more: expedltlous resolutlon of . patent
~disputes. - Favoring the" speed and- lesser expense of the proceedlngs are
.chat the arbltrator could be: selected on- “the ba31s of ‘his. famlllarlty wlth a

the technology and patent law, that- ‘the proceedlngs need not. await: the .

avallablllty of the court and that the standards for dlscovery used by the

and on the'performance:of.the arbitrator.
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Because of the uncertainties aSSOCLated w1th lesser patents, a
p0351b1e approach to mlnlmlze the risk while providing an opportfunity to
gain practical knowledge of the effects of lesser patents on innovation,

‘patent. owners and_sociexy in general, is to-limit lesser patents to-
r“feXplicitly defined technology areas. - One technology area which is

relatively well defined and which could provideﬁinsights~into'the
implications of lesser patents is semi-condutor- chlp design.. The
protection of chip designs has been proposed in Congress but has received a

- mixed reception from industry (H.R. 1007, 96th Congress, 1st Session,

"Technology--How 'Silicon Spies' Get Away With Copying", Business Week -
(April 21, 1980) __~ )’-However{ the advancement of the technology and

"increased'expense of'ohip designs may'prompt a'reoonsideretion=by'industry.

In any event, there are still the strong opp051ng ‘opinions, and hence a

~‘cr1tlcla1 forum for evaluatlon of lesser patent systems ex1sts.

’ REsoLVING‘PATENT’DISPUTESsouTSIbEVTHErCOURTWSYSTEM:'ft_;;; -

The'expense-of'resolving patent disputes in the court system is &

‘imaJor factor determining: whether a patent w111 be enforced or challenged in

" court.

The' causas: of‘the'eXpense in litigating patent disputes are inherent

'1n the Amerlcan Jjudicial system, and the problem of expense:-is shared by
'emany other hlghmstakes lltlgatlons. Reduclng the expense “of resolv1ng
"patent dlsputes by denying: acoess to the court system or materlally
“altering the: proeedural due process of lltlgants in the courts is not-
"Constltutlonally-perm1551ble. Article VII of the Bill of nghts guarantees

the right to trial and Article V assures ‘that no one can be deprived of
property without due proceSs of law. (See, Beacon Theaters Ine. v.
Westover, 359 US 500 (1959), and Dairy Queen, Inec., v. Wood, 369 US U469
(1962))
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not the inventive concept. Thus, copyright patents are expected to provide
effective incentives only in~sitUtatiOnSzin Which copying the article

provided commercial advantages. For example, copying a computer chip may

‘involve ‘a fraction of the cost of designing a chip with a different.

appearance but using the same inventive concept. Copyright patents would
also be of value for products which have consumer identification with the
specific form of the inventions. '

" Two -of the major concerns about copyright patéents are that they may be

" used to bloek innovation and that the access requirement to prove. -

infringement may discourage innovators from searching the prior art.

| ' Copyright patents ‘could be used to block innovation if a party not having

the intent'to commercialize an invention~obtained a group of copyright

_ patents in a technical area (that is, "fences—off"”a technical area). in

' hopes that a manufacturer would 1nfr1nge and would: have to compensate the.
-copyrlght patent owner for: the 1nfr1ngement. The llkellhood that this™

ffwould oeeur appears rémote because of the: limited scope of copyrlght

d-*patents, however by llmltlng the term of the copyrlght patent and:- enabllng

'_1t to ‘be' extended only 1f the 1nventlon lS commer01allzed the: effect of
'any such detivity would be minimized. Alternatlvely, the 1aw could be
hstructured so that copyrlght patent rlghts would vest: only after
'commer01allzatlon by the patent owner such as exempllfled in connection

with the patent for lnnovatlon and to- prove 1nfr1ngement access to the

'_commerclellzed artlcle would need to be- shown. o

‘The effects of bothdutility models'are'expeCted'to be'intermediate.'

1;The subJectlve standard for patentablllty (the exerclse of ‘some’ 1nvent1ve
'sklll) prov1des a greater rlsk of dlfferences of oplnlon of patentablllty

‘ (and hence less: PellabllltY) than the standards for patents for: innovation
”-and copyright patents. As~in West. Germany and Japan, the standards applied

- for utility models and Utlllty patents might, in: practlce, ‘be very similar.

Perhaps,-for ‘examined utility models, if ‘an agency other than the Patent
and Trademark Office examined the applications, the difference between

utility models and utility patents would be more easily recognized. The

" DRAFT ST
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. Table 8-4
Summary of Anaiysis of Lesser Patent Systems.

Patent and .

- Trademark =
Office Cost for - - -~
. Examination e

Same ésfutility

patent, about

41000

Same as utility

patent, ‘about
$j000 - '

less than. $300

_ less than $300

" Time for Processing. by

Patent and Trademark
office .. .- .
Séme as utility -
patent, about .

-2 years . -

Same as utility
patent, about
2 years ..

2%3 months

' .2=3 months -

._Applicant's
© - - Costs

“Same as utility
- patent

Same as utility

: patent

Less than utility
patent o

_Mﬁch_less than
o utility patent

Certainty of
Validity

Same as utilit
- patent

Same as utilit:
patent

- Greater than
. utility patent
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'application. Any party making, using or selling the invention prior to the

date the patent owner commercialized the invention would retain a right to
continue the activity'irrespective of the patent._ The patent application
would be examined for patentability by the Patent and Trademark Office, and
the clalmed 1nventlon would be patentable if the ¢laimed invention were
novel and (1) not obv1ous over: 1nformatlon expected to’ be known by one of
ordinary skill in the art, or (2) filled a long-felt need, or {3) were
technologicallyISuccessful where others had Tailed.}'The major differences

"between patents of lnnovatlon and utlllty patents are the llnkage between
patent rights and 1nnovat10n “the 11m1tat10n in- prlor art. that can be used

‘to assess obviousness, and the provision of more obJeetlve criteria for.

assessing,patentabilitya;.5

Examined Utilit Model: These lesser patents would apply to

: 'manufactured artlcles but unllke the West German and Japanese utlllty

models, 1tems such as electr1ca1 c1rcu1ts (1nclud1ng computer Chlps and
memory storage dev1ces) could also be patented._ Examlned utlllty models

ﬁfwould be granted for 1nventlons that were novel and exhibited the exerclse

'Qof some lnventlve sklll. Examlned utlllty models would prov1de the right

~ton exclude others from maklng, u51ng or selllng the clalmed lnventlons..

- The utlllty model appllcatlon would be examlned by the Patent and Trademark
_folce,-and.the-term-would.run.for 7 years: frcm‘the date of issuance.

. Unexamined Uti t M 1{ These lesser patents would be theé. same as
the examined utility models appllcatlons but would not be examxned to _
determine - whether the clalmed inventions were novel and exhibited the

_'exer01se of some. lnventlve skill. When the utillty model owner seeks to
_-exerclse the patent rlghts against an alleged 1nfr1nger in court, the ownern_

has" the burden of prov1ng that the invention claimed in the utlllty model

" is novel and exhibits the exercise of some inventive skill, and he must

submit at the time of filing the suit a certification that a reasonable
prior art search has been conducted and the results of that search.
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““Thoughts on a Future Reform of the German Utility Model Law", AIPPI

Journal,.June‘i979;:p,.115 et seg.) .-

In West Germany'and'Japan,lthe:mbst,frequent users of the utility
model systems are individuals and small businesses. The larger businesses
that make frequent use of utility model systems are general manufacturers

_ahd_automotive'manufacturers;_'In interviews_with-OTA,-Japanese-and,West .

Germany patent practitioners_representing individuals and small businesses
typically supported the utility model system, noting that the utility
models offered their cllents patent protection at less cost than regular

- patents. However, they lndlcated that their:clients use regular patents

for-significant inventions. - (Lever,,DOE,.p.;Bﬁ 57; ps 65-68)

" Four Types of Lesser Patents - -

The effects of a lesser patent system w111 largely depend on ‘the o

“specxflc form- of the system.- There are ‘many: elements of a 1esser patent

system that must be establlshed by statute: and & w1de range of: optlons

"dex1sts for. most- of these elements. To prov1de an: understandlng of the.

20

varlatlons p0851b1e table 8 3 summarlzes the maJor elements of lesser

'patent systems and the various options that are available.

In thls section, OTA has fashloned four lesser patent systems for S

' purposes of 111ustrat1ng the nature and magnltude of - effects both positive

~and- negatlve,,that-are p0551b1e, The selectlon_was.not_made_on.the:ba51s l

of achievinthhe-maximumﬂbenefits.from*a lesser patent system; indeed, the

Optimal'leSSer'patent'System-will'depend'on‘the'objeetives that are sought.

;Some of the key elements of the four 1esser patent systems are. descrlbed

' _below

Pgtgptg'gf Inngvatigg:' Theselesser patEnts would provide the right

" to exclude others from making, using or selling the invention only after

the patent is granted and the patent owner has commercialized the .
invention. The patents would expire 15 years from the filing of the patent
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TABLE Bw
_ Summary of West German and Japanese
- Lesser Patent (Utility_Mgdel)_Systems_H
_ West Germany ~ ' Japam
Standard for - . . Somé'degneei_'g --;;3 * Some degree
patentability: ) of inventiqn}_m ' P of invention
Term: : . R -6 years from filing i5 years from filing
' : ; ' or 10 years
from grant whlchever
13 first
' Subject matter: "f'”:_nV"méhufé¢tﬁ{f'ed‘aftic1es " manufactured articles
3 iExaminationﬁl S e '--i_dniy for formal '-; ;n_f0f'patentabi1itYs
S oo 0 pequirements, " .- " about the same time
Coquicker than: regular S as regular patent.
patent - : T -
~utility model on -~ - - T SR '
invention: - o AR _ :
| Filings (1979): - ‘10,962 (no regular 185 455
B ~- .o " - patent application filed)

25,903 (regular patent
_ japplicatlon filed on _
. el invention) - o R
(e - 0 0 14,182 (no-regular. - 157,591
: . S ;patent appllcalton flled ' .' B
. on invention) ' R R
+.29,637 (regular patent IR e
application filed on
invention)

'izRegular patent e R A
‘filings (1979): 56,495 - 74567
- 197 t“ G 6B,9250 L 109,319

Determination of - g ' _ _ ' S : - -
validity: o : . In courts, owner must - - - .Japanese patent office
: - certify that prior art :
" search has beeri
.conducted

SOURCE: ~ Office of Technology Assessment, derived. from J. Le#er,:"Personal
- Interviews -~ Japanese and West German Patent Systems".
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Trademark~0ffioe has been accused of lowering its~standardslby granting

'patents to gadgets or simple technologies; (Afred F. Crotti, The German
- Gebrauchsmuster, Journal of the Patent Office Socciety, vol. 39-(1957). 566-

82, .568) The West German patent office is known for its uniformly striet
standard for: patentability and the attendant dlfflculty of obtaining gedget
patents. The ex1stence of petty patents in West Germany has heen '
recogihized as a factor that has enabled a high standard to be malntained.

(Crotti, p. 567) . When the patent examiner: is not faced with the dilemma of
'.Wholly denying a patent applicant any protection for his:invention, doubts

regarding patentability can be.more easily resolved' in favor of not

-~ granting patents: Also, if lesser patents were granted: instead of utility
_patentS'for’inventions'of‘simple-complexity,‘it isflikely-thet-the,general
rpereception of patent validity onld-improVe’somewhatL- For example, OTA in

1ts study of" reported patent decisions .for 19?0 1975 and 1980 found that
in- about 75 percent of the: Courts of Appeails: cases, all patents were: foundf
1nvalld If 51mple complex1ty 1nvent10ns were: deleted, in. about 60 percent-

ool the cases, all patents were found invalids

The exastence of lesser patents can also help assure that  the 7= Year-f’“
patent term is-only- granted for the most - 51gn1f1cant 1nvent10ns. Adie

'Markham, Inventlve Act1v1ty° Government Controls and the: Legal

.“Env1ronment, P 602) Lesser patents prov1de a means, for’ preventing . _

| 'j_extendlng monopoly power 51gn1f1cantly beyond the explratlon date of the
 basier lnventlon patent when the 1mprovements are covered by lesser patentsr
1"1nstead of utlllty patents. There is a: practlcal problem, however

encouraglng the ‘inventor: of 1mprovement 1nventlons to: seek lesser patents

Zdnlnstead of" utlllty patents. (F. M. Sherer, Industrlal Market: Structure and
_*[Economlc Performance Second Ed., Rand McNally (1980) p. 455}

~}Thefincentivert0'seek?a;lesseripatent-inSteadhof aeutilitY'patent-can
be providedhby the antiecipated lack of successlin'obtaining a reliable
utility patent, as in West Germany. Also, an inventor may chose a lesser
patent because it 1s less expensive to obtain and enforce than a-utility
patent, or because the lesser-patent protection is adeeuate for the
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_jRegardless -of - the partlcular type of lesser patent system, some

observations can be made about the general effects of lesser patents.

:.Lesser-patents,-by definition, provide protect;on to 1nyentlons which could
-not obtain utility patents. ”Hencecmanyﬁinventions-which would otherwise
have been in the public.domain-wouldrbe_e}igible_for lesser patents.

- This raises the. questlon of whether soc1ety in general w111 bEHEflt

sfrom a lesser patent: system through, for example, increased 1nnovat10n and
'_greater.dlsclosurewof techntcal 1nformat10n.;_There are no definitive

answers to this-questiony and,_as with-patents_in_general; reliable:and

“conelusive data is unavailable. -Reliance 'must be made on intuitive
reasoning to. judge the.societal_benefits'of51esser'patents.:»:

One of the-objectives-of'the patent system ‘is. td-secﬁregdiscidsures of
1nventlons in return for the grantlng of patent rlghts._--It can be argued

o h“rthat Jesser patents are: a poor bargaln in-that rlghts are: granted whlle the
"“?5-”;5'fxnvent10ns dlsclosed may: be se minor- that thelr dlsclosures do not: advance.
R "the understandlng of the technologles. However, for 1nventlons whlch
t-preV1ous1y could only be protected through trade secrets, lesser patents
f*may result 1n dlsclosure of technlcal 1nformatlon which- mlght otherWLSe
"have ‘been- kept secret. The extent Lo whlch meanlngful trade secrets would
'be abandoned in favor of a-lesser patent is uncertaln, but with the scope
hand term of a: lesser patent being llmlted ‘there- would be: 1ncent1ves for

: optlng 1n favor ‘of trade secret protectlon.r o

The degree that 1nnovat10n would be enhanced by lesser patents and the'.

'type of" 1nnovatlon that would be fostered 1s also uncertaln. From one: -

: :standeLnt the: lnventlons that. result in maJor technologlcal breakthroughs‘*'”"
Jf-and the creatlon of new 1ndustr1es generally can be patented under the
~ present system. Thus, it can be argued that 1esser patents are not Tikely

to be eritical factors in the development of new products and:new
technology enterprises. But lesser patents can play a supplemental role in

| the development of this type of innovation. For example, a lesser patent

by offering a relatively secure fall-back position in the event that the
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In summary, proposals for deferred examination will meet with-
controversy. Although-deferred examination can enable patent examiners to

~ devote more-time to the more important appiications;»it'is not clear.that
~an overall benefit will result. The primary beneficiaries of a deferred
examination system'would be large COrporatiohs which mightg'at relatively

little;cost,_be able to establish defensive-pdsitiohs,-based on unexamined

.'patent applications. Individuals and small businesses would probably defer

examinations relatively. infrequently and would be affeoted the most by the
uncertainty presented by unexamined patent applications.. They would
benefit if examinations, when requested, were conduotedzmore promptly and

if the quality of examinations was meaningfully increased.

A Lesser.Pateﬁt System

~ Introduction:

“-The-Subcommitee*oh“Patent end~1ﬁfbrmatioﬁ~Poiiby of the Domestic. -

hPollcy Review oonSLdered proposals for- dlfferent classes or- forms of
.'patents but-made no. recommendatlons, elther because of. lack of tlme to :
 complete a thorough study or lack of‘consensus.as_to-thexwlsdom,ofathelr -
~‘adoption. "(DPR~-pt T6T—162)" The7Suboommittee'set“forth*four-general-‘=
'h‘approaches to dlfferent classes: or forms of patents 1ncontestable :
'-patents whose valldlty {after a. prescrlbed perlod of tlme folloWLng

1ssuance) could only be attacked on certaln limited grounds, ‘guaranteed
patents in Wthh ‘the Government would pay ‘the patent owner if ‘the patent

were declared 1nvalld ellte patents whloh weuld - recelve & more

_ o comprehen51ve search and examlnatlon, and petty patents. whlch would requ1re
:257__"'novelty but: not unobv1ousness, would offer llmlted protectlon to inventions -
' and would have a. shorter term than regular patents -0f- these four classes

of" patents,.lncontestable -and petty patents have recelved:the;most-serlous

consideration. ' (American Bar Association; Section on-Patent, Trademark and
Copyright Law, Draft Report, Committee 108, 1982)
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the patent. ~A:.patent application thus'still has:some deterrent effect on

" the use of the" technology by others as‘10ng*asra;potentiallexists that a

patent will be granted. Opposition proceedings reduce thé deterrent effeet
since members of the pubiic have the assurance that before the grant of the
patent, the patent office will consider: their arguments that the invention
eXpressed.in.the-patent application is not patentable,

*'_'Deferred examination has not been viewed'withfgreat favor, even by

"those~proposing—it._“The President's Commission, even though recommending
deferred examination, favored high quality immediate examination of all

patent applications if it could be ‘achieved without a constantly increasing
backlog. * (Pres. Comm. p- 19)“The primary bases-cited-by'critics for

_~'opp051ng deferred examination- are- that (1) the. publlcatlon of patent
. appllcatlons is not economlcally Justlflable since some patent appllcatlons'

w111 be unpatentable and thus prov1de no new knowledge ‘and: successful
patent applleatlons would have to be publlshed tw1ce, (2) the longer perlod

| ‘Patent and Trademark Offlce chllls 1nnovatlon, and (3) the. burden of
7_determ1n1ng the scope and - valldlty ‘of a: patent that mlght issue would: be "
E shlfted ‘tiothe: prlvate sector and resultiin a wasteful dupllcatlon oft
~effort and hardshlps for 1nd1v1duals and small bu31nesses that have to-
:'undertake that respon51b111ty.--- Ve

’The*proponents'argue'that*(1)-deferred examination focuses.limited_

'examlnatlon resources ononly the most 1mportant patent appllcatlons,

(2) the public benefits from early dlsclosures of inventions; and (3) the
costs of pursulng patent appllcatlons can be delayed thereby helplng

- 1nd1v1duals and small bu31ness appllcants. (See Hearlngs on. S 1321
" Subcommittee on Patents, “Trademarks ‘and" Copyrlghts of ‘the Senate Commltee

on the Jud1c1ary, 93rd” Cong., 1st Session ¢1978); M. Meller, Treatlng the

Cause and Not the Symptoms - A Case for Delayed Examlnatlon, Journal of the

Patent Office Soeciety, Vol. 46, 247 (1964)3 -E. McKie, Jr., Is Deferred
Examination of Patent Applications Desirable in the United States: Journal
of the Patent Office Society, vol. 55, '691.(1973); Lasker, ﬁﬁn Analysis of
the Proposed Deferred Examination System" IDEA, vol. 11, 420 (1967))
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computer-assisted-Searoh-systemsuthrough.patent fees.  (U.S. Department of
Commerce, Patent'and'Trademark-office Fiscal Year 1983 Budget Request,

Fiscal Year 1982 Supplemental Budget Request, undated, circa January, 1982)

~The*proposa1 to inecrease patent fees has met With_'controversy°
Concerns ‘have beeri ratsed: about the impact of_the-increased'fees on
innovation and on individual inventors and small businesses. (See
testimony of Mssrs. J. Jancin and J. DeGrandi before -the Subcommittee on
Courts, Civil Liberties and the Administration of Justice of the House
Committee on the Judiciary,_April 22, 1982; see also, J. Cohen, Functions,
Costs and Fees of the U.S. Patent Office, Journal of the_Patent_Office'

~ Society, vol. 54, pp. 462-485, July 1972) The Patent and Trademark Office
.antiéipatBS‘that7theVincreased“fees will have little, if any, effect on
rinnouation. (Testlmony of G. J M0551nghoff before ‘the- Subcommlttee on
7 Courts,. ClVll leertles and the Admlnlstratlon of Justlce of the House | ‘
'ﬂ?hCommlttee on the- Judlclary, ‘Mareh: : 11, 1982) However much of the dlchs51on .
; has been based: on ‘conjecture;,. and there 1s-11ttle eVLdence to support S
'elther Slde of the controversy. The ‘experience under the patent fee _ _
© structure will prov1de some guidance as to the effect of" further 1ncreases :
:ln patent fees to cover act1v1t1es to: enhance patent examlnatlon qualltye .

" Indirect means‘;'Anualternative'to increased‘funding'fOr patent

application examlnatlon is- to apply more seleetlvely the ex1st1ng 1eve1 of
_4fresources so that all patent appllcatlons are not examlned.- The
'f'Pre31dent's Commlss1on on the Patent System of 1966 recomended standby
“statutory: authorlty for optlonal deferred examlnatlon, that 1s, - patent
=5appllcatlon would not be- examined- unless examinatlion was requested. The -
-Comm1551on 1mp11ed that examlnatlon would not be requested for: many patent
' appllcatlons that have llttle value, hence more of -the resources of the
'fPatent and- Trademark Offlce could be: applled to the more important patent '
applications. (Pres.. Comm., p. - 19- 23) . The Senate in 1976 passed

legislation-that;would have - authorized deferred examination. (S._2255,

.G4th Congress) The Senate Judiciary Committee report_on the bill, .stated
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not’ exist in the United States.  For example, prellminary euidencevtends
to indiéate that reexamination is not being widely-used; howeter; this may
well be due to the caution with which patent practltloners are approaching
the new: and unproven procedurse.: - - o S SIREEY .

* Another indieator iS'the‘experience_in;Great‘Britain where, as in the
United'States,“the‘termswar patents.granted'briorfto 1978:ran from the
time the:patent was: granted and the courts,determine-the validity of.a;
patent. Under a‘procedure in effect from 1949 t031978;fopp051tions were
permitted, but only abodt,1'percent of " the allowed patents were.challenged.
Several studies indicated that the infrequent use of oppositions was due to
little, or'nogﬁadvantage'being:givenutOrthe-challenger since the patent
would*run'for its full'term~after the-opposition5and“the'challenger,"f
lnfrlnglng the patent durlng the ‘opposition, would be: llable for damages.

fThere was also felt to be a- greater llkellhood of success in: challenglng

the patent in the courts than i the patent Offlce. (Rene D.. Zentner

'Opp051tlon ‘and’ the Valldlty of’ Patents in- Engllsh Speaklng Countrles, 1'

Journal of ‘the Patent ‘Office Society, vol. HO £1958) 47- 71 McKle supra;

'and C W Morale, Brltlsh Patent OppDSLtlon System, A.P. L.A Quarterly
:Journal vol Y (1976} 104-113)" These ‘indicators- seemlngly show that

absent other: changes in the patent laws, -1 pre-grant publlc 1nvolvement

-proceedlng would not be widely Used in:the- Unlted States.l_'

”The'PreSident s”Commission,“in'apparent”recognition of ‘the lack of -

llncentives for opp051tlons 1n the British System recommended that, as in .
West Germany and Japan, the patent ferm run from the date of flllng of the
: patent appllcatlon and that obJectlons Lo the 1ssuance of .a patent be

| subnmitted in’ secret to av01d any preJudlclal ‘effect: should the patent issue

:eand the challenger later- W1Sh to contest 1ts valldlty. (Presr Comm,,:pn
23- 24, 33- 34) However, these modlflcatlons do not give the pre*issuance

puhllc involvement any ¢lear tactical advantages over reexamlnatlon or -

lltlgatlonu
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While the Unlted States has not had an opp051tlon system, quasi inter
partes proceedlngs before- the Patent and Trademark Office to determine
patent validity have been permitted -since 1977 in reissue proceedings.

-Tradltlonal reissue prooeedlngs call for a patent owner to surrender his
-patent to the Patent and Trademark Office with a request to correct defects
that render the patent:wholly or partly invalid.. Prior to rule changes in

1977, the patent owner.had to allege that{there-Was,a defect. The'1977

-rulesipermitted'a reissue to occur if information existed which might cause

_the_examiner;to'deem'the_original-patent wholly ‘or partly invalid, 'a so-

called "no-fault"® reissue; (37 CFR Sec. 1.175(a)(4)). Since reissue files

are open to the public, it is possible for an interested party to submit a

‘protest to the grant of a reissue patent. and submit such additional papers,
~ or other lnvolvement 1nclud1ng ;gtgr partes 1nterv1ews before the patent
'f-examlner -asthe protestor considers. approprlate.. (MPEP 1901.07 to

: 1907)The "no- fault" reissue proceedlngs have been cratlclzed. +The: primary.
_.criticimSVare_thatpthef;gteg‘gagtgs invo;vementiis_leadingrto.lengthyﬂand

| 'pexpensive prooeedingsbimanj'courts=are iénoring*reissue'results since-a -~
CUfull ol inter: pa tes proceeding does. not occur and. the time: requ1rements for i
'rihandllng protested relssue appllcatlons has exacerbated manpower problems

‘in the Patent ‘and’ Trademark Offlce. (Gary: Samuels, Trends 1n,Reexam1natlon .
o and Reissue, Speech before AP, L Ay Chemlcal Practice: Commlttee Meetlng, c
4.3November 4, 19813 Karl F. Jorda,. Judlclal Reactlon to--
eRelssue/Reexamlnatlon presented before. the New York Patent Law _

'Assoclatlon, November 11-15, 1981) Thet"no fault" reissue proceedings are
'-being-eliminated-as}of-Jniy'i,_1982;(47;F;R.*May_19;e1982;-p.?217467

The West German and Japanese experlence w1th opp051t10ns and the

_:';U S experlence w1th protests in’ "no-fault™ reissues lndlcates that ;nte;
- ga__es proceedlngs before patent offices have: the potentlal of becomlng
‘-rtlme consuming and expensmve,_and thus there,lsusome basis for coneerns
" about potential abusea-'But;_the~West.Germanynand_Japanese opposition
-proceedings appear to significantly strengthethhe reliability and quality '

of the patents. 'In both countries, however, all-challenges of the validity

of patents must go to the patent office, thereby circumventing
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Opp051tlons in Patent Cases "Jotrnal of the Patent Office Society; -vols 39~
(1957) 547-553)..

"The West:German'and'JapaneseloppoSition"systemsdha#e been selected to

'provide-some-insight into the practicalities of operating-with:SUCh; :

arrangements. - Oppositions are widely used in these countries.

Approximately 20 percent of all patent applications a110wed-byrthe'West
" German patent“office'are*Opposed; Moreover; in;some“technologies the rate

of opposition is much greater;' Inthe technoldgy'relating to plasties,
approx1mate1y 50 percent of the allowed: patent applications are opposed.
(Frederich Schweikhardt, Opposition: Proceedings in the Federal Republlc of

'Germany,;A.P.L.A~Quarter1y Journal, vol. 4-(1976) 157-172, 160) The

frequency that:Japanese allowed patent applications are opposed is somewhat

1'10wer -= about 15 peroent..(Shlgeru Yoshida,- Opp051t10n Procedures and

Practlces in: Japan,’ AP.L.A Quarterly Journal, Vol 4 (1976)( 215- 222, 222)
In-both West: Germany and* Japan roughly one half of the opposed patent

'-.'appllcatlons survive the opp051t10n.

" Oppositions have beenfdsed*for tactical purposes. Several German -

- ‘patent experts state thatamannyerman-firms}filefoppositions against
‘practically-all allowed patent:applications which could interfere with
- theirﬁcommercial'interests:'r{Gpnther?Eggert;“ﬁdditionalfComments;i"

Primarily as Seen From Point ‘of View of Chemical Practice, AP.L.A Journal,

- vol- 4 (1976) 173-1786, 175 and‘Schweikhardt"'supra,'p “167) The ‘opposer

© may flle an’ opp051tlon more to ‘gain ‘concessions; for example, an .

1nexpen31ve license, from the patent appllcant than to prevent the issuance
of & patent (SchWE1khardt,_p :167 and Suzuye, pe 213)_ -Aecording to one
eatimate, about one-third of'the'oppositions.aredSueeessful in obtaining a
sﬁffioieﬁt restriction”of'the-opposed'patent?application toasatisfy the
opposer. a(Rddolf Ruger, Opposition Proceedings in Germany:f~ Asaseen-by an
Attorney in Private Practice; AP.L.A Quarterly Journal, vol. 4 (1976) 143-
156; '155) 4lthough oppDSitions have—tactical implications, the frequency of

oppositions also appears to ‘be responsive to the overall quallty of patent

examination. (Schwelkhardt p. 159)
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_”Reciassification is not an'actiVity-that'provideS'an.immediately
obServable'effect'on the quality'of patent examinatiohs-and-may have

'1ittle, if any, effect on the presumption-of.validitytofzpatentSfalthough

it would inerease the reliability of patents.-;(Willism Carter Reynolds,

International Aspeets of the Presumption” of Validity and the Mechanized

Search, ‘IDEA vol. 9 (1965) p 297-320, 307-308) The risk of not keeping
pace with: file growth through reclassification can be the loss of an

‘effective tool for retrieving information. The failure will oceur in the

rapidly growing-technolbgies which are, perhaps, the éreas.in which

dissemination of patent information is the most important for innovation.

As dlscussed 1n Chapter y, many Judges v19w w1th susp1c10n ‘the gx

:ZLEQLJQ process in’ the Patent and Trademark Offlce for grantlng patentsax

Supreme Court Justlce_Clark-summarlzed-much-of;the concern as.fpllows:::

:Q"Théig;ﬁgagtghpatént;exéminatiOn-systéﬁ'preséhts'twO't'v
'f-built-in.hazards:to-the=pub1i¢;interest,-_Qﬁe is that
" the examinef'might bela-less than- vigorous édvocate of
‘the’ publlc interest 1n making his Judgments." vosw "The
gfsecond hazard lies: 1n -the faet that the ex. gg;tg system
T35 not as Tikely to ‘turn’ up:all ‘the facts neeessarygfor
1'the'exahinerﬂtOfmaRE'anﬁinformsd'decision.“; (AP.L.A
- Quarterly Journal, vel 1, p. 10,1972, "The Patent
System Deserves Clean Hands") e

The President's CbmhiSsion-qn the Pateﬁt]éYstém recommended that the publie
be given.an”opportunity“tb intervepe-in”deciSions'bY-the.Patent“and |
Trademark Office to grant patents and to provide information relevant to an
informed dedision_oh*paténtability.” (Pres. Comm. -p..23-24)} Although the
recommendation did not ‘suggest ;gtggtgantgﬁ involvement, it did provide a
method for presentihg"more fabtsfto*thefpatent examiner, including the
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‘retrieving extraneous:ones. The greatest*transition~problems will ocecur

~ where computer- assisted: techniques provide the greatest departure: from

menual techniques, for example, searches in mechanlcal technologles that
have been conducted: on the basis of functlon and searches that use drawings
to screén documents.’ For:that reason, the ability of the computér-assisted
search=s&5tem to simulate manual searching with a depiction of drawings and
the ébility'to*displayféach patent. in a subclass would be attractive..
Aléo, the ability to make-marginai notations as-search aides,—as.is-
commonly done in the paper filés, would reduée transition problems and -
enhance the effectiveness of the system. .. : '

Aside from the technical capacity of a computerized system to retrieve

| relevant documents there are critical design problems. that must be overcome

" to-enable a patEnt'éxaminef'to use .the system'for"extended'periodS‘of time.

These includé ‘the- resolution ‘and print ‘size.on the v1sual dlsplay,-and .

'”-{problems ‘of fatlgue ‘induced- by nozse and' heat.- (Each termlnal may emit as
'much heat. as flve ‘to ten 100 watt llght bulbs ): :

-~ The proceSS'bf“adoﬁting‘a computer-assisted”seafch'system by ‘the:

'Patent and Trademark Offlce w1ll require a long term effort and 1nvolve
"many uncertalntles because ‘the- requ1red technology is under development and
‘unproven and because’ the system must be introduced 1ntoha‘comp1ex:employee-
. management environmenttwith-firmly‘estabiished-procedufes;' Héncé;'there

“ must be effectiVe~planning and'a‘1ongrterm300mmitment from:CbngrESS'and the

Patent ‘and Trademark: Office.
b. Reclassification
: The'maintehance:of'thé'ﬁaper”examiﬁers*$seaPCH:filezthrqughzfile'

integrity and completeness reviews and reclassification has been

recommended in addition to_the'implementation of a-computer-assisted search

- system. (See DPR—Patents, p. '154.) There "is no basis_for determining

coﬂclUSively'that‘with existing technology’the*examine:s"Search files can

- be replaced by a computer-assisted search system without loss of effieciency
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0 'how'the'developmeht and use of the system by the Patent and
Trademark Office will affect private computer-assisted-
- search systemﬂdeve1opers.and'vendor55 particularly if the

system is made available to the publiec.
- Turning tb’the'narrower focuston“cOmputer+assisted*search'systems and
patent examlnatlon, its effectiveness w111 depend . on: technology and on

services and lmplementatlon.

"~ From the technology standpoint,.one-of.the foremost éohsiderations is

-the'method by which relevant documents will be retrieved. =~ Although many
© variants exist, there are two ‘basic types of retrieval mechanlsms the

first - (lndex term: searchlng) retrieves documents by a supplied ecode, e. g

an index term, an 1dent1f1catlon number, or a subclass designation
correspondlng to: where the document is ClaSSlfled in the examlnevs' search

files, the- second (full text searchlng) retrieves documents. based on the

words contalned ‘in the document ltself Thus, Tor: example, in a full- text

search,-all.patents containing the word "pen1c1111n" couldnbe.recovered.

ddIO”bpefatéJWithinian'index—term”searéh system,  the user needs to-know

the correct index term to use, and the indexer muStihave'used the index-

termas a deseriptor of the document. A full text search requireS'that the
“user’ think:of all’ synonyms for the topic searched. A searcher desiring
‘information on “chairs“'must also search "seats" for the search to be

complete. -Full-text searching poses problems in that large amounts of

material must'be-searched;f-HenCeg‘full4textfsearching“entails-a much
f_greater'cost in computer'inputting,'computef:storage,$cpmputer capacity and

computer search tlme._-Fof~thiSVreason, mostof the-presently available
full-text searching is- llmlted Lo searchlng abstracts rather than the full

- documents.

From the standpoint of retrieving: information, each system has its own

advantages. The index-term search allows retrieval on the basis of

funetion much as the current patent classification system does. A full-
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- Improving Access ‘to Prior Arts

~The improvementJOf.the'examinerlsgsearch files has been redonmended by
the President's Commission in 1966.(p;~u8); the Domestic.Policy Review -
Subcommittee on Patents and Information. Policy (p. 126 and 154) and the

-Subcommittee on Small Business (p. 270);1andsthe Small Business

Administration Task Force (p. 9). Specific activities recommended in these

reperts included improving the integrity and completeness of the examiners'

" ‘gearch files and developlng a mechanical (or: computer a551sted) search

system,

The discussion in' chapter 5 provides an_oVerniew3of-the‘status.of the
examiners' search files and the accelerating increase in their volume.
Concerns EX1St that the present state of the search files detracts from the
ablllty of the patent examiner to-identify’ the most relevant prior art

CUwithin the average 3.5 hoursg available for- search;ng-_ (Donald W. Banner,.
"forner-Commissiener of'Patents'andfTrademarks; testimony'cn-April-20,:1982;
.'before‘the_H0use Appropriations Committee,'Subcommittee on State, Justice;
' Commerce and Judiciary.) Moreoveb;*the‘futune"ability of ‘the patent

examiner to retrieve the most relevant prior-art is open:to question in

viéw of the inereasing volume of* prior aft..;Computerfassisted search
~ systems and reclassification are the primary activities that the Patent and
- Trademark OfficeilookS-toward'to-enable'the patent-examiner.tO'cepe with

the increasing volume of prior art:

a. - ComputernASSisted.Search'SystEms S

Congress recognizing the grow1ng problem of prlor art: searchlng, has

'requ1red the ‘Patent and- Trademark Office to- submlt by December 12, 1982, "a

plan to identify, and if necessary deve10p.or.have developed, computerized

- data-and retrieval systems equivalent to the latest state of the art which

can be applied ... to the patent search file ...™.and "... the patent
classification*system «+s". The report is to spec1fy the cost of
1mp1ement1ng the plan and the amount of time needed to 1mp1ement the plan,
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be*gradﬁal How many of the'allowed'patent‘applieations which nesult-in
patents of questlonable vallslty would be prevented is uncertain and

‘depends greatly on how the program is- 1mp1emented.

Inereasing Examiner Time for Prior Art Searching: The Subeommittee on
Patent and Information Poliey and the Ad-Hoe Committee of Small-Business
Members of the Domestic Policy Review specifically recommended that the

examining corps should be increased to permitfa more thorough searching of

the prior art. - (DPR, p. 154, 170} The -Subcommittee stated that the search

~of the prior art is the most: important part of the examination procedure

and the failure of the Patent and Trademark Office to find pertinent prior
art has led to patents being more vulnerable to attack in the courts. (DPR,
P ?53) o :

- Increa51ng the t1me avallable to- patent examiners for conductlng

'searches of the prior art can:improve patent: examination - quality. It is’

unclear- how. much lmprovement w111=be=prov1deduby'1ncremental 1ncreases_in

fsearchlng time. As discussed in chapter'M patentS'which‘are found invalid-

'by the courts are most often found:so- on the basis of U.S. patents that
“Were not eited by the Patent and Trademark: Offlce durlng the: prosecutlon of

the patent appllcatlons. Although on’ ltS face: this suggests that increased

searching could significantly.lmprove patent quality, it must be recognized

‘that many of the uUncited:patents which led t0“the.invalidation‘wereg"

according 1o Several studies, no more pertinent{thanfthefdocuments‘cited by

'=rthe'patentfexaminer. (Koening, PTO) Moreovef,.the experience of the

quality reviEW=pr08ram*of'the Patent and Trademark Office indicates that in
7 percent of the allowed patent appliaationsfthefpatent“examinerfmissed a

“‘document ‘which the reviewer judged better- than: the prior art cited by the

" patent eXaminer."These7missed documents are not-iikely‘to'be:uncovered

even if the examiner is given more time to search. However, the quality

“review program Tound that about 25 percenteofuthe'allowed-patent

appiications had inadequate fields of search. By extending the 'search, a
document that the reviewer believes is more relevant than the prior art
cited by the examiner was found in 12 per 100 of these patent applications.
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quality of patent examination even though the magnitude-of potential -

improvement is uncertain.

- Based on-quality review data, it is estimated that about 5 pereent of
allowed patents have at least one clearly unpatentable c¢laim.  Virtually

‘all of these . clear errors could be detected'by-interhal reviewers.

Moreoever, -since the standard used in internal review would not have to be
the "clear error" test, as used by the existing quality review program, the
number of iﬁproperly allowed patent applications prevented by an internal
review would likely be"greater,_perhaps reaching;10:percent. .But the
actual number will depend-on how the review program is implementedm One
consideration is the relationship of the reviewer"with‘thevteéhnologya A
reviewer who is most familiar'with the-technblogy;'and hence most able to
provide the best review of allowed patent: appllcatlons, is expected to be
in the same examining group as the patent examlner' hence, his objectivity
could be compromlsed. '

_Another“COneideration‘iS”the:extent ahd thoroughness of the internal
review. The:depth-of the reviews can-be limited to obtaining an

undefstandingJOf theﬁelaimed:inVention;”reyieﬁing the“cited”prior'aft-and

_the-cdmmUnicatioﬁs between the patent examinef:andfthe-patent applicant,-

and ‘checking thecadequacy-of-the*search;f~The»experiehcefw1th quality
review suggests that this will be relatively ineffective since most clear
defects are searchfrelated. ‘An-expanded review could include reconducting

-priof*art searches to find any relevant -documents ovérlooked in the patent

examiner's search due'to'error“or_différenees,in.judgment. ;Even'withlan
expanded internal review;lpatents of euestioﬁable:validitf‘will’be granted
because they involve issues of patentablllty over which reasonable men can .
disagree and because uncovering the relevant ‘information-for evaluating
their patentablllty is beyond the capability of the Patent and Trademark
Office. .

Some useful guidance may ultimately“be'obtaihed from ‘the experience of
the European Patent Office where patent applications are assigned to a team
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intuitive Judgements rather than emplrlcal proof. © As one critie of the
1966 report stated: - o LT e e 0l |

w,.. the recommendetions:had'little-if any ‘objective.
- eriteria to ‘lead one to believe that:their enactment
would maximize the benefits that this nation may derive .
from the inventiveness of its eitizens and others .
" abroad who are ‘interested to protect their inventions- S
" in the United States. |

 .ve(there ‘were no) /... efforts to appraise empirically -
the operating potential of the substituté system which
it recommended for ‘adoption." -.(Barkev 'S. Sanders, .
Observations'on'the-Pfesidential*Commission's.
'ReeommendationSerr_Recasting the U.S. Patent Laws, -
'IDEA, vol. 12, 1968, p. 1069 et seg., at 1069.)

If one simply presupposes ‘that enhanced patent examlnatzon quality is
desirable and 1gnores ‘the issue of the effect on innovation the questlon
Stlll remains: - what resources’ “for. patent examlnatlon earn’ be provided that

will achleve an improved- quallty° Unfortunately, increasing the resources

for patent examination does not necessarily result “in significant
‘improvements in patent examination quality. The effectiveness of increased

resource allocation depends ‘on- the actiVitiesTthet:are.undertaken with the

‘additional ‘resources. The first part of ‘this section examines the".

activitieS'thch*could be undertaken to improve the'quelity of'patent :

; examlnatlon and what their effect on quallty might be. - Also 1mportant is
_how more resources could be made available for these activities, and thlS

ig brlefly dlscussed in the second part ‘of 'this section.

Frem_the“proceeding~chapters, it can be seen that the major problems

'DRAFT : 136




10-

15

20

25

30

patents:and reducing the expense of-patent'litigationu Proposals such as.
1ncreased Jud1c1al eontrol over dlscovery and court deolslon on .
stlpulatlons do not require Congre551onal 1eglslatlon and therefore are not
specifically rev1ewed. Also omitted are reoommendatlons such as.
authorizing patents to be issued on types of lnventlons not now patentable
(e.g., computer programs); permitting licensees to agree not to ¢hallenge
the valldlty of the licensed patent; and prov1d1ng a dlrect oause of actlon
against an importer of a produot made by a process whlch 1nfr1nges a
patent.’  Although these proposals raise important 1ssues,_they affect only
certain types of innovations and innovators and thus do not’ have the same
breadth of significance as the others. They are dlscussed more fully in
the baokground report. -

“The recommendations made by these studles whlch affect the rellablllty

and enforoeablllty of patents, fall generally into three catagorleS'

) '.PTOVldlng more resources for the examlnatlon of patent :

applz.cat:.onQ to improve the quality of patents. S

_;2)f Providing a different class of patents (1nclud1ng dlfferent
 standards of patentablllty) :

'3 Prov1d1ng mechanlsms for resolv1ng patent dlsputes that do not
: neceSSLtate court. lltlgatlon, ' '

It should be noted that Congress has recently enacted two pieces of
legislation affecting the patent system.  In P.L. 96-517, Congress enabled
an issued patent to be. reexamlned by the Patent_and'Trademark folce to
determine its validity over prlor art so thatjpatent'validity matters can
be resolved outside of oourt lltlgatlon, and required the Patent and
Trademark‘Officefto snbmit azreport on computer data and retrieval systems
that could be ‘used in its: operatlons, 1nc1ud1ng prior art searching. The
97th Congress in P.L. 97 164 has established a Court of Appeals for the
Federal ClPCUlt w1th exclusive jurisdiction over appeals from patent
valldlty and 1nfr1ngement dec1sxons by the District Courts.
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Table 8-

Seleeted Hecommendations .of Four’ Studies Coneerning Patent aeliability and Practicalities of Enforcement

Recommgndation-

“Applicant has burden of
of showing patentability
to Patent Office - ¢

Clarify definition of obviousness

~ Patents for computer programs,
*genetic engineering, ete,

Office to protect tha public
‘interest .

Public involvement in grant of
of patent

. 'Establish quality control in

in Patent Office

Increased funding. for quality
examlnation :

Search flle improvement/
oomputer-assisteq searching

Appeal to Court of Appeals
from Court of Customs and
Patent Appeals

Ratlional Court of Appeals
for Patents

Patent Office review of
validity of issued patents

Pras. Comm.
Ree X

(Rec 1v2)

Rec XI.

Ree XII

Ree XXVII

Rec XXIX

Ree XIV

Rec XV

" DPR-Pat

Prop vl

"Prﬁp Vi

Prop I

-Prap f

 Prop I

. Prop III

i-Prop 11

npn-ss “DPR-PT cEn_}f
Patent Reliability :
T -
- . :page 197 -
e " page 197 . f'
_liec_ 7 - o -
Rec 7 ".{page 1433} -

Prﬁétigalitieéjof_Enfﬁrcement

" page 56

- ._ - ‘.'Z(Pase 197“) page 5![

s

Rec 5(b)

“Status

Implemented by Commissioner of Patents

 No legislation

" . Supreme Court decisions permitting
.. patenting pnder certain cirocumstances

No légiaiation

Passed ﬁy Senate S. 2255, 94th Congress

Implemented by Commissioner, but not
- expanded as proposed by DPR

No legislation (HR 6260, S2211, $2326,
97th Cong., increase appropriations
but primarily for reducing pendency)

.Study on computers authorized

: P.L. 96-517; some computer~assisted
searching 1mplemented

.No legislation

ﬁuthdrizad P, L. 97-164

Authorized P.L. 96-517 (Reexamination)




 the net spcial benefit. In some instances, the effect is an 1ncreased
' eprlvate galn by the patent owner, 1n others, the patent owner may be
effectlvely denled any galn even though hlS patent is unchallenged or is

upheld in lltlgatlon w1th no dlrect beneflt to 5001ety.
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lIn general, the patent owner can expect that if he prevails in an

infringement litigation he will recover ao more then reasonable royalties
as damagee. Thus, -the patent owner-bfpen'has an inecentive to license his
patents rather than;bringing:an infringement action. While this may
adversely affect the priﬁate benefits to the patent'owner,‘it does have
broader policy implicatiens, From the view.point_of'soeiety in general,
the practieal effect of weak patents is that the patent oWner foregoes a
monopoly position and licepses_the patent,_often at rqyalty rates lower

than the cost of litigation. Another effect of incentives to license is

‘that the potential for patents owned by others to hinder innovation is

reduced. The reexaminatidn procedure, however, is likely to improve the

patent owner's bargaining position since, if the patent survives

“reexamlnatlon, the challenger has the addltlonal burden of overcomlng the

reexamination deecision by the Patent and Trademark Office.

It is often the case that the potential licensee may be the only party
with sufficient economic 1nterest to challenge the patent. The licensee

can beneflt from the patent and may have as much interest in avoiding a

challenge to its validity as the licensor. For example, the Smith patent.
was essential to American Home Products to prevent direct competiﬁiqn to
the'oral_contraceptive, In another example, General Electiric entered into
agreements with Kbupp_ef West Germany to cross license patents_relating 10 -
tungsten carbide, a hard metal used for cutting tools, and was able to set
prices in the United States. It has been speculatéd that General Electric
could haﬁe coneested the Krupp patents, which'were ultimately held invalid,
but :the combination of Krupp and General Electric patents permitted General

_Electrie to.control the market. ' (Vaughan, p.. 151-152)

Where the licensee dces_nqt feceive a benefit from the licensed
patent, -for example, when his own patents provide adeqUate protection from
competition or he would receive a greater profit without any patent
restrlctlons, the courts have removed disincentives for challenglng the
patent. For example, the licensee cannot be bound by an agreement not to

challenge the validity of the patent; generally the licensee need not pay
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'$150 000 that lS, about one- half Fel Pro's legal costs._ On appeal the

case was remanded to recon51der the amount of attorney fees with the

admonltlon from the Court of Appeals that respon31ble action by Loctlte and

ltS attorneys could have greatly allev;ated the cost and extent of the law

suit. (Sanford L. Jacobs, Patent Law Suzts Can Be Used to Keep the _

Competltlon Away, The Wall Street Journal Monday,‘OCtober 12 1981, p; 29;
) .

Slnce the report of the Temporary Natlonal Economlc Commlttee in 1941

.a number of changes have occurred 1n patent law through leglslatlon and
' JudlClal decision to reduce the llkellhood of business aggres51on by the

patent owner. For example, the Declaratory Judgment Act of 1934 that

allows a party threatened w1th lnfrlngement lltlgatlon to brxng a suit to

_ resolve the lSSUES of 1nfr1ngement and rellablllty, has become firmly

entrenched. The Supreme Court has held that a Judgement of patent

:1nvalld1ty affects the patent ltself thus the patent owner cannot attempt

to enforce his patent agalnst others after it has been found invalid.
(Blonder Tongue Laboratorzes, Inc ;s Ve Unlver31ty of ‘Illinois Foundatlon,
402 U, S. 313 (1971)) Laws have been passed enabllng attorney fees to be
awarded in exceptlonal cases and patents to be challenged through the much
less expen51ve reexamlnatlon process at the Patent and Trademark Offlce.
Antltrust considerations are also more pronounced.' Recently, a District
Court found a violation of the antltrust laws by a patent owner bringing
only ore 1nfr1ngement su1t._ (Platt Saco Lowell Ltd V. Splndel Fabrik

) Suesser Schorr Stahlecker & Grlll Gmbh _' ) In summary, the -

potentlal for bus1ness aggre551on prov1ded to some patent owners by the
costs of enforcement of patents have been reduced Anecdotal accounts of
buSLness aggress1on can Stlll be found however there is no valld

assessment of the prevalence of the practlce. Interestingly, one study

_”reported from a llmlted survey sample that large companles often feel at a

dlsadvantage when 1nvolved 1n a patent confllct because the other company
was smaller and that small companles often feel at a dlsadvantage because

the other_company was larger. (Obemayer, p. 42)
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nominal without a patent for Ray Dolby, the patent would have provided

little return absent Nis ablllty to provzde a recognlzed "industry

standard" for noise reductlon unlts and for General Electrlc, patents were

a necessary part of a long range effort to malntaln its dominarnt market

p051tlon Patent rellabllzty and the practlcalltles of enforcement would

'therefore be expected to have different lmpllcatlons in each 51tuatlon.

Because of the 1mportance of the patent to American Home Products, Dr.’

Smith was effectively shielded from litigation costs. Ray Dolby, however,
would probably have been severely hampered if he had been requlred to

enforce hlS patents when flrst commerclallzlng the n01se reductlon '
technology. General Electrlc apparently beneflted from lltlgatzon costs
and delays, and patent rellablllty did not appear to be much of a concern
because of the number of patents. 1nvolved. '

Not all ventures based on patents prove to be successful and patents
can lead to a loss of prlvate ‘benefits. For example Robert Nowak
obtalned U.s. patent No. 3, 750 722 on a capped funnel to put on the top of
an o0il can. Armed w1th the patent Nowak sought to commerclallze hlS

”dev1ce and exhibited it at trade shows.’ Competltors appeared w1th

v1rtually 1dentlca1 capped funnels. The patent was ultimately held invalid
in court after Nowak had expended over $75,000 in attorneys fees. (House
Subcommlttee on Courts, Civil Liberties and the Admlnlstratlon of Justlce,
Hearings y D ) Wayne Knlttlng Mills obtalned a patent on

a h051ery ltem and sued Rusell Hos1ery Mills for patent infringement.
After i5 years and over $500 000 in legal expenses Wayne Knlttlng Mills
won the suit and was awarded $250,000 in damages. ( . _ |, Edwin

Chen, U.S. Seeks to Speed Pace on Patents, Los ‘Angeles Times, Monday,
September 7, 1981, p. 1,7,8,9) The pre51dent of Thomas A. Edison,hlnc ,
stated durlng Congre331onal hearings in 1912 that Edlson spent more money
obtalnlng patents, lltlgatlng them, and preventlng 1nfr1ngements than he
ever received in private beneflts (0ldfield Hearings of 1912, part 2, P
32) The inventor of the vacuum tube, Lee De Forest, is reported to have

won infringenent suits on his'patents:only to find that he was financially

compelled to sell'his'key‘patents.'l(SCherer, P 453)
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patent system. However, the data do suggest that many patented inventions
are used and that pfivate gains through the use of patented inventions are
likely but that a wide variation in net gains (or losses) can occcur
independently of'how extensively the patented invention is used. But

still, this information is inconclusive as to the contribution of patents

. to private benefits.

Case histories have shown a wide variance ih the apparent contribution
of patents to private benefits. For example, Dr. Herchel Smith invented a
group of complex chemical compounds while doing research in the late 1950's
under a grant from Ahefican Home.Products. One chemical compound that fell
within this group was norgestrel,ﬁand Dr. Smith licensed his invention and

patents to American Home Products. Norgestrel has since become the most

" widely prescribed oralicontraoeptive; - By the mid-1970's, Dr. Smith had

recelived over $HQ million in licensing royalties on patents throughout the

~ world and was expectedfto receive about $80 million by the time all patents

expire;'-(Privatefcommunication, Vito Viector Bellino, Patent Coﬁnsel,
American Home Products, October"lT 1980) ‘This private return is
exclu51vely dependent upon patents and- does not 1nclude the prlvate benefit
enjoyed by Amerlcan Home Products.

In another examole;'the Dolby noise'reduction technology,'the private
gains were attributable prlmarlly to marketlng strategy that made the
patent valuable.- Ray Dolby developed n01se reductlon units that reduce
noise in tape reoordlng systems. Rather than exploiting the large consumer
market, he first llmltEd his sales to the small, professional musie
recording market, thereby not attractlng competition. The reputatlon Whlch
he developed 1in thls small market enabled his company to achieve a strong
market position hhen he later entered the consumer market, and thereby set
the standards for noise reduction equipment. Once he entered the consumer
market, he of?ered licenses to all manufacturers with the condition that
the Dolby nahe ahd logo be displayed on the front of the eguipment. Even
though rival technology was developed it proved unsucecessful since the

standards had been establlshed by Dolby s units and consumer identification
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TABLE 7-1
The Effect of the Use of Patented Invention On
Sales or Production Costs, Select Patents Issued in

1938, 1948 and 1952 and in Current or Past Use at
Time of Survey

Corporations grouped Increased ’ Reduced - Favorable Other favorable o
according to ‘ sales . production costs! on sales or . effect? . Favorable A1l
net sales in 1949 : Yes No Yes No - production costs Yes "No effect othera3
- Ro. % No. % No. % No. % No. £ No. % No. % .  No. ) No. %
Larger Corporations. - 106 52.2 8% ¥1.3 . 38 18.7 U4 21.7 Ll 70.9 28 11.8 11 5. 168 82.8 - 268 11.8
Smallest Corporations - 59 66.3 29 32.6 7 7.9 2%t 23.6 66 - TH.2 . 12.13.5 3 3.4 .78 B7.6 8 9.0
(Total) . - 165 56,5113 38.7 45 15.0 65 22.3° 210 7.9 3 12.3 14 4B 206 842 32 11.0

IWith respect to patented inventions which were reported not to have increased the: sales.
2§ith regpect to tented inventions which were reported not to have increased sale or reducequroductions costs.
Includes unanswered and unknown. o

SOURCE: Barkevb‘s. Sanders, Patterns of Comercial Explolition of Patented Invention by Large and Small Corporations Patent, Trademark, and
Copyright Journal of Reeearch and Education, Volume 8 (1953} p. 51-92, 81, -
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-difficulties of obtaining information and calculating returns, the studies

‘found that the median private rate of return was about 25 percent and the

"to the garment manufacturers and- the purchasers of garments and competiters

‘rate of return, onl? 27 percent. In another innovation, identified only as
‘an industrial product, the social rate of return was negative but the
- private rate of return was estimated to be 13 percent:. (E. Mansfield, p.

which were patented. - (E. Mansfield, J. Raﬁport; A. Romero, S. Wegner and
G. Beardsley, "Social and Private Returns from Industrial Innovation™
Quarterly Journal of Economics, vols 91 (May 1977) 221-240; T. G.
Tewkesbury,-M.S. Cranda11.§ W. E. Crane, "Measufing the Societal Benefits

of Innovation," Science, August 8, 1980, p. 658-__; and E. Mansfield, How
Economists: See R&D, Harvard Business Review, vol. 59 (November-December
1980) p. 98-106 (summarizing both studies)). Although noting the -

median social rate of return was about 70 percent. (E. Mansfield, p. 104)
The studies found that the soecial rate of return often exceeded the private
rate of return but there was no consistent relationship between the two.

One innovation, for example, involved a new thread that enables sewing

machines to operate at a higher rate oflspeed, The primary benefits flowed

imitated .the new thread readily and inéXpensively, The social rate of

-

return for this-ihnovation was estimated to be 300 percent and the private

104, 5) The studies found that the soecial rate of return exceeded the.
private rate of return by-the greatest margin.for those innovations that
could be imitated inexpensively by competitors, regardless of their -
patentability. (Mansfield, et al.)

Clearly,*maﬁy.factors contribute to the soeial and ‘private rates of
return, and patents are just one of those factors. Indeed, patents provide
the potential for profit motivated innovators to increase thelr private
benefit from innovations at the expense of scme of the social benefits.
(Yale Brozan, Invention, Innovation and Imitation, The American Economic
Review, Vol. 471 (May 1951} 239-257, 254) There is little available data to
indicate the levels of private returns to innovators due to patents.
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that a majority of court challenged patents will be found invalid and that

patent.1itigationfinvolves-subsiantial costs. - For example, one author

recently wrote in a business:magazine:

"The United.States patent law places the burden of
S detectlng and prosecuting an infringement on ‘the

?patentee. The practical benefits of a patent are often
only realizable by spending considerable time and money
in its defense. Also, patents awarded by the United .
~States Patent System are more often than not found to

© be not valid,'or-not infringed, by U.S. " courts. '

- Because of these constraints, plus the likelihood that

“imitators can :invent arcund the particular means
protected by the patent, innovators in many fiélds do
Inot rely much on patent protection." (E. von Hippel,
_GettingfNeW'Products'from'Customers; Harvard Business

" Review, vol. 60, no. 2 (March-April 1982) p. 117-122,
122)

(See alsc, Scherer, p. 4&9;u50;‘5. A. Gee and C. Tyler;-Manéging

Innovation, John Wiley & Sons, N.Y¥. {1976) 225-228;) These attitudes about

the reliability and cost of enforcement of;pétents are not new (Vaughan, p.

199, 265} While this publicity regarding patent reliabilty and enforcement
is tikely to influence general perceptions of patents, the extent of that

" influence is uncertain. The accounts of great success in using the patent

system can provide a positive picture to the decisionmaker and attract
investment in innovative activitiés.l (Victor Abramson, p. 8. Mr.

Abramson argues tha; this is wasteful since it encourages spending
resources in areas in which benefit'is_unlikely to oceur and the result may

be lower social returns overall.)

 In“summary,,the nexus between patent reliability and the costs of

“enforcement and decisions to undertake innovative activities is primarily
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competltlve and 1nfr1ng1ng product surface in the absence of

'_da patent)°

o what is the'prohability that a'non‘infringing technology
_:w1ll be developed by a competltor to prov1de a competltlve

‘product°'

0 ___what is the probablllty that the patent will be infringed
_and the patent must be enforced to halt the infringement?

'd”" what 1s the probablllty that lf the patent is enforced, it
will be found valid and 1nfr1nged and what will the
practical effect of the enforcement aetzon be on the new
technology enterprise?

These lssues are complen; and addressing the_issnes reqnires speculation as
to_future"eﬁents.- Moreover, becauseﬂof theirzcomplexity, the decisionmaker
must'meld husiness, technlcal and legal skills as well as 1ntu1tlon and
1n51ght in considering these issues. Thus from this theoretical

, standp01nt, the decisionmaker appears to_face a virtually impossible task.

The costs of the lnventlve and 1nnovat1ve act1v1tles are not

predlctable w1th any certalnty, and even after a new product has been-

marketed, proflt forecasts often prove to be 1naccurate. (Abramson, p.. 8;
G. Beardsley and E. Mansfield, A Note on the Accdracplofllndustrial
Forecasts of the Profltablllty of New Products and Processes Journal of
Bu51ness, vol. 51 (1978) 127- 135) For example Chester Carlson the
inventor of xerography, had dlfflculty attractlng a developer because of
the uncertain, but potentlally extensive, research and development work
requ1red to make a commercial product and the uncertaln market for a
copying machlne Even Ha101d Corp , the developer of the copler did not
foresee the widespread use of office copiers. ( ) Progectlng '

whether competition will arise and if so, whether the patent would be

_infringed;uand whether'the-patent validlty will be_npheld, presents further
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to the 1nvestment selection methodology of many venture capitalists. This

methodology relies on the management team and rapld advances in technology

to prov1de protectlon from competltlon “and stresses short term pay outs on
investments. However, for technologles ‘that require a long research and
development perlod ‘the venture capltallsts agreed that patents become

almost a prerequ151te for 1nvestment.

It is generallv-recognlzed that the value of patents in the decision
to undertake 1nnovat1ve ‘activities will dlffer dependlng on the type of

‘invention and the type of decisionmaker. (e g., Scherer, 448-450, Kahn p.'

319) For example, the pharmaceutlcal ‘industry rarely pursues the
development and regulatory approval processes for a new drug unless it can
be patented On the other hand much of the innovation in the electronlcs
industry has occurred without patents. (Antltrust Uncertalnty and
Technologlcal Innovatlon, Natlonal Academy of Englneerlng (1980} p. 12)

In 51tuatlons in whieh patents are, at best, secondary con51deratlons

1n the decision to undertake innovation, the rellablllty ‘and cost of

'enforcement of patents would not be partacularly 1mportant although _
' patented products are llkely to be preferred over those that are not other

thlngs being equal (Dale and Huntoon p- 357) But when patents are

'percezved to be 1mportant by the declslonmaker patent reliability and

' enforcement costs can become materlal c0n51deratlons "If the beneflts

provlded by patents are percelved as belng too speculatlve, lnnovatlons for

which patents substantlally enhance ecornomic Justlflcatlon would be less

attractive relatlve to other opportunlties. Thls however, is not to say
that such 1nnovatlons would not have come to fruition. For example,

xerographlc copylng is often clted as an illustration of the incentive

value of patents and it is very probable that without a patent Battelle

Memorlal Instltute and the Haloid Corporation would not Have undertaken the

.efforts to develop the process. Yet, it has been argued that xerographlc

copylng would ultimately have been developed in the absence of patents, bhut
that patents served to encourage the risks to be undertaken at an earlier

tlme,_thereby hastenlng its development- (Scherer, p. 1448)
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reporting 1t as a maJor concern. It was the only area which a'majority of
respondents did not consider to be a maJor problem. The study found that

‘most firms seem to feel that patentlng and 1lcen51ng was a problem area

that they had under reasonable control The researchers concluded from

| company officials interviewed in the gourse of the study that rather than
o pay attorney fees to press 1nfr1ngement su1ts agalnst 1arge competltors,

‘small firms often choose elther to keep thelr 1deas as trade secrets, or to

llcense thelr patents, or merge with larger eompanles (Problem of Small

High Technology Flrms, Special Report NSF 8? 305 Natlonal Seience

Foundatlon (1981) p. 6)

'AnotherISurvey study of small businesses also found'that'many'firms
are depending on trade secrets rather than patents to protect their

-technology Important reasons for not obtalnlng patents were cost related;

elther the expense ‘of obtaining the patent or of having to defend it. A
number of small companles ‘that responded to the survey 1ndlcated that

_patents were not sought because they were not sufflclently reliable and
could too ea511y be ruled 1nvalld. (Judith Obermayer The Role of Patents
‘in the Commer01allzatlon of New Technology for Small Innovative Companles,

Research & Plannlng, Inc., Cambrldge, Mass. (1981) a report to the Small
Buszness Admlnlstratlon) ' '

Whlle these studles are not necessarlly statlstlcally representatlve
of the unlverse, they prov1de some indication that perceptlons of patent
rellablllty and ‘the cost of enforcement are hav1ng an effeot or the use of
patents. They also 1ndlcate that the shortcomlngs are not maJor problems
for many bu51nesses. However the studles did not speclflcally explore the
nexus between patent rellabzllty and enforcement costs and innovation, or

the type of innovation undertaken. They do not reveal, for example,

whether any of the 362 firms in the National Science Foundation study that
listed patentlng and licensing as a ma jor problem have decided not to
undertake 1nnovat1ve activities in, or to dlrect thelr research activities

away from, areas in whlch patents are lmportant
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_ Thus, patentablllty determlnatlons are made 1ndependent of equ1ty to
_prlvate 1nterests.' Exce351ve rewards are galned 1n some clrcumstances and

in others, the patent owner, in essence, is penalized for hav1ng relied on

patents to justify undertaking innovative aectivities only to be left with
litigation expenses and an invalid patent. (F. L. Vaughan, p. 225- 226
261—275§-Scherer, chapter 16, 439-458)

' :This'chapter:discuSSes:the:inplicationkof'patent reliahility and the
practicalities of enforcement from a broader vantage point. The first
section looks at the effect of these concerns from the standpoint of

1ncentlves to undertake 1nnovat1ve act1v1t1es. The second section lis

'dlrected towards the effect that patent rellablllty and the practlcalltles

of enforcement are hav1ng on lndustry, competltlon, 1mprovement lnnovatlon

and soclety in general. These dlSCUSSlonS prov1de a framework to assess

.the effects llkely to be caused by changes in patent rellablllty or

enforcement costs.

Patent R 1lablllt and Enf il m nt nd the Tncentive to Undertak

Inngvatlvg Agt1v1t1§§

There is 11tt1e emplrlcal ev1dence demonstratang the effect of patent-
rellablllty and enforcement costs on the rate of lnnovatlon Much that is

said on this subject is based on opinion and anecdotal accounts.

Data whlch are avallable are often 1nconclus1ve “For:example,
patentlng statlstzcs are often looked upon as a barometer of lnnovatlon
{for example, see Wllllam S. Connor ‘and Frederlck M. Scherer, "Patent
Statlstlcs as a Measure of Technologlcal Change" Journal of Political
Economy, vol. 77, ‘No. 3, (May 1969) 392 398, and Mary A Holman, An
Analysis of Patent Statlstlcs as a Measure of Inventlve Act1v1ty, The

Meaning gﬁ Patent §tat1§t1g§ Natlonal Sc1ence Foundation (1978) ¥ 39-55)
The number of patents granted to U.S. companles has dropped from 37,160 Ln-
1969 to 29,294 in 1978. (Patent and Trademark Offlce Speclal Report--

DRAFT | o112




| Table 6-3

Cdmparison'ofLU;S!; West German and Japanése Patent Systems

For 1980
_ U.S. (FY) - - Japan - - West Germany1¥

 Patents Issued S 56,618 48,308 21,300

Oppositions Filea = # : .-~ 5,030 4,889

Oppositions Resolved ' ' 5,097 3,887

Oppositions Accepted or

Patent not Granted i# : : 2,202 C 2,271

Number of Patent Disputes 5,000-15,000? ? : ?
- Patent Suits Filed : 550 (818 patents ' Yo ' 101%%
. o involved) '

Decisions Rendered _ 238 (385 patents : LA G

: : involved) :

#Reissue procedings enabled the patent owner to seek a determination of patentability by
the Patent and Trademark Office after the patent was issued. For Fiseal year 1980, 641
reissue applications were filed and 305 reissue patents were granted).

Tonly to December 12, 1980.

*pequests for trial of invalidation of patent at the Patent Office.

#¥pevocation suits in the Federal Patent Court

##%¥the backlog in Japan grew substantially in 1980. In 1980, only six cases were render

with 13 cases being withdrawn. For the period 1978 to 1980, the ratio of resolved cases
£o withdrawn cases was 1:1 :

'SOURCE: Derived from J. Lever and PTO Annual Report for FY 1980.
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under the German system as occurs in-the_Unitéd States._ There is1no :
obligation under German law for one party to disclose information to
another. - In-faet, it is considered unethical for an attorney to interview

Wwitnesses prior to the trial. Further, under the German system the

.examination of the witnesses 1s done by the judge.

In Japan, the litigation procedures closely follow those in West
Germany. However, although Japan does not have pre-trial-diseqvery
proceedings as in the United States, the Japanese attorney is encouraged to

-interview witnesses and develop the facts. - Another difference from the
© German system is that the judge is not allowed to examine the witnesses.

Not only do the litigation procedures in West Germany and Japan
mitigate against high attorneys' fees, but attorneys' fees are set by a

" schedule based on the value of the case. (By private agreement; a party

can.pay his éttorney more thén.the scheduled fee.) The pfevéiling-party in
fhe.litigation is awarded attorneys' fees or additional damages in the
amOuht of'the-attorhEys' fees.' For a case vaiued at $500,000,‘in_West-_
Germany the attorneys' fees would be‘about.$8,500 per_party.-,For a case

-7va1uedfat,$],OD0,00Q,.in Japan the attorneys' fees would be about $40,000

per_party; (The foregoing 'information derived from Lever,~DOE,'chapter 5}

. In interviews.with"West German and Japanese patent practitioners
coﬁducted by OTA, the most notable complaint about their litigation systems
was the duration of -the proceedings. Litigations may take five years to

resolve. .Complaints also were made zbout the'anomaly of the dual system

for validity and infringement issues in which a party may be enjoined from
infringing a patent only for the patent to be later declared invalid.
(Lever, DOE, p. -128, 129, 144, 148) '

_ In both these countries, a public forum (their patent offices)
resolves inter partes challenges to patent validiiy 10 to 20 times more

- frequently than in'the United States.- Even though the expenses of

infringement and validity litigation are much less in these countries, very
!
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"TABLE 6~2 '~

Frequency of Patent Disputes Resulting in
Litigation for 118 Large Corporations

'Freqﬁency ,  . _:-_.3- - __”.:,_._ :..; : Perceﬁt of;CoPporét;§ns_
less than 10% =~ Ea. - oo sk 24
between 10-and}30% '_ __:._ _..": o _i'_ ; - 221.2‘?.
between 30 and_TO%  . __..:~ ._‘_.‘ . | ”_‘.3 _,r1i.9.
between 70 and 1008 = - oo e o . s

 no answer . o - : - 10,2

' SOURCE: Office of Technology AssésSﬁéntl |
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About 500 patent suits involving some 700 to 900 patents are filed in
the courts each year. More than one patent may be involved in the same

suit, and different suits may involve the same patents.. Hence, the actual

number of patents that become involved_in litigation may be less than 700
to 900. The patent disputes resolved by the courts have involved somewhere

..between 300 and 400 patents per year. (See the Patent and Trademark Office

Annual Reports for the years 1979, 1980 and 1981}

Another method for resolving patent disputes (questions of validity
only) are reissue proceedings. ,Uhder the present reissue practice, once

 the reissue application is filed by the patent owner, any member of the

public can protest the issuance of a reissue patent. The protestor has
limited inter partes involvement in the proceedings. (37 CFR 1.175(a)(4)

and 1.291 and Manual of Patent Examining Procedure, 1901.07 to 1907) 1In

1981, 538 reisste.patent applications were,filed and 106 prdtests,were
filed.l_The Patent and Tradehark.Office estimates that 53 reissue
éppliCations were based on patents involved in litigation. (PTO,.private
communicaiton, June 15, 1982.) A chenge in the rules of the Patent and
Trademark Office which will becéme effective on July 1, 1982, will
substantially eliminaté-reissue proceedings as a way to resolve patent
disputes.  (Federal Register, vol. 47, no. 97, May 19, 1982, pp. 21746~
21753) : ‘ -

 Reexamination proceedings providé a mechanism for resolving patent

disputes about patentability over certain types of prior art. Sincé the

‘reexamination procedure has only recentiy been implemented, the early

experiences with reexamination may provide an unsound basis to project the
effect that it ultimately will have. In the first 11 months and six days,
216 requests for reexamination have been filed. 150 of these requests were

filed by someone other than the patent owner. . In_59 Qﬁ_the_rgquests, the

patent was involved in litigation, and in 5, a court authorized the parties

to seek reexamination. (Private communication, PTO, June 15, 1982)
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range widely and are frequentl
usually involved.

LA 1St

y from $10,000 to $200,000. .If a post-trial

.brief-is required, an additional.expenditure-of $2,000 to $25,000 is -

- As of October 1, 1982, thE'appeal forum for patent suvits will change
to the Court of Appeals for the Federal Circuit. (PL 97-164) At the
present time, appeals .from the District Courts are to.the Circuit Court of

Appeals for the geographic area. The change is not expected to have a

- material effect on the cost of the appeal; however, the duration’'of the

appeal proceedings will 1likely be more-uniform. .

The appeal procedure will

continue to be the same: a notice of appeal

and brlefs are filed, and then the case is argued before the Court. The

costs vary depending on the complexzty of the appeal and w111 likely range

from about $10,000 to $100,000.

subject to speculation at ‘this
the decision of the trial cour

‘After the decision by the
be'filed to seek -an appeal-. to
‘involve an expense of $5,000 t
‘within the Supreme Court term,
Court, 1f unsuccessful may ta

Until the appézl stage is

- appeal or by exhaustion of the

court does not become final.

While the time frame of the appeal is only
time, it will likely be about one year from
t to the decision of the Appeals Court.

Court of Appéals,-é weit for gg;;;g;g;i'can
the Supreme Court. The writ may often

o $25, 000." A resolution of the writ ocecurs
hence, the attempt to appeal . to the Supreme

ke between 6 and 12 months.

completed either by failure to take an
appeal route, the decision of the trial
Thus, if the trial court holds theepatent to

be valid and infringed and orders an injunction, the injunction does not

typically go in to effect unti
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=servéd_-by'r_ﬁaking as complete a discovery as possible, and much effort is
often expended to find. the-"smoking gun". that will assure victory. The

costs of dlscovery may range from less than $10 000 to more than $1,000, 000‘
and may take from months to years._

 _Discovery.offers many opportunities'for delay and for imposing a

financial burden on one's opponent. The complex nature of the issues in

patent litigation “affords the oecasion for the full appllcatlon of
obstructicnist tacties." (An Analysis of Patent Litigation Statlstlcs,
p. 10) One study found_;hat, on average, 25th 40 percent of litigation

- costs are attributable to discovery. (L. James Harris, Terry M. Chuppe and

LeMann Tril, An Empirical Study of Cost Factors in Patent Litigation, IDEA,

vol. 15 {1971-72) pp. 523-541, 522-530) Draft revisions of the Federal

Rules of Civil Procedure whlch relate to discovery have recently been
lSSUGd by the Advisory Commlttee on the Federal Rules of ClVll Procedure of
the_Judlclal_Conferences. Whlle some of the proposed revisions provide the
ﬁotential for controlling d1scoVeryVabuses such as preventing unlimited
frequency of discovery requests, others may tend to increase costs and
delay. (Mary M. Schroeder and John P. Frank' Discovery Reform; Long Road
to Nowheresvzlle, Amerlcan Bar Assoc1atlon vol. 68, May 1982, pp. 527-
574. )

‘Motions (requests. that the court rule on matters prior to the trial)
can also play a significant role in the pre-trial proceedings. Typical

- motions include requests thét_the,venue-(that is, the court that will
decide the suit) be changed, that summary judgment be granted (that 1is,

there is no material issue of fact and thus the court can rule on the case
as a métter of law and without a trial),_that a party comply with a
discovery request, that a secrecy order be granted to protect trade secret

information, and that extensions of time be granted to respond to discovery

~requests or other motions. Motions also include requests for the court to

order the patent owner to file a reissue'application_to allow the Patent
and Trademark Office to rule on a defect in the patent or to request

reexamination of the patent.
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patent invalid or not-infringed). (Neal A. Waldrop, The Patent Venue
Statute, 28 USC 1400(b), Should Not be Repealed, APLA Quarterly Journal,
vol. 4., no. 1, 1976, pp. 32- 55, 49-51; and C. L. O'Rourke, Do Unto Others

"Before They Do Unto You Or: <Current Trends 1n Declaratory Judgements,
Journal of the Patent Offlce Soc1ety, vol. 57 Sept. 1975, p. 541)

The alleged infringer may be aWare'of the patent prior to the filing‘

'of"the suit and mey spend several weeks or months evaluating the patent.
_'His expenses'often range from about $5,000 tc $50,000. He may take no

action, initiate llcen51ng negotlatlons w1th the patent owner, deny

' 1nfr1ngement, ‘cease 1nfr1ngement or file a declaratory Judgment actlon if

a threat to enforce the patent ex1sts. The alleged infringer can also
request that the patent be_reexamlned by the Patent and Trademark Offlce if
new prior art documents which are believed to invalidate the patent are
found. ‘

' PrezTrial stage: =

‘The first activity in the pre-trial stage is to file the suit. The

: papers that are filed (the complaint) by‘thé:perty brifiging suit (the

plaintiff) can ustally be quickly preparéd. The other party (the
defendant) is required to answer the complaint shortly thereafter and most
frequently a counter claim is filed. For ekample,'if the patent owner
asserts infringement, the alleged infringer may counter claim that the

patent isrinvalid‘or; that the patefit owner has misused his patent or
violated the anti-trust laws. The plaintiff must answer the counter claim

'prbmptly " This initial act1v1ty is relatlvely 1nexpen51ve cften costlng

less than $5 000 or $10 000._

The pre trlal stage then enters the motlon and dlscovery perlod

.Dlscovery act1v1t1es 1nvolve seeklng ev1dence and learnlng of the opponents

case.
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VII.

VITI.  c

SOURCE:

Formalities

(o)

Did the patent appllcant prior to flling the U.S. application,
patent the invention or cause the invention to be patented in a
foreign country baséd .on.a patent application filed in the
foreign country more than 12 months pror to filing the U.S.
patent application? : 7 _

Did the patent applicant file or cause or authorize to be filed a

- patent application prior to six months after flllng the U.S.
- application: w1thout a 110ense from the Patent and and Trademark .
_Offlce. L - : REEe .

Conduct of the Patent: Owner

e}

R R

pid. the Patent owner waive his rlght to enforce the patent
.against the infringer by g1v1ng the appearanee of allowing the
infringement to occur?: :

Did the patent owner misuse the patent so that 1t is
unenforeeable? S

Offloe of Teehnology Assessment derlved 1n part from Title 35, United
States Code. . _ . S
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oorporations to estimate the approximate range of costs for patent

litigations that were settled or litigated through trial during thexyears
1976 through 1980. .Eighty—four respondents having been"involved in 269

'lltigatlons'durlng that period provided the requested informatlon

Although the survey can be criticized as being based on estlmates by the
respondents that mlght not reflect actual expendltures and as encompassang

only those patent owners having the greatest financial resources, the

- results eclearly conflrm that wide variations in expenses do occur and that o

lltlgatlon expenses, regardless of whether the suit is settled or lltlgated
through a trial court can be significant. '

‘A number of factors exist in patent litigation Which'can lead!to:

' patent'litigation being costly:

0" ¢ the large number of areas in whleh the valldlty and
_enforceablllty of the patent can be challenged (See table b-1 for
ca summary of the areas), ' L '

o = the complexities of the patent law and ‘technology; and
o the high stakes that are ofteniinvolved.

Many potentzal 1ssues for lltlgatlon ex1st in"a patent lltlgatlon.
Even though not all issues are 1nvolved ln every lltlgatlon, lnvestlgatlons
of many of these issues are requlred to determlneiwhether an lssue_ex;sts
which should be litigated. These inveStigations may'be-expensive and:time

consuming and frequently'constitute_the greatest:expense_in a litiéation.'

" The complexity of the patent.law and'teehnology‘oontfibute-tOche
expense and duration of patent lltlgatlon While the courts’ ane not .

 unaccustomed to handllng litigation 1nvolv1ng technlcal subJect matter,

considerabie tlme is still requ1red for educatlng ‘the court or Jury so that
the technology and testlmony regardlng the technology can ‘be understood.
Most courts pre51de over patent lltlgatlons relatlvely 1nfrequently and
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Chapter 6
The Practlcalltles of Enforcing Patents

The Expense of Litigatiogeeits Magnitude ang Causes

The patent owner has the respon51b111ty to pollce hlS patent. If it

is belng 1nfr1nged the patent only gives him the rlght to sue the alleged

;nfrlnger in a c1v1l action in the Federal Dlstrlct Courts to obtain an

1nJunctlon to stop the 1nfr1nglng act1v1t1es and collect damages for the-

: 1nfr1ngement Patent 11t1gatlon is purported Lo be expenszve and concerns

exist -that the expense of lltlgatan prov1des a practlcal barrler that
prevents patent owners from en;oylng thelr patent rlghts How expensave is
patent lltlgatlon, and what are. the reasons for its costs? While the focus
has been on the costs of lltzgatlon, the time that is requ1red to resolve a
dlspute is alsc 1mportant. Concerns have been expressed that patent -
lltlgatlon is so lengthy that justice is in effeet denied. (See, for o
instance, Staff Report, An Ana1y51s of Patent Litigation Statlstlcs, for a
dlscusszon of the concerns about 11tlgatlon that ex1sted in the 3950'5 and

for the most part ex1st today )

_ The expense of lltlgatlon appears to vary w1de1y dependlng on the
particular clrcumstances 1nvolved Anecdotal reports ex1st of lltlgatlon

expendltures per party 1n excess of $2 mllllon, as well as reports of costs

 less than $50 0006. A 1978 pre51dent1al domestic pollcy review committee

-studylng the patent system lndlcated that many trlal attorneys adv1se thelr

cllents that they should be prepared to expend $250 000 for a patent
11t1gatlon. (Report of The Industrlal Subcommlttee for Patent and
Informatlon Poliey of the AdVlSOPy Commlttee on Industrlal Innovatlon.
February 6, 1979, p. 152) |

The results of a survey conducted by OTA in order to obtain some

framework for understanding the magnitude of litigatlion costs are

summarized in figure 6-1. The survey asked the patent counsel of 211 large
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difficplt and potentially'misleading However, some indiecation of the
quality of patent examlnatlon 1n West Germay and Japan can be gleaned from
the statistics of opposed patent applications. In 1980, the West German
patent examiners allowed 23,063 patent applications. It disposed of 3,887
patent appllcatlons whlch were opposed. Of these, 2,277 applicatiohs were
determlned to be unpatentable., In Japan 48,308 applications were allowed |
It disposed of 5,037 applicat;ons that were subject to opposition, and
2,2027wefe-succeésfuliy-opposed and found unpatentable.* (FN-The volume of ”

‘patent applications in the U.S. is substantially greater than in West

Germany and Japan. In fiseal yeer 1980~ 112, 315-petent applications were
filed; there were 96,484 patent appllcatlon dlsposals 61,227 patents were

._1ssued ) (Lever, DOE, p 124, 135}

Summapry -- The Performance of the U.S. P tent and Tradem rk Offie

The - U. S. Patent and Trademafk O0ffice providee‘en adequatefexeminatioh
for most patent applications, and its quality of examination is comparable
to that of patent offices in West Germany and Japan. U.S. patents are,
however;,much less reliable thanlthe West German and Japanese petents.lgl'”
This difference in reliability is attributable in part to the ability of
the public to oppose the grantiﬁg'of a patent in West Germany and“Japanl'

Although the U.S. Patent and Trademerk Office provides a patent
examination on a par with_that of the best patent offices iIn the world, the
examinations are not perfect. The defects that can be lsolated include

" Improper Judgement in making patentablllty determlnatlons, 1nadequate prlor

“art searching, and incompléte examiner's search files. While improvements

can be made in each of these arees, it is not clear that a proportionate
increase in patent examination quality and patent reliability will occur.
There are many factors that influence patent examination quality inciuding
the time.evailable for the examination, the ability and motivation of the
individﬁel'examiner, the super#ision proﬁided; the integrity of the search
file and ease of retrieval of relevant information from the search files,

and the quality of performance by the patent applicant. _Hence, material



Patent Examination

A comparison of ‘the reéburceS'of-the U.S. Patent and Trademark Office

with those of West German and Japanese Patent Offices; whieh'are commonly
“thought to have quality patent examinations,'may-be'hélpful in aScertaining
5 factors which can materiaily-affect patent examination quality. A summary

of the comparison is provided in table 5-8. -

~The Japanese and West German pateht offices appear to be better able
to attract qualified patent examiners than the U.S.. Patent and Trademark
© Office. The German examiner appears to be thHe most highly educated and to
10 -have the most technicalfeXpérience."He also must have*thefability‘to

search documents not in his own language.

. The:U;S;*Patent and Trademark Office-iS'Unique“in providing a quality
-feViewﬂprOgram and'a-prodUction'gOal“System as part of its"sﬁpervision'
: résouree.f Review of patent examiner'srwOrk'productfby'the immediate
15 supervisor occurs’ in each couniry. The extensiveness of review appears 1o

‘be about the same in each country.

The Jépanese and West German patent offices profeéss to have no file
integrity problem.  Unlike the U.S. examiners' search files, the Japanese
and West German examiners' files'afe restricted from use by the publie. In

20 West Germany, the files are maintainted in the patent examiner's office and
' onily he has access to the files. -Also, in Japan'and‘West Germany the
“classification of the files is exclusively cenducted by the patent examiner
to suit his needs. “Thé-Japanese and West German patent offices rely on the
examiner to know the art exceedingly well and“to‘be able to 1oca£e‘relevant
25 documents by memory rather than through investment in centralized

clagsification and reclassification programs. This, however, can only be

.effectivé if a'stable patent examining corps exists.

Because of the differences in the'paten£~sy5tems of the three -

countries; a side-by-side comparisén of patent examination quality is’
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* TABLE-5-7

' Examiners' Search File Reclassification

FISCAL YEAR

_ 1977 - 1978 1979 ° - 1980 - 1981
CrOSSQRefefencé‘U;s. Patents 354,298 370,050 314,723 219,203 200,652
Foreign Patents 240,000 239,000 239,000 232,000 180,000
Original U.S. Patents 149,762 149,602 149, 151 145,206 112,410

Total e . .T4M,060 758,652 702,874 536,409 493,072

SOURCE: - Patent and Trademark Office, Annual Report, 1980, p. 45,
. Patent and Trademark Office, Annual Report, ‘!981, P. 1}7'.
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foreign patents in the examiners' search files does.not ensure that they
will be considered by patent examiners since many examiners are unfamiliar
with foreign languages. Often the patent examiner must rely on the
drawings and a brief English-language-abstiract (usually only on foreign
patents issued after the early 1976' ) to judge the relevance of the

patent. This 1nformatlon may be 1nsuff1c1ent to make a sound Judgment on

-patentablllty

The integrity of examiners' eearch files are currently degraded by

missing, mlsflled unflled out of - sequence, 1ncomp1ete and multilated
'nocuments. Accordlng to the Patent and. Trademark Office:

o] About 3 percent of- the J. S. patents are permanently missing from

the . examlners' search files.

o Another 5 percent of the U.S. patents are temporarlly missing at

. any glven tlme.

0 Examiners' search file defects are likely to be more numerous in
- subelasses relating to active technology areas.

Some offthe:reasons for the lack of integrity inelude the removal of

~documents from the files for further study by examiners and‘members of the

public; inproper filing of documents; improper classification-of documents;

and inadequete_funds and personnel to maintain the files. Presently the

only mechanism for ensuring file integrity is by a comparison with a list

of document$ to be in the file. This process is tedious and time consuming
and hence not used by the patent examiner. The Patent and Tredemark Office
does haveie'prosram to improve the integrity of the examiners' search
files. .Since'2978, over 3 million (12 percent) of the 24 million documents
have been reviewed, resulting in the addition of over 200,000 documents to
replace miseing or multilated documents. (PTQ, private communiecation,

Janaury 1982) File integrity dete, however, overstates the deficiency of

the examiners' search files because the search usually extends to several
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‘I"AB'LE' 5-6 |

Performance Standards for o
Patent Examiner Appraisal Program

I. Patentablllty Determlnatlons (Has there been any eclear error in the
R -allowablllty ‘of ‘any claim). '

jIIn' Actlon Taken (Has there been any clearly unreasonable, arbltrary or
- caprious rejection of claims or formal requirements, and is the
_record clear and appropriately developed) : S
III. Production Goals
IV. Timeliness

" SOURCE: ‘Patent ‘and Trademark Office

i)




Size of Sample
Reviewed Number
of Allowed

TABLE 5-5

Quality Review'Program Results,
calender year 1981

Number and
Percent of
Sample Reviewed
Having Defect
or Action

~Actual or Estimated

Number and Percent of
Total Sample
{2528 total of Allowet

Applications

Seafching:

1.

2.
+ 1 for which original patent

Questionable field of
search (formal)*

Appllcatlons 1dent1fled 1tem )

examiner expanded search and

" rescinded allowance

' Reviewer reconducted .. .
' search and found prior

art:

' a) rendering application

clearly unpatentable
b) more relevant than
-art found by examiner

' Reviewer expanded search

and found prior art:

a) rendering application
clearly unpatentable .

b) more relevant than _
art found by examiner

(may not render unpatentable)

Patentabiliiy%Judgement:

5.

Clearly pétehtable.over-.
record before patent examiner

Total: .
Clearly unpatentable
(2 + 3(a) + Wa)+h)

Ciéarly unpéféntable and"more -
pertinent art found '
(2 + 3(b)-+ k(b) + 5)

: 156

... h4sg
(may not render unpatentable)

- 2528

2528 436 (17%)

2 (28)

123

11 ( 2.4%)

32 ( 7.0%)

667 45 ( 6.7%)

66T 80 (12%)

26 ( 1.0%)

436

(17%)

2. (neg.}

u
176
a5

80

26
134

284

(2.4%)

( 1.8%)%

( 3.2%)**_

( 1.0%)

( 5.3%)

(11%)

*The formal standard for questionable field of search is more restrictive than the standard
the reviewer in item Y4 below
#¥0nly those patent applications from the entire sample that had questionable fields of searc
(informal) were considered, thus the results may be representative of the entire sample.

SOURCE:

Office of Technology Assessment, Deérived from Patent and Tfademark Office data.
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_supervisory meohanlsms 1nclude the quallty rev1ew program and the newly

1n1t1ated performance appralsal program._
The -Quality Review Resource:
The Patent and Trademark Offlce quality rev1ew program was establlshed

in 1974 and rev1ews a randomly selected sample of allowed patent
appllcatlons. About 4 percent of the patent appllcatlons that are allowed

_ each year are reviewed. Of these, about 20 percent undergo an indepth

rev1ew that ineludes reconductlng the same prlor art search used by the

‘patent examlner.

The quality‘review.program nas intended_tolprdvide_an_overview of the
performance of patent examinersl;'However, its effects seem to be broader.
Since the adoption'of'the quality.review program, the.percentage ofhpatent
applications having at least one clearly unpatentable claim that it finds
has dropped from T to'under 3 percentlof the total reviewed sample.

Because not all patent appllcatlons recelive the same degree of rev1ew, data
understate the llkely number of patent. appllcatlons hav1ng clearly

._ unpatentahle claims. _(RTO,_Annual Report-F¥81, p. 20)__F1gure 5-3 depiets

the decrease in the estimated number of allowed patent applications having

at least one clearly unpatentable claim for each of the fiscal years 1975

through 1981. Tabie 545_summari;es data from:the quality review programs

for flscal year 1981,

The Patent and Trademark'Office has no particular explanation for the

decrease in clearly 1ncorrect patent allowances, but, several hypotheses

.exist: it could be due to the stablllzlng effect of the quallty review

program standards, it could be a result of patent applicants taking more of
ankinitiatlve ln.ensuring.that their patent.applications are of good |
quality; or it could be a result of more care being taken hj.the patent
examiners because they know that their work might be reviewed' It should
be noted that the years wzth 51gn1flcant decreases in elearly unpatentable
olalms, fiscal years 1977 and 1981, conc1ded w1th the results of the )
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' Many patent examiners have objected to the production goal system.
beiieving that it adversely affects the quality of patent examination and
the morale of the patent examiners. (Edward S. Bauer, President, Patent
OfficefProfessiOnal,Association,ftestimony-en April 20, 1982, before the
Subcommittee on State, Justice, Commeree, and Judieiary of the House

Committee on Appropriations) This concern is one of the factors:which gave

" rise to a new union in the mid-1960's, the Patent Office Professionals

Association; which represents the non-supervisory examiners. HThe
production goals have been a key factor in negotlatlons between the unlon
and management. The 1mportance of produetlon goals in the relatlons |
between the union and the management of the Patent and Trademark Office’ has
tended to entrench the production goal system_ln the operation-of the .
Pafent and Trademark Office.

The motivation of the examlner is also affected by the 1nst1tut10nal
environment whieh exzsts 1n large Government functlons For example some
patent examiners have expressed a feeling of lack of involvement in the
policy setting structure of the organization and lack of control over

support personnel. -

Internal Review Resources:

The Supervision Resource:

The immediate supervision of patent examiners is provided by

stpervisory primary examiners. A supervisory primary examiner manages a

group of patent examiners (usually about 8 to i4) in a particular field of
technology. This operating unit is referred to as an art unit.

The role of the supervisory primary examiner can be quite important in
establishing the quality of patent examlnation. The supervisory primary

examiner is responsible for setting the standard of patentability within

‘the art unit. This is accompliished through on-the-job training of new

patent examiners and through reviewing the work done by the patent
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con51deratlon was given to the complex1ty of the art and the average patent

appllcatlon in the. art (not the complexity of the spe01f1c patent
application undergoing examlnatlon) and the level of expertise of the

patent examiner.

Since'compact proseCUtion and'prosecution goals have'been instituted,

Tewer examlners are handllng more patent appllcatlons For example, in

flscal year 1960 81.4 patent appllcatlons were 1ssued or abandoned per
patent examiner and in 1981 that figure was 101, 8 (PTO prlvate

communication, January, 1982) Moreover, accordlng to one measure, the

‘ efficiency of the patent examinlng corps appears to be 1ncrea51ng. As

shown - 1n table 5-4, an 1ncreasxng percentage of patent examlners are

meetlng or exceedlng thelr productlon goals

The practlcal effect of productlon gcals 1s to lncrease the lmportance

of the time factor in the patent examlner 5 work The system requ1res the

patent examlner_to ‘use his tlme.JudlClOUSlY and to qulckly identify and

" pursue only the meaningful issues. The examiner is encouraged to apportion

his time on the basis of the compleXLty of the appllcatlon so that the more

1mportant and more complex patent appllcatlons can recelve more attentlon.

Short cuts are rewarded and have been W1dely adopted by examlners to

expedlte the examination. For example, the patent examlner may only read

'the clalms and sufficient portlons of the spec1f1catlon to obtain an
understandlng of the clalmed subJect matter The prior art search may ‘in

some 1nstances be conducted untll adquate prlor art, which may not be the

best prlor‘art, is found. If the patent appllcant changes his claims after

the first office action, the patent examlner may in some instances only

consider the prior art already uncovered rather than conducting another

search to determlne whether prlor art more pertlnent to the new c¢laims

Aex1sts The frequency with which these short cuts are used is not known,

and the Patent and Trademark Offlce management does not agree that patent
examlners cut short thelr searches or fall to reconduct searches 1f the

clalms are amended
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Academy a written examination is administered to the examiner to determine

whether he has an‘adequate grasp of patent examining. Approximately 98
percent of the patent examiners pass the examination (PTQ, private

communication, January, 1982)

The on-the-job training of a new examiner continues for a period of

. five or more years. ‘The intensity of the training and oversight during
_this period of time ‘is within the discretion of the supervisor. When the

patent examiner becomes prof1c1ent at patent examining, he can begin a

program to become independent of supervisory review other than on a spot-

- check basis, that is, obtain "signatory authority". Approximately 78

percent of the patent examiners had signatory authority as of September 30,
1981. In 1970, 32 percent had signatory authority (PTO, private

. communications, January, 1982).

. The'continuing_legal, technical, andg prccednrel training programs for

petent‘exeminers are in the process of being strengthened. In the past,

the schedule of training efforts has varied in response'to budgetary

constraints.

~In the recent past, elass room training progams'in patent examining

usually took place only when new developments in the law or patent

examining procedures occurred or at the request of a supervzsor when the

treining was_believed'helpful to the examiners to improve their proficiency

and enhance the quality of their patent~e2aminations. Field trips to

-research centers and trade shows to obtain a first hand knowledge of the

state-of-the-art were relatively infrequent.

. The aptitude of the indiv1dual for examining patent applications is a
51gnificant factor affecting the quality of examination.: The patent
examiner's primary task involves deveioping an understanding of the claimed

subject matter, conducting a prior art search,land_rendering deClSlonS on

. the patentability of the claims and communicating those decisions in

writing to the patent applicant. The patent examiner must perform these
_ = , e o A
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Figure 5-2

Allocation of the Examination Costs

(estimated F.Y. 1982)

. Examiners Costs
| 50%

Board of Patent
Clerical Costs IntErferences 1%

8%

Other Costs -

Board of Appealsl -
' 13%

- “Costs 2%

Reclassification
Costs 11%

Printing Costs
13%

F.Y. 1982 Estimated costs per patent application:
' Approx. $1150.00

" Source: Patent & Trademark Office
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Figure 5-1

Patent and Trademark Office -
“costs
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percent of the patent applications in which the search was extended by the

original patent examlners because a’ questlon arose about the adequacy of

the original search, the prlor art dld not result in a change in the

decision to allow the-patent appllcat;on. The quality review study may

5 understate the relevance of the prior art uncovered by extending the search
since the Patent.and'Trademark Office is generally reluctant to rescind an
allowance of a patent appllcatlon and since the rescinding of an allowed
patent appllcatlon negatlvely affects the examiner's JOb performance
rating. For example, when the quallty reviewer expanded a search because

10~ he believed that the original field of search waS';nadequate, lnjabout 7
percent of the cases he found prior art that he beiieved rendered the

patent'application clearly unpatentable. (PTO, private communication, June
1982) o o o

~ The quality_review program also confirms that occasionallyimore.'
15 pertinent prior art can be found in the areas in which the patent examiner
searched. When a reviewer reconducted the search, a more pertinent
document was found in 7 percent of the cases in the same areas searched by

the patent examiner. -(PTO, private communication, June 1982)

While the court decisions and.the quality‘review.program results do
20 not distinguish between inadequaciéé‘in’the content of the examiners'
 search files and the quality of the patent examiners' performznces, they do
indicate that some improvement can be obtained by improving the cnality'of
patentability searching of the existing examiners' search‘filee.  One way
to approach this problem of improved patent searching is“to”coneider-the

25 range of applicable resources. f; fQ__- R .

Patent Examination'gualitz -- Resources

The Financial Resource: -

The financial resources of the Patent and Trademark Office are

determined through the appropriations process. All fees collected by the
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Patent Examination uality -- The Patentability Search

Uncoverlng all the pertlnent prior art that can affect the
patentablllty of .a claimed invention is a monumental task 51nce the prlor

art can include any document.publ;shed in the world prlor_to the inventicn.

It is therefone not surprising that the major cause for patents being

~invalidated by courts is lack ‘of novelty or obv1ousness over prior art not

considered by the patent examlner. While not all of the new prlor art is
more pertinent to the invention than the known prlor art, a majority

appears to be more pertlnent Several studies indicate that the new prior

’ art that invalidates patents is most likely to be contalned in documents-

whlch were avallable in the flles of the Patent and Trademark Offlce. Thus
questions regardlng the quallty of the patentability search are railsed.

A study conducted by the Patent and Trademark Offlce of reported court
dec;s;ens from January 1, 1976 to December 31, 1979, in which new prior
aft_was used to invalidate a patent, indicated that the new prior art was
most.often a U.S. or foreign patent. Where the new prior art was available
in the examiners' search files, it was or should heve been in the

.subclasses searched by the patent examiner in 64 (39 pereent).cases or

wouldfusuaily be searched by the pateht examiner fof that type of patent

application in 19 (12 percent) cases. Table 5-2 summarizes the results of

- the Patent and Trademark‘Office study.

. .The court ceses seem to indicate that a major problem with patent

-examination quality is the quality of prior art searching, and that the

QUelity_of,searching could be substantially improVed:solely by improving

-_the-abilityjtorretrieve U.S. and foreign patents.

The;Patent and Trademark Office quality review program seems tQ'

~confirm that prior art searching is one of the weakest areas in patent

examination. For calendar year 1981, in about 17 percent of the reviewed

patent applications, a question arose as to whether the patent examiner

_searched the proper areas of the prior art files. However, in about 98
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Patent Examination 1itvy_-- The Standards of Patentabilit

The Supreme Court has stated that a "notorlous difference" exists
between the standards of patentablllty applled by the Patent and Trademark
Office and by the courts. (Graham v. John Deere Co. of Kansas City} An
implicit question is raised as to the quality of Judgment of the patent

examiner in making patentability determinations. The primary measures that

are available to investigate the quality of patentability determinations

‘are court decisions and internal Patent and Trademark Office review.

The findings preSented in Chapter Y4 indicate that explieit or impliecit
differences in patentablllty Judgments between the Patent and Trademark

N Offloe and the courts occcur. Thls however does not necessarily support

‘an allegation that a'"notorlous dlfference" in the standard of

patentability exists.

A‘nunoer of the differences in judgments cen be attributed to factors
unrelated to the quality of patent examination. For instance, expert

. testimony and other -information not available to the patent examiner may be

presented to the court. If that information had been available to the

patent examlner he might not ‘have allowed the patent to issue. Also,.the

~determination of-patentablllty may be so close that reasonable men can

differ.' Additionally, the differences may reflect the quality of the
decision by the court. Thus, while the quality of patentability judgments

_by the Patent and Trademark Office is far from perfect the court decisions

overstate the magnitude of the problem

There are undoubtably some instances in which the patent examlner is

lswayed toward lessenlng the standard of patentablllty. The patent

examiner, faced with a marginal invention which nevertheless makes a

_contribution to society, may be directed by a sense of equity to allow the

patent application since otherwise the patent applicant would have no
practical means for protecting his invention. (David L. Ladd, Business
Agegression Under the Patent System, The University of Chicago Law Review,
vol. 26, No. 3 (Spring 1959) 353-375, 362)
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_ Accdrdiﬁgly, OTA's investigation of the performance of the Patent'and
Trademark Office has concentrated oh the factors affecting the quality of
patent examination rather than. attempting to derive a value for the overall
quality of patent examination This investigation extends into three
areas: the quality of Judgment exercised in making patentability
determinations (standards of patentability); the quality of the search of

prior art; and the resources avallable to the Patent and Trademark QOffice.

These areas are direatly related to the quality of patent examination;

however, indirect factors can also have an influence on the performance of
the Patent and. Trademark Office. A factor which has had significant
attention in the past has been the pelicy guidance accorded the Patent and
Trademark Office. Since April 1925 the Patent and Trademark foice”has

“been under the jurisdiction of the Department of Commerce. Concerns have

been expressed from time to time that the Department of Commerce was not
providing the Patent and:Trademark Office with sufficient attention and

direction. For example, in 1957 legislation (S. 1862, 85th Congress)_was

introduced which would have established the Patent:Office as an independent
ageney in the Executive Branch of the government. The introduction of this

1egislatioh was noted to have prompted increaSed_attention.for the Patent

0Office. from.the Department of Commerce. (Repdrt of the Committee on the

Judiciary,'United_States Senate, pursuant to S. Res. 53, Report No. 1430
(B5th Congress, Second Session, 1958) p. 16) Similar legislation was
actively pursued in the'96th Congress (5. 2079 and H.R. 6933) but was not
brought to the floor of either chamber for a vote because of oppesition
from the_ExeCutive:Braach and promises of increased attention to the Patent
and Trademark Office. '

An additional eompiaint has been the lack of'continuity of leadership

‘within the Patent and Trademark Office. Since 1970 there have been six

Cemmissidners and frequent and lengthy periods when the Patent and .
Trademark Office was headed by acting Commissioners. See table 5-1. As a
result legisiation was proposed to give the Commissioner of Patents and
Trademarks a term appointment. (S.‘2029 and H.R. 6933, 96th Congress)
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providing‘the exclusive appellate_jurisdiction'fbr most patent cases in the
. Court of Appeals. for the_Federal Circuit rather than in the Circuit Courts
of Appeals. .
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. Another concern arises from suspicions about the ex parte nature of
patent examination .due to the potential it offers for abuse. The courts

perceive that a patent examiner cannot be expected to have the same degree

of interest in challenging a patent application as does a party having a
'difecp interest in opposing the grant of a patent. Thus, many courts tend

to believe that the;absencé of a true adversary proceeding before the

. Patent and Trademark Office leads to a bias toward the patent applicant.

(See, for example, Fortas, Clark)

"The céurts also have been accused of being blased against patents

‘because of an aversion to monopoly. -One study which involved interviews

with Federal judges concluded that frequently the interviewees stressed the
fear of monopoly as the basis for.app;ying.a~high standapd;for-patent

‘validity. (Lawrence Baum, The Federal Courts and Patent Validity: An

Analysis of the‘Recbrd,'Journal of the Patent Office Society, vol. 56, No.

.12 {December 1974) 758-787, 771)

Summarv: Patent Reliabilitv

The_géneral perception of the reliability of patents appears -to be

,signifiCantly”influenced_by.how well patents fare in litigation. . A

- perception that pétents in general are unreliable .has been developed by

many based. on.the faét‘that over 50 percent of the adjudicated patents are

found invalid. The fate of litigated patents;fhowever, does not convey the

magnitude of the problem of patents having uncertain validities. But
uniess a éonvenieﬁ;'and visible measure is developed which enables those
involved with the paten;,system-to;develop a more accurate perception of
patent reliability, court decisions are expected to continue to be a major

factor in establishing this perception.

- Although court decisionskdo not accurately refleet the frequency with

'which patents in general have questionable validities, they can provide

insights into .the causes of patents being held invalid and the
characteristies of patents that frequently have the most uncertain
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judicial review. ~ The courts are not infallible 'in making patentability

determinations..-(One indicator illustrating the performance of the courts

_ is the disposition: of appealed cases. One study found that Tor feported

Courts of Appeals cases for 1953 to 1972, 38 percent of the Distriect Court
holdings of validity and infringement were reVersed, 72 percent of the not
infringed holdings were reversed and 10 percent. of the invalidity holdings

‘were reversed.  Koenig, Table 16) Some of these are beyond the control of

the courts, such as -the quality of the patent, the skill of the litigating
counsel, and the demeanor of the witnesses. Others relate to the ability
of the courts to handle patent cases.. For example, because.of the large
nﬁmber of Distriet Courts, judges may hear patent cases relatively
infrequently and thus not gain expertise in patent law. Furthermore, the
determination of'patentability'of an invention is subjective and requires
the complex melding of legal and scientific;pfinciples.--The skill reguired
for that melding is one that is acquired through practice.: (Caleb M.
Wright, 4 View on Patent Litigation and on ﬁhe Patent'System,sJournal'of
the Patent Office Society, vol. 59 (July 1977) p; LO9-u23, 411)

-These factors can lead to an uncertainty:in predicﬁing'how a- court

"will decide a patent dispute. But uncertainties virtually always exist in

litigation,”regardless'of the subject-matter.‘°WhetheP péEent-litigation
poses a greater degree of uncertainty than other types of litigation is

unknown.

Differencés in the interpretations-of the Constitution and the patent
statutés among courts are expected not only because of the varying ability
of courts to handle patent cases but.also because;the'principles of' stare
decisis are épplied; that is, the interpretztion of the law is made with
reference to-pféviously decided cases. The'case-law is likely to develop
differently in each court and cirecuit. These différences can have an
effect'on the perceived reiiability of patents. Some of the differences in

~interpretation appear to be significant. For*example,'SOmé courts hold

that for aniinventidn'cbmprising-a combination of old elements to be

patentable, the combination must exhibit "synergism",‘that:is, the
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such as prior ‘use or sale {25 percent of the'decisions by District Courts
and 45 percent of the dec151ons by Courts of Appeals in which 2 patent
claim is found 1nva11d) suggests that the patent applloant‘s role lS very
1mportant in assurlng that a rellable patent 1s obtained. Hence, for all
practlcal_purposes the_patent appllcant has the_exclu51ve responslhility

for ensuring that the issued patent is reliahle with respect to these

issues. . S .. P . . . | cos . ‘I
 The Patent and Trademark Office:

The Patent and Trademark Offlce plays an lmportant role in determlnlng
the rellablllty of patents through the examlnatlon of patent appllcatlons.

The Foremost responsxblllty of the Patent and Trademark Offlce is based on
the fundamental precept that the patent system lS a meohanlsm for securing
publlc dlsclosure of 1nventlons 1n return for a grant of a limited |
monopoly When the subJect matter of 2 patent is known or can be readily :
derlved from ex1stlng knowledge, the publlc lnterest is not served by the

_ grantlng of a patent since nothlng is added to the publlc knowledge
'Moreover, lf the Patent and Trademark Offlce erroneously grants a patent,

soclal harm can occur because the expense and uncertalnty of resolv1ng its
validity can dlseourage others from challenging the patent or using the
technology.

A

An 1mproperly granted patent can also result in harm to the patent

ovner. if he bases his dEClSlOD to 1nnovate on the promise of a patent

monopoly If the patent is 1nva11d he may not recover hlS expenses for
the lnnovatlon, and hlS technology, whlch he mlght otherw1se have been able

to ma;ntaln_as a trade secret, has been disclosed to the publie.

Ideally, a patent examination should provide an unquestionably valid

.patent, that is, one_for which the publie reeeives disclosure of an

invention in return for granting a limited monopoly and one which
guarantees the patent owner his rights. It is axiomatic that achieving
such a result can be costly. Thus, a balance must be struck between the
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Table 4-6

Frequency of Patent Invalidity as A Function
of the Size of the Parties and the
Complexity of the Invention from
Reported Decisions: 1970, 1975 and 1980

*¥The parenthetical expression indicates the number of cases inwhich there

Simple Complexity

.(26 of

was a holding of invalidity and the number of cases decided

SOURCE: O0Office of Technology Assessment

Individual Patent Owner 79% invalid 33)%
o.Small Patent Owner .
" Small Infringer 62% invalid (21 of 34)
- Large Infringer 72% invalid (15 of 19)
Large Patent Owner.
- Small Infringer 82% invalid ( 9 of 22)
- Large Infringer 81% invalid (13 of 16)
Moderate Complexity
_Ihdividual Patent'Oﬁner 61% invalid (14 of 23)
- Small Patent Owner: o
Small Infringer 53% invalid (16 of 30)
- Large Infringer .53% invalid (10 of 19)
Large Patent Owner
Small Infringer " 55% ‘invalid (12 of 22)
Large Infringer 52% invalid (11 of 21)
Difficult Complexity
Tndividual Patent Owner - (0)
Small Patent Owner
Small Infringer 50% invalid (1 0f 2)
Large Infringer - (0)
Large Patent Owner
Small Infringer 33% invalid ( 1 of 3)
.. Large Infringer 25% invalid (2 of 8)
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patents owned by either small or large businesses ‘were upheld more
frequently than were those held by individuals. Heowever, when the

.CDmplexity of the technology invblvéd_is takenrinto account, there is much

~patent. Tables 4-5-and 4-6 summarize the results of this study. _ g

 that the greatest uncertainty of the validity of patents resides with

“.inventions in easily understood7technologies..,While'the grounds for

less of a correlation between the size of the patent owner and the validity
of the patent. The analysis did not indicate any clear correlation between {

the relative sizes of the parties to the litigation and the validity of the
In summary;'from‘analyses-of adjudicated patent decisions it appears

finding these patents invalid are likely to be lack of novelty or .
obviousness over the prior art, there is a significant likelihood that the

court will explicitly or implicity find the claimed invention unpatentable

over prior art known to the Patent and Trademark Office and the patent

owner before the:patent.was issued. Although the owners of the adjudicated
. patents in the less complex- technologies are likely to bé individuels and

small businesseé, there is no clear indication from the litigation results

that the size of the parties contributes signifiecantly to the outcome of

“the litigation. It does likely contribute to whether a party litigates a

patent dispute.

The primary actors influencing the certainty of validity of a patent
are the patent_appiicant:(patent‘owner); the Paient and Trademark Office,

and the courts.
.-"The Patent Applicant:
The patent“applicant'has the miost influence over the reliability of a

patent since he-has éexclusive contirol over the preparation of the patent

application and its prosecution before the Patent end Trademark Office.
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" Figure 4-4

Invalidating Priox Art, Courts of Appeals:
Decisions Reported in Years 1970, 1975 and 1980
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*% One decision did not describe the type of prior art for the holding of .invalidity.

Source: OTA
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necéssarily mean ﬁhat the courtlagreed with the earlier.judgments. In many
cases; the new prior art appears to be less relevant or cumulative to the
knownfprior art. Two studies have indicated that in'aboutiqo percent of
the cases in which new priof art was relied upon by a court to invalidate a
patent, the new prior art was cumulative or less pertinentfthan the ¥nown
prior art (PTO, Koenig). From these studies, OTA concludes that about one
of evéry'three patents invalidated explicitly or implicitly involives a
diffeﬁence~in Jjudgement as to the novelty or obviousness of a claimed

invertion.

New prior art appears to be involved in about 60 percent of the cases
in which patents are invalidated (PTO, Federico), and as shown above, a
majority of the new prior art is more relevant to the invention than the

known prior art. . An OTA study of reported patent decisions for the years

1970, 1975 and 1980 reveals that the new prior art that 1nva11dates a

patent is usually another U. S. patent. Tables 4-3 and 4-4 summarize the
findings of the study for Distriet Court and Circuit Courts of Appeals

déciSions. A significant portion of the invalidation decisions was based
gtfleast in”ﬁart on prior art other than patents and printed publications.

This prior'art includes information of which the patent applicant was aware

such as prior use and sale more than one year before filing the patent

_appliéation,7general knowledge within the industry, and that the invention
. was first made by other than the patent applicant.

The patents most often involved in patent litigatidén appear to be in

the general and mechanlcal arts (81 percent), as opposed to chemical (11

percent) and electrical (8 percent) (OTA). There is no correlation between

these percentageS'and'the*frequency that patents are granted in these broad
areas. For example, in 1975, 32 percent of the issued patents were
mechanical, 31 percent chemlcal and 17 percent electrical (OTAF 8th
Report, Dec. 1977, p. 11). Nearly two-thirds of the mechanical and
electrical patents adjudicated are found invalid whereas about 42 percent
of the adjudicated_éhemical patents are found invalid (QTA). These
findings suggest that mechanical patents are of the least certain validity.
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problems.i Several studies of court decisions have shown that in about 75
percent of the cases in which a patent is found invalid, the grounds for
invalidity were the obviousness of'the_claimed_inventionkover the prior

art. = The second hoet prevalent ground for invalideting patents was found

‘to bejlack of novelty over the prior art. A substantially lesser

percentage of patents were found invalid due to inadequate disclosure ih
teaching how to make or use the invention and its best mode; vague or

indefinite claims; and misrepresentations or fraud committed in securing

~the patents. tStaff Report, An Analysis of Patent Litigation Stétistics,

to-the.Subcommittee,on_Patents, Trademarks and_Copyrights, the Committee on

~ the Judiciary, (1961), b. 8; Koenig, PTO; independently conducted survey of

reported patent deciéions during 1970, 1975 and 1980 by OTA) Table 4-2

_summarlzes the relative frequency of ocecurrence of these grounds of

1nva11dlty.

The studies further explored the causes for patents ‘being found

glnvalld for lack of novelty or obv1ousness over the prlor art. Is the

cause of the invalidity the inability to ascertaln the most relevant prior

'art prlor_to 1ssu1ng_the patent, or is it due to dlfferenceslln Judgement

in determining whether a claimed invention is patentable over the prior
art? The studies concluded that the inability to ascertain the most
pertinent prior art was a substantial factor, but that differences in

Judgement was not an insignificant problem.

Differences in Judgement are evident when the courts flnd patents

-1nva11d over the prlor art known to the Patent and Trademark Office and the

patent zpplicant. One study estimated that between 10 and 22 percent of
the patents that are invalidated are invalidated on the basis of known

prior art alone (Koenig).

- This finding is confirmed by a study conducted by the Patent and

':Trademark Office and an independent study of reported patent decisiong by

OTA. But this measure understates the frequency of differences in

Jjudgement since the reliance by the court on new prior art does not
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June 1982):_The internal review for calendar year 1981 reviewed 2,528
'iallowed'pateht'ebplieations:- 26 were believed to be elearly unpaﬁenﬁable
based on the record before the petent examiner; 667 we;e"beiieved to have
'incomplete prior art searches and as a fesﬁlt of expaﬁding the prior art
5 searches, 45 addltlonal cases of clear unpatentablllty arose, and in about
.20 percent of the allowed patent applications, the revmewer repeated the
_ search conducted by the patent examiner, with the result that 2.4 percent
were clearly unpatentable, indieating-that”for-the-totalEsamples, 55 cases
would be unpatentable.) Beceusefthe_review is not'eé'eemefehensive as
10 would be a review to determine the validiiy of a patent.and because the
© "elearly unpeieﬁﬁeble"'Stendard'exClﬁdes'meny_ﬁatehts‘thet'ﬁeuld'likely
" have ihvalid'claims,;the'pefeentagerof patentsrof:doubtfui validity is
'_probably higher. By including instances in which the reﬁiewer found.more
pertinent prior art, even though:it mlght not render the-application
15 clearly unpatentable, the internal rev1ew data 1nd1cate that slightly over
10 percent are clearly unpatentable or have questlonable valldltles
(Derived from calendar year 1981 data provided by PTO) One Commissioner
of Patents has estimated that between 5 and 10 percent of the patents
issued by the Patent and Trademark 0ffice involve questions of
20 patentability with which reasonable men would disagree (Brenner 58JP0S 306-
315, 312, May-1976). A further group of patents ie subject to questions of
patentability based on information not available to or retrievable in the
context of the patent examination by the Patent and Trademark Office. 1In
view of these indicators, it is not unreasonable to assume that 10 to 20

25 percent of patents have questionable validity.

Another technique is to examine foreign patent systems that have
'proeedﬁres to uncover invalid patents after they_have been examined by the
_ patent examiner. In West Germany and Japan patent applications are
examined and if they appear patentable, they are published. Thereafter,
30 ~any member of the public may submit evidence and arguments as to why a
i patent should not be issued. About 20 percent of the allowed patent

applications are copposed in West Germany and about 10 percent are opposed
in Japan. Ultimately about one-half the challenges in each country are
successful. (Lever, DOE, p. 86, 135}
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Years

1876
1881
© 1886
1891
1896
1900
1905
1910
1915
1925
1930
1935
1940
1945
1950
1955
1960
1965
1970

~ eourt,

*%

KITE

n.a.

- 80

- 85
- 90
- 95
- 99
- 04
- 09
- 14
- 24
- 29
- 3

-39 -

- 44
- ug
- 54

- 59

- 64

- 69"

Table 4 1

Patent Validity Holdings in Appellate Courts

_1876 to 1972

Percent of declSlons 1n whlch patent was held valld

- Courts of Appeals

o

48 (1890-gL)** .

45
50
52
53
n.a.
37#
31
2T
-.‘16 E
21,
17
27
32
26
31

Supreme Court*

o8

14
1
15

23 (1896=1915)

18 (1915-1925)
29
11
12

F15

15

A 1)

The reported percentage is for those cages in Wthh the patent is held

valid and infringed.

The percentage is based on total cases,

regardless of whether the validity of the patent was passed on by the

The reported percentage is the percentage of patents held valid based
on only those cases in which validity was rule on by the court.

From 1950 on, the sample of Supreme Court cases 1s relatlvely small
--and hence-not. reported..- . :

-= not avallable
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1977 the District Courts rendered-357 decieiona en:valldity (48 percent
1nvalld) and'321'deci510ns of”infringement. The Patent'and Trademark
Office cautlons that often- the lnformatlon recelved from the courts is

sketchy and inconclusive. w(The Official Gazette, vol. 989, p. 2-4

(December 4, 1979))

The Certainty of Patent Validity:

There are no widely accepted methdddleglee‘fOrfdetermining the
frequency with which patents are lssued of uncertaln valldlty Many of the

-measures that have been used, such as lltlgated patents, only sample a
" select portion of the patent population. - While these-measures can indieate

the types of problems that can exist with patents, they'provide no direct
evidence as to the prevalence of those problems out51de of the population

sampled.

Despite the imperfectlons of court statistics,.they have been the most
widely used ihdicatOr of the certainty of validity of patents. There is
controversy, however, over the interpretation of those statistics. Some
state that the statisties demonstrate a deterioration of the patent system
while others believe that because so few patents are involved in
litigation, the certainty of validity of the average patent must be

relatively good.

Court statisties cannot be dismissed as a measurement of the certainty
of patent validity. They are the most visible, if not the most objective,

indicator of the performance of the patent system and are familiar to many

users of patents, as well as to the Congress, the Courts and the Patent and

Trademark Office whose actions affect the patent system. In the past court

statisties have been a significant factor in developing perceptions about

‘the patent system and their influence is not likely to diminish in the

future.
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Figure 4-2

Patéent Appeal Holdings'for'the
Courts of Appeals, 1925-1972
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'patent, the adequacy of the scope of its claims, and the respect_given to

Chapter-4

Patent Reliabiiity: ..The Magnitude of the Praoblem and Its Causes

In its broadest sense, patent reliability pertains to the degree of
certainty that the patent will secure an exclusive market position for the

patent owner. Thus, patent reliability refliects the validity of the

the patent by potential competitoers.

The ﬁredominant factor affecting the reliability of patents, however,
is the uncertainty of patent validity. Where uncertainties exist, they are
likely to be reflected in court challenges. The major issues in patent {
litigations have pértaihed to the validity of patents and generally not the |
question of infringement. Figure 4-1 graphically depiets the decisions of
the District Courts (155 cases affecting 218 patents) and the Courts of
Appeal (109 cases affecting 138 patents) that weré reported in the years
1970, 1975, and 1980. As can be seen, the predominant issue was whether
the patent was valid. If the patent is wvalid, the relative infrequency
that it is found not to be infringed (less than 20 percent of the patents

that were found to be valid) is indicative that questions of infringement

- are not generally the major areas of uncertainty for which court

resolutions are sought.

_A‘decrease in the percent of litigated cases in which the patent Is
held valid but not infringed can be observed with the more recent court
decisions. Figure 4-2 illustrates the apparent trend since 1925 based on
reputed Courts of Appeals decisions. A substantial number of court

opinions, particularly at the District Court level, are not published. A

study conducted'by the Patent and Trademark Office included notifications

of decisions rendered that are reguired by law to be submitted by the
courts (35 USC, Sec. 290) This study showed that for the period 1973 to
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-Policing a petent can pose dlfflcultles._ For example, if the patent

relates to a process which can be conducted in secret the patent owner may

have no basis for determining whether a third party 1s using the process.
. The patent may have the anomalous result of providing a disclosure of the

new technology to the world with no effective protection for the patent

owner.

Besides being difficult to pqlice,”processepatents can preseﬁt-other
difficulties to a patent owner seeking to exercise his patent rights. When
a product is made abroad using a patented process, it can be imported into

- the U.S.;without.providing an actionable infringement of the patent. The

patent owner, however, does have recourse against theeimporting infringer
through the International. Trade Commission but must prove that the
importation of the product made by the process results in substantial

economlc harm to a domestic 1ndustry and that thé process 1nfr1nges the

_patent. Prov1ng either of these points can be difficult.

_The Transfer of Patent Rights: -~

A patent 1s personal property, and, as such, can be assigned (sold); a
patent gan also-be_licensed, that is, the patent owner may permit another
party to make or use the claimed invention. . Patent licenses can be granted

on an exclusive basis whereby the licensee has the exclusive right to make

or use the- invention for at least a portion of the patent term, or on a

non-exclusive basis, whereby more than one party can be granted a license.

. Non-exclusive licenses are simply promises by the licensor that he will not

sue the licensee for patent infringement. . An exclusive licensee has the
right to enforce the patent whereas the non-exclusive licensee-does not.
Freguently the compensation to the patent owner for granting the license is
a-royalty, that is, an assessment based on the frequency ofiuse of the

~claimed invention or the sales of products enbodying the claimed invention.

Estimates of annual patent royalties are in the range of several billion
dollars per year. (The income from patent rcyalties -1s not specifically
compiled by the Federal governmeht._ The Internal Revenue Serviee reported
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The Patent Rights and Their Enforcement:

refuse to conduct the reexamlnatlon on the basxs that no snbstantial'new
questlon of patentablllty affectlng any claim of the patent'is_raised by

the request or the prlor art. At the conclusion ofnthe reexamination, the

 Patent and Trademark Office issues a certlflcate settlng forthlthe'results

of the proceedlngs. For the flrst eleven months of operation, 216 reqoests

for reexamlnatlon had been flled. (July 1, 1981 to June 6, 1982)

_ The right granted by the patent is the right'to exclude others from

- making, u51ng or selllng the inventlon 1n ‘the U.S. The patent owner,

cannot however, stop the maklng or using of the lnventlon for the Federal
government hut he can seek reasonable compensatlon

A patent does not prov1de the patent owner w1th the rzght to practlce
the 1nventlon. There may, for 1nstance, be other patents whlch can prevent
the patent owner from using the 1nventlon. For example, lnventor A obtalns
a patent clalmlng a stool having three legs. Inventor B finds that by

addlng another leg to A's stool increased stablllty is achleved. For_B's
'1nventlon a patent is granted which clalms a stool having four legs. A's

patent elalm prevents B from making, using or selllng a four-legged stool

‘since the four-legged stool still uses A's three legs. On the other hand,

. B's patent clalm will prevent A from making, using, or selllng a four-'

legged stool When A‘s patent has expired, B can make use, and sell the

p four- legged stool and can prevent any one, lncludlng A, from maklng, using

”-or selllng a four legged stool

_ The enforcement of patent rlghts is a prlvate actlon and occurs
through the courts. The _patent owner must bear hlS own lltlgatlon costs.
The Federal District Courts have Jurlsdlctlon over patent lltlgatlon (in FY

1981, 462 suits were flled in the Federal Dlstrlct Courts), except when ‘the

alleged lnfrlnger lS the Federal government, in such cases the Court. of
Claims has excluslve Jurisdiction (in FY_1981 9 suits were filed in the

Court of Claims).
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-complete,

" direecting these new documents lnto approprlate subclasses rests with the

- of relevant prlor art is facllltated._

literature;_hQWever, only the U.S. patent collection is relatively

Currently between 600, 000 and 700 OOO new documents are 1ntrcduced | L

lnto the examiners' search files per year. The respon51b111ty for

patent examlners. Perlodlcally, because of the growth 1n the number of
documents in the subclasses, portlons of the examlners' search flles will
be reclassified, that 1s, the documents wzll be regrouped in more
subclasses w1th each subclass hav1ng fewer patents, so that the retrieval

_ The patent examlner 1nforms the patent appllcant of hlS flndlngs
regardlng patentablllty thrquh a letter called an aetlon. The patent
examzner can reject one or more of the clalms or object to the
speclflcatlon if he belleves that the patent appllcatlon does not meet the ;
statutory or regulatory requ1rements for grantlng a patent. "The patent '
appllcant has an opportunlty to refute the patent examiner’ s p051t10ns or |
amend his spe01flcatlon or clalms to overcome the reJectlon or objection.

'Most patent appllcatlons are 1n1t1ally reJected by the patent examlner

If the patent examlner finds that the patent:application_neets the
statutory and regulatory requirements, the patent application is allowed
If any rejections or .objections were made all must be w1thdrawn before the
patent appllcatlon can be allowed. Once the patent appllcant has pald a

.‘fee the patent is printed and 1ssued The patent rlghts extend 17 years

from the date on which the patent 1s 1ssued. Durlng flscal year 1981

66, 617 patents were granted (PTO Annual Report Fiscal Year 1981, P 35)

About 40 percent of the issued patents are forelgn owned. Ind1v1duals
appear to own about 16 percent of the patents,.the Federal government about
3 percent, and U S. companles hav1ng less than 500 employees, about 20

percent.
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TABLE 3-3" .

SUMMARY OF STATUTORILY DEFINED PRIOR ART

* knowledge or use of invention by others in the U.S. prlor to the '
making of the invention by the patent applicant:
% patents or printed’ publlcatlons throughout the world either (1)
prior -to the making of the invention by the patent applicant or
(2) prion to one year before filing the patent applieation
* public use or sale of the invention in the U.S. more than one
.year before flllng the patent appllcatlon _ _
e U.S. patents granted on patent applioations filed 'before the
_ making of the‘invention_by the patent applicant .
* ‘Other U.3. patent applications based on inventions by others in
-the U.S. earlier than the making of the invention by the patent

applicant in the U.S. wherein the others did not abandon,
‘suppress or conceal the invention.

SOURCE: ~Office of Technology Assessment, derived from Title 35,
Unlted Sates Code, Section 102. T




Table 3.2
Examples of Patent Claims for Important
Inventions -

' The wrlght Brothers' Alrplane U S., Patent No 821 393

"In a flylng machlne, a normally flat aeroplane having lateral

. marginal portions capable of movement to different positions
above or below the normal plan of the body of the asroplane, such
movement being about an axis transverse to the line of flight,

whereby said lateral marginal portions may be moved to dlfferent
angles relatively to the normal plane of the body of the
aeroplane, so as to present to the atmosphere different angles of
incidence, and means for so moving said lateral marglnal
portions, substantially as described." B

Oral Contraceptiies (C.-Djerassi), U. S. Patent No. 2,744,122

m o AY < 19unor=17e - ethinylandrosten -’ 17'@--51"- 3 - one"

Lasers (C. Gould), U, S. Patent No 4,053,845

"Apparatus. for light amplification comprising a bounded volume
containing an excitable medium, the atoms, ions or melecules of
said medium having well defined energy states including a lowest
state, a lower state above saild lowest state, and a higher state

. above -said lower state, and a bright pumping light source :
composed of a radative substance different from said meidum which
substance emits energy in a spectral range which can be absorbed

by said medium, the major portion of the energy absorbed by said
medium, causing transition of the atoms, ions or molecules
thereof to populate the higher state, said bright pumping light
source being arranged to direect light into sald medium to excite

- said atoms, ions or molecules to emit light photos ‘in the bounded
volume when stimulated to do so by the presence of stimulating
light at a frequency substantially corresponding to the emitted
light due to transitions from the higher state to the lower
state, said emitied 1light having substantially the same phase,
frequency, polarization and wave front shape as the stimulating

light, thus addlng coherently to the amplltude of the stlmulatlng
Clight.® o
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administrative procedures, court decisions, practices, and perceptions

* Federal government exert an influence on the patent system ranging from the
direct effects, such as the enactment and implementation of laws directly
related to patents, to indirect effects such as antitrust and Federal

procurement policies.

o . A patent term runs for 17 years.

The Congressionally-established pfinciples of pétents are only a
framework upon which the patent system takes form. The patent system, in

its broadest sense, comprises the'Constitution, léws,{regulations,

(including misconceptions) pertaining directly or indirectly to patents.
In this broad context, the patent system is shaped by?the government and
the public through the users, as well as the non-users, of patents.

Moreover, each of the legislative, judicial ahd executive branches of the

The Patent Document: o . ' '  S 5 i |

The cornerstone of thé patent systém is the patent document. By law,

_this document must (1) provide a teaching of the invention such that others

can make and use the invention and (2) contain claims' that define the
boundary of the invention. = ' :

‘The portion of the patent document that teaches the invention is
commonly termed the specification. The specification'serves several

functions. It deseribes thé'invent;on.f It discloses the utility of the

-invention since pateﬁts are only granted_foriuseful'iﬁventions. It also

discloses how to make and use the invention and ihqludes a description of

~the best meode known to the inventor_for3makiﬂg and using the invention.

The specification concludes with one or more eclaims. An example of a
patent is provided in Appendix II. ‘

The claims are the most important aspect of the patent document in

establishing the rights of the patent owner. The claims serve much the
same purpose as a deed to a'piece‘of land. Several examples of claims
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any aiternative within the framework ofqa:capitalist.
economy superior to the patent system for commercial
-innovation generally." (p. 336). '

The General Legal Principles of Patent

Patents, as most commonly perceived, pertain to prdduct and process
inventions and are termed utility patents, but Congress has established
other types of patents, as well. -Design patents protect ornamental designs '
and plant patents cover asexually reprbduced plants other than tubers
(e.g., pétatoes) 6r a-plant found in an uncultivated state. Congress has

~also established plant variety protection certificates which provide

patent-type protection to sexually reproduced plants. . Table 3-1 provides a
brief'deséription of the four types of protegction. However, because
utlllty patents are the type of patent most frequentliy assoclated w1th new-
technology enterprises they are the focus of this study, and the term

M"patent” as-used»throughout-the_report, refers to utility patents.

- The general principles of utility patents have been established by

Congress: - -

Lo An ‘invention; to be patentable, must be useful and must be a

process, machine, manufacture,_on-composition of matter; -

0 - A patent can be granted only to the inventor or joint inventors -

-'of;the;invention;_

o A patent can be granted only for an invention that is "novel® and

"unobviocus";

0 A patent gives the owner the right to execlude others from making,
~using, or seliing the invention:in the U.S.3 and
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. "No economist, on the basis of present;knowledge,.could'
. possibly state with certainty that the patent system,

a8 it now operates, confers a net benefit or a net loss

upon society. The best he can do is to state
essﬁmptione and meke_guesses about the extent to whieh _
reality corresponds to these assumptions." (Fritz
Machlup, An Econemic Review.of'the Patent System,. Study

~..No. 13, Subcommittee on Patents, Trademarks and
- .Copyrights of the Senete Committee on the Judiciary,.

1958) -

Even'though conelusive evidence mayjbe lacking, most economists
-generaliy believe that, despite the undesirable espects of monopolies, the
net effect of patents on society is positive. (See, for instance,
Friedrich-Ker1 Beier,_The S%gnificance Qf the Patent System for Technical,
Economic and Social Progress, IIC, vol. 11, nol 5, 1980, pp. 563-584) Their
endorsewents_of the patent_system may be lukewarm, as when Dr. Machlup

concludes that:

"If we did not have a patent system, it would be

_ irrespensible, on the'basis of our present knowledge of

its economic consequences, to recommend instituting
one. But since we have had a patent system for a long

~ time, it would be irresponsible, on the basis of

-_present.knowledge,,£9 reeommend;abolishing1it,“

(Machlup, p. 80) ..

Another study prepared for the Department ofVCommeree_Stated more

positively:

"There ;s reasonable evidence indieeting_that the
monetary benefits of the domestic patent system
probably lie in the range of $2 to $15 billion annually

45
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‘As noted earlier, the patent system has several attributes which

warrant its consideration as a mechanism for stimulating innovation. :The

effects of the patent system, however, are not all positive.

In theory, patents, like other menopolies, can yield greater profits
(extraordinary profits) to patent owners than would be possible without a
monopqu and under ideally competitive market conditions; the patent owner
can demand higher than normal prices for his products and eontrol.the
quantity;qf products produced to maintain those prices. _Thé pricing and
control of output of the monopoly product can also affect the pricing and
production of other products in the economy.  For instance, goods similar
to the ﬁonopoly product or raw materials usediio_make the monopoly product
may be able to command'higher prices because the monopoly product'is priced

,at_greater;than-normal profit levels or is in limited supply.

. Even if the technology encompassed by a patent is not commercially
used, the patent can have an;effect-on the price and supply of other goods

on the market. For example; a company may have several patents covering

_‘d;fférent products to accomplish the same objective, only one of which is

being markéted._'By not commercializing the cther patented products, the

patent owner avoids creating competition for his existing product, while

. the patents prevent others from commercializing competitive products.

The patent monopoly is, however, the compensation given to the patent
owner by socliety and is the eéonomic mechanism through with patents '
stimulate innovation. Patents are an essentially unregulated monopoly and,
hence, overrewards, underrewards and abuses can cccur. Tor many
innovations, patent incentives may be uhnegessary. The reward provided by
the patent may be disproportionate to the incentive needed to undertake the
innovation and unrelafed.;o-a fair return on investment by the innovator.
Patents are subject to being abused to extend the monopoly. - For example,
by cumulating patents, or "piling patents on patents", a'broader_and longer
patent. monopoly can be gained. Moreo&er,-the patent monopoly can enable a
company to gain such & position that monopoly powers continue substantially
beyond the expiration of the patent.
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-0 . The patent system.is a_stable'mechanism-having had few

-significant changes since 1836,

" 0. The patent system requires relatively little.government
funding -to operate and provides an - inducement for private

investment in innovative activities.

An attribute .of the patent system that warrants further discussion is
the plurality of effects that it can have on the innovative process. For

.. example, the inventor is given public recognition of his achievement

through the grant of a patent. The promise of a iimited monopoly can

assist in generating interest in conducting innovative activities and in

' -securing fesources (e,g.,=through venture capital or licensing the patent)

for'those activities, The marketing of the product can be'influenced by
patents, both.because a monopoly permits greater flexibility in price
structure and becaﬁse thefuniqueneés of -the produét influences demand.
Patents owned by others can provide technical and commercial information of
value to the innovator. Patents can even provide prestige and reputation
to a new technology enterprise as being a technological leader. As.will be
discussed-in_the'next section and in chapter 7, the patent system can have
other positive as well as negative implications-for'inhovation and new

technology enterprises.

The'attribﬁtes of the patent system, such as its wide-range of
effects, reliance on the'market for financial gaiﬁ; angd neutrality toward
technology, would appear to restrict the-ability-qf the government to use '
it to:éncouragé;only certain types of innovation or innovators. That 1is,
the patent laws make no distinetion between a fundamental invention that
generates a2 new industry and one that slightly improves'an existing
produet. Nor do the patent laws distinguish among the different classes of
innovators; the statutory and regulatory requirements:are-the same for new
and existing, and for large and small businesses.. Although the patent laws
do not provide a direct means to selectively encourage certain types of

innovation or innovators, some selectivity is exerted indirectly. For
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SOmé'bther government activities may be specificaily targeted to the
technology or the innovator; for example, direct funding and assistance
programs, purchases of innovative products, and publicity about the
innovation or the innovator. Other more general policies, for example,
anti-trust poliecies, economic policies, regulatory policies, tax policies,
general assistance policies (ineliding disseminating technical '

information), and policies concerning property rights in information also

‘affect innovation. -

Patents represent one of several kinds of property righté assigned to
information, or intellectial property. Fgur baéic types of property rights
have been: established: - pétents, trade sécrets, trademarks, and-copyrights.
Briefly, patents provide a right to exclude others from using inventive
concepts during the patent term. Trade secrets have traditionally been

‘matters of State, not Federal, law and give the'the-owner of a technical or

commercial secret the'right-to*prevent'somenne'naving.access to the secret
from diselosing it or using it for personal gain. The owner of a trade
seeret has no recourse against another if -that individual independently

discovers the secret or learns the secret-b?-legitimate"means. If a secret

-fannot be maintained, for example, if it can be learned from an analysis of
~ the product, trade secrets provide:anmeaningful-protection; Trademarks
identify the origin of goods and services:  ‘Trademarks are based on common

law principles giving the right to a merchant to stop others from using his

mark to benefit from his:reputation, The Federal registration of"

trademarks used ‘in interstate commerce glves: the owner of the trademark
certain legal pfesumptions to assist in enforcing his commmon law right.

- Copyrights'give their owners the right to exclude others from copying the
“form of a work of art or a writing, but they provide no exclusive right to

the ideaé'expressed in the copyrighted work. .A copyright owner does not
have the right to stop another who has independéntly ¢reated the same, or

similar, work of art or writing, nor the right to prevent others from using

‘the ‘ideas expressed in the .copyrighted work.
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1itigating a patent. (Report of the President's Commission oh the Patent

System, "To Promote the Progress of...Useful Arts" (1966) p. 3.)

For most pafties to the debate, the discuSsion focuses not on the
effect of weaknesses in patent reliability and enforcement on innovation,
5 :which is generally agreed to be adverse, but rather on the magniﬁude and
.causes_of:thesé_defects. Theadebate_refeals the comp1exities in
understanding. the weaknegses, and therefore the difficulties in presecribing

remedies that will enhance ipnovation,
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The‘Existing Views of _the Ma jor Fundamgntal Prgblemg w1th Patents: Patent
ellagllgty ang Pragtlcalltlgs of Enforggment

'__ Many commentators p01nt out that the recelpt of a patent does not
assure the patent owner a monopoly on the technology, i. e., the very heart
of the patent 1ncent1ve, There are many grounds upon_whloh to challenge

theovalidity_of'a patent'and_thereby undermine the patent owner's limited
~monopoly. . It is the patent owner who has the exclusive responsibility for

kpolicing and enforcing his_patent rights and his ability to carry oUt_these

functions‘affects the value of his patent. Commentators note that.the cost —

~of enforeing patents in courts is high and,_therefofe, unless the patent

owner has the financial resources for litigation and the value of the
monopoly rights warrants.signifieent litigation expenditures,_the patent is
for all practical_purposes'worthless. These commentators conciude that the

uncertainties of patent validity and the expense of patent enforcement

seriously cdetract from the patent incentives for undertaking new technology

enterprises.

' Recent stud;es of the patent system support these observatlons and
concerns. - The flrst goal of the Adv1sory Subcommlttee on Patent and
Informatlon Pollcy of the 1978 Domestic Pollcy Review was to enhance the
"rellablllty of the patent grant to the lnventor," and the second was to
reduoe "the cost —- both in time and money. -- of judicial enforcement of
the_rights_defived'from_the patent."”  (p¢ 153) The other major goels were

to permit:petenting-of technologies not,curnently_patenteble and to

" transfer the patent rights for government supported research and

development to the private sector. The ad-hoe committee_of'small*business
members of the-Donestic Policy Review reported two major weaknesses of the
patent system that it saw as "damaging. 1ncent1ves for 1nnovatzon,_ _
patentability by small science and technology bus;nesses.ﬂ The flrst
weakness 1s the number of patents being declared invalid by the courts, and
the second is the high costs of patent litigation. According to the
committee, these'weaknesses in the oatent system may discourage'its use,

thus more new technology 'will be maintained as trade secrets and not
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Table 2-1.

The Innovatlon Process--Activities and Functions;:

Personnel, Resources, and Results-

INVENTION

'DEVELOPMENT

COMMERCIALIZATION
The Idea . Refinement Use
ACTIVITIES ‘=basic research . —applled research -1lcens1ng.
AND FUNCTIONS ~idea. generatlon -research and developmént. (R&D) . -market 1ntroduct10n
: ‘~idea evaluation’ -prototype development - —advertising
-business/technical ' -market research, analysis and test1ng ~demonstrations

feasibility analysis

~manufacturing design and pilot productlon

~product10n plannlng and productlon

~market acceptance

PERSONNEL

~individuals or entrepreneurs
-research teams

-research teams

_ -marketing, financial, and productlon »*

specialists :
~entrepreneurs (or support from an
organlzatlon)

' —éntrepreneurs -
- ~retail and other

outlets

. —sales representative
. -maintenance staff:
" ~production englneers

-labor force

RESQURCES

~basic experimental equipment

-médest &dfount of raw materials -
(chemlcals,‘w1re, metal, etc.)’

~minimum woj k.space ;
-time for € perlmentlng
~modest Elnan01a1 resources

~more sophisticated research equipment
-sufficient quality of raw materials -

_—experimental and testing. facility
- =capital facilities for manufacturlng

—f1nanc1al backlng

-markets- '
~plant and equlpment
~inventories
-financial backing-

RESULTS

-d technlcally v1able idea with

,perceived markef potential
-new knowledge (nonapplled)

o

P T L b T Tt TP P e

Accountlng Offlce (July 7, 1981) p. 9.

*—an operatlng produqt or process thaﬁ

has” been proven workable and with:
an identified market :

'—new’knowledge {appliedl

«. =new product or process
in us€ by-a number
of "satisfied
customers":

Source: Conslstent criteria are needed to assess small—bu31ness 1nnovat10n 1n1t1at1ve. U S. General
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' enforcement, to determine-areas of functionai weakness and their underlying

-Thefapproadh'taken in this report:is to focus on-the functioning of

_the:patent system as it relates to patent reliability and patent

‘causes- (Chapers 3, 4, 5 and 6), and to ascertain what effects, if any,
these-functional weaknesses have on the creation and: operation of new

.technology enterprises;(Qhapter-?). This is followed Dy an analysis of

recent recommendations.of promised governmental and private groups for

-strengthening patents (Chapter 8). The report is concluded in Chapter 9.
A backgfound paper- that accompanies this repert addresses many important

concerns ahout the patent system and innovation. The background paper has
three sections: the first, The Economy of the Patent System; the second,

Seiected Issues ‘in Patent Law; and.the-third;'Patents-andhAssistance for

" Innovation. ‘The report does not make recommendations nor does it attempt

to resolve confliets. Rather, it clarifies the bases-for.making-judgments.

The fOllOwing-discussion is provided to establish a common

understanding of some fundamental concepts referred to in this report.

Pateﬁts are legal grants from the Federal government which,'for

- limited periods of times, enable the patent owner to establish a property

right in-an invention;"This_property right can be used by the patent owner

- to exclude others from making, using or selling the invention. ' In essence,
- patents provide monopolities of limited: terms, and the patent owner <¢an

‘gain rewards through the exsrcise of the monopoly power. :Patents have been

viewed in several ways. For example, they have been considered to be
compenéation for the disclosure of an' invention, a natural preperty right
of an inventof, and as‘incentives for invention and innovation. The last
is the primary focal point of this report.  However, as noted throughout
the report, there is no consensus as to which view is execlusive or primary,

and this leads to different positions on many patent issues. -
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.- CHAPTER 2
"THE ISSUES .

The ‘United States*Constitution'grants-to~Congqess:the'pbwer to
"promote the progress of science and useful arts, by securing for limited
times to...inventors the exelusive right to their...discoveriés". Congress
exercised this power in 1790 and thereby enabled the patent system to be
established. ‘

-"Secience and useful arts" have undergone unforeseen progress. since the

18th century asfthe'Bnited States developed from an agrarian society to the

"most technologically-édvanced country in the world. With technological

progress came a dynamic and growing ecbhomy.' Aithough numerous factors
have been involved, many credit the patent system, and the incentives that
it provides, with an important role in fostering this technological = -

development and economic growth.

Many of the innovations (the.practical implementation of inventions)
in the pas£ that provided new industries and . jobs and enhanced our standard
of ‘living had patent protection'that provided the innovator with a monopoly
position for a limited period of -time. Industries which have 'had their’
start'with patented technology include the aircraft, telecommunication,’

instant photography, xerographic copier; synthetic fiber, structural”

'rpolymers, computer and solid-state electronics industries. Some

commentators believe that a significant portion'of these innovations would
not have been developed (or developed as rapidly) by the private sector had
patents not existed to provide an incentive to undertake the risks involved

to innovate. (Fritz Machlup, An Economic Review of the Patent System,

Subcommittee on Pétents, Trademarks, and Copyrights of the Senate Committee

on the Judiciary (1958) p.63)
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B be considered are limited.

Binding arbitration has been proposed as an alternative forum for
resolving patent disputes but several courts have found that the public has
an interest in the validity of patents and have therefore held that blndlng

;;arbltratlon is inappropriate.

.- Binding arbitration offers the potential,for,.bﬁt does not guarantee,

+less expensive and more expeditious resolution of patent diputes. . The only

- patents that will be Jinvolived in arbitration are those in which the parties

© ean come to an agreement to arbltrate.-

Congress could accommodate public interest concerns by requiring that
the arbitrator refer issues of patent validity to the Patent and Trademark

eOfflce or by requiring that the decision of the arbitrator be made a part

of the publlc record of the patent. Arbltratlon may -thus serve the publie
;nterest better than the alternatlve of a wholly private resolutlon of

patent validity issues. -

Another proposal for a: quasi-judicial forum is an adminiStrative law

panel'established within the Executive Branch through which the parties

-could voluntarily seek a resolution of all ieSUeseinvolved in a patent

20

25

validity and infringement dispute. The major advantage of the panelé over

voluntary arbitration is that the procedures and judges already exist;

hewever,-the costs of -establishing and maintairing the panels can offset

-the advaﬁtages, and. there is no basis. to expect that administrative. law

panels would be used appreciably more frequehtly than arbitration.

Because of the economic advantages that can be exerted through court
lltlgatlon, it is not clear that the parties to a dispute will agree to

less expensive alternatives to litigation.

The award of attorney fees and the granting of preliminary injunctions

(that is, the court ordering the alleged infringer to stop pending the

- DRAFT | . . 28
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'_ examiners‘ search files.  The failure of the search files as an accessible

data base w111 cccur in the rapidly. growing technclogles Whlch are the most

lmportant for innovation.

:d; Public_Invclvement,incGranting Patehts'_ ," e i

hThe'courts,frequently criticiZe the patenting prccedure because of its
ex parte nature, that is, there is no interested party counterlng the
patent appllcant's arguments to.the patent examlner

Proposals to glve the publlc a role in Patent and Trademark Offlce
dec151ons to grant a patent have not been enacted by Congress .primarily

because of. coneerns that such procedures would significantly delay the

issuance of patents and facilitiate the harassment of small business and
indepeﬁdent inventors.. There is also some concern that the publlc may have

llttle 1ncent1ve to use- such proceedlngs

 From a_practical standpoint, reexamination can provide an indication
of'how_effective_a pre-issuance public involvement proceeding could be and
how it might be implemehted.

Lesser Patents:

..Congress could establish a system of lesser patents that can. be

granted for inventions that do not meet- the patentablllty standards for

utility (regular) patents. Lesser patents offer the potential of providing

marginal inventions with less expensive and more reliable patent-type

protecticn and cf being more practical to enforce than utility patents.

But, as a tradeoff, the lesser patent owner would be given less protection

for his invention. ‘Also, the existence of a lesser class of patents can
enhance the status of utility patents by offering an alternative to the
granting of full, 17-year protection for a marginal invention.

~There is a wide range of possibilities in fashioning a lesser patent
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Increasing resources:

Increasing the resonroeszdeyoted to patent -examination does not

necessarily result in Significant improvements in patent examination

quality The effectlveness of increased rescurce allocation depends on the
activities that are undertaken with the additional resources. However

four ways have been suggested to improve the gquality of patent examination:

-establish an internal review of all allowed patent applications; increase

examiner time for prior art searching; improve access to prior art; and

permit public lnvolvement in the granting of patents.

Any increasing of resources for patent examination will require more

funding per patent appligation examined. - How that funding is obtained can

_ have implications particularly now when patent applicants are being asked
'to pay the entire cost of the patentlng process. The-resoﬁroes for-patent '
_Vexamlnatlon can be applled selectlvely by not undertaklng a full

examination of all patent applications. One way to do this is to defer
examination until the patent applicant requests it. While deferred
examination enables examlnatlon resources to be allocated to the most
important patent appllcatlons, ‘other changes in the patent laws are
requ;red to prov1de an operable system, such as the publlcatlon of patent
appllcatlons to advise the public that a patent might issue in the future.
Uncertainties would exist as to whether a. patent will issue and what it
w1ll cover and these uncertalntles can dlscourage lnnovatlon It 1is not

olear.that deferned examlnatlon would provide an overall benefit,
.a. Internal review

_The“experience'with the Patent and Trademark Office quality review

progfam suggests_that an internal review of all allowed patent applications

~will improve patent quality, but the improvement cannotrbe'firmly

predicted. Even with internal review, patents of questionable validity
will be granted because they involve issues of patentability over which

reasonable men can disagree and because uncovering the relevant information
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OPTION ‘1i " Maintain ‘the status quo. -

Until the full effects of ‘recent legislation and Patent and Trademark
Office initiatives can be seen, it may be premature to undertake additional
changes. Experience with the practical effeets of reexamination and a
single patent appeals court will help to identify and address the remaining

problems with greater certainﬁy.

On the other hand, there is a risk that problems not directly
addressed by recent legislative and Patent and Trademark Office initiatives

- wWill cdntinuerto reduce the value of patents in creating and nurturing new

technology enterprises. Moreovér, the complex nature of the link between
patents and innovation makes it difficﬁlt to assess with any precision the
effects of these initiatives. Hence, the ability to gain from the

experience with recent legislative initiatives may be restrieted. To

~ assist Congress in its own analysis an advisory commission could be

established to monitor and periodically report on the effects of recent
legislative and Patéent and Trademark Office activities and to identify

future needs.

_OPTION 2: ‘Major Re#amping of Patent Laws

_ 'The modifications that have occurred in U.S. patent laws have amounted
to discrete changes designed to improve the-ovefall'patent system by

overcoming the shortcomings in particular problem areas. This patchwork

-approach can produce inconsistencies that have adverse effects on patent

owners and innovation.

There is no clear evidence of a current need for ma jor révisions in
the patent laws. However, it is conceivable that the'continuing'pressure
of a rapidly éxpaﬁding prior art dataz base, the increasing complexity of
patent law and new technology, and the continuing potential for abuses in
court litigation, will threaten the viability of the patent system in the

future.
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 December,2, 1982, "a plan to identify, and if necessary develop or have

~developed, computerized data and retrieval systems equivalent to the latest

state of the art which can be supplied ... to a patent search file..." and
", ..the classification system...: The repeort is to specify the cost of

implementing the.plan, without regard to funding.
‘Thé‘QTth Congress, in P.L. 97-16Y4, established a single Court of
Appeals for the Federal Circuit with exelusive jurisdiection over appeals

from,pétent validity and infringement decisions of the District Coupts.

:Previously, appeals in these cases went to the eleven Circuit Courts of
- Appeals. By providing a single Court of Appeals having the jurisdiction

over patent cases, the Congress hoped to ﬁrovide nationwide uniformity in
patent law and to make patent litigation more predictable, encourage

contestants to avoid litigation, and facilitate business planning as more

: stableuand predictable patent .law is introduced.

.Thus, the patent system is presently undergoing major.changes;- These

'changés can affect the reliabllity of patents and the practica1ities of

théir enforcement,-but'the actual effect of these changes on inncovation and

society in general are unlikely to be observable in the short term. .

Policy Ontions
'It is logical, even if unprovable, to argue that enhanced patent

réliabilityzand easier patent enforcement will increase the short and long-

rterm:value'of patents to. their owners. However, any change in patent.

reliability or the practicalities of enforcement will have repercussions

_throughoht the patent system, influencing the way it affects innovation,

due to the complex and intertwined relationships of its various elements.

Moreover, a change in any one aspect of the patent system may have one

~effect on incentives to innovate, another on the operation of technology

enterprises, and a third on the degree of equity'which-the system accords

te inventors, .innovators, and the public interest.
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~infringer in a civili.action in the Federal District Courts to cbtain an |
injunction to stop the infringing activities and seek damages for past I
infringement. Patent litigation is both expensive and time consuming.and |

there is iegitimate'concern that the expense in time and money acts .as a

5 barrier to prevent patent owners from fully enjoying their patent rights.

The expenses of patent litigation vary widely'and'these'costs;
regardless of whether the suit is settled or litigated through a trial
court, can be significant. Pursuing patent litigation. from the pre-suit

investigative stage, through the motion and discovery period, to trial and
10. - ultimately an appeal frequently costs from $50,000 to $1,500,000 or more : é
and takes several years. The high costs of patent“litigation-can be |
attributed. to the many areas in which the validity and enforceabiiity of a !
patent can be challenged, the complexities: of the patent.iaw'and
.'technology, and the high stakes that are often involved. Patent
15. ‘ 1itigétion;'however; is not'ﬁniQUe; other high—étake actions such as
éntitfust and securities litigations are'typidally:expensive and time

consuming.,

The American%judicial procedurerfavors-bfoad pre-triél.diSdoVefy and
-puﬁé few limits on motions and appeals. This has contributed heavily to
20 © the expense of litigation. Thus, the ability bf one:party.tc'the
litigation to prevent the costs from escalating or to secure a rapid
‘resolution of the dispute.is limited. There is' little to prevent or

discourage the more economically powerful litigant from exerting economic

‘leverage against a weaker opponent.

25 51The'expense of litigation provides an incentive: to many pafties to
resolve their disputies over patent validity and infringément privately.
Indeed, private resolution of patent disputes is the primary mechanism used
~to resolve such disputes. There is no definitive data, but OTA estimates
that between 5,000 and 15,000 patent disputes are resolved privately each
30 year. The patent disputes resolved by the courts number between 300 and

~ 400 per year. Other mechanisms for resolving patent disputes involve
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=:édministrative”taSkSAhe must perform, often without clerical assistance.

rTheSE'demanGS'can adversely affect the quality of the training and review
of his staff. - |

--_0versight is: also provided by the Patehtfand-Trademark Office quality
review program that reviews a randomly selected 4 percent sample of allowed
patent applications. Since the adoption of the program in 1974, the
percentage of patent applications in the review sample which have been
found by the review to have at least one cléarly“unpatentable elaim has
dropped‘from.7 to under 3 percent. While this drop evidences some

- improvement in patent examination quality and, perhaps, the effectiveness

of the quality review program, the magnitude of the drop is also affected
by other factors including changes in the quality review program and its
standards. |

.-The search file reSourcé is critical‘to'an%éxamination'bf patent
abpliCations. Preseﬁtly there are over 24 millionfdocumentérin examiners'
séarch files, and the files have tripled in size since 1960. The documents
are grouped ‘in 350  broad subject matteér categories, or clésses, each of

which is broken down into subelasses. - The search files suffer from two-

L major probiems, poor integrity'and=rapid growth. - The Patent and Trademark

Office estimates that at any given time about 8 peéercent of the documents

“are missing from the files: - Since 1978, about 12 percent of the search
~. file has been reviewed for integrity and over 200,000 documents have been
. incorporated to replace those that are missing or mutilated. The search

file, which increases by 600,000 to 700,000 dociments each year, requires

regrouping (reclassifying) of theé documents contained in existing
subclasses to form a greater number of subclasses. This reduces the number

~of ddCUménts'per:subclass; thereby reducing the time required to conduct a

. search, and permits new subclass groupings to refleéct the current needs of

pateht examiners. The Patent and Trademark Office estimates that about 10

- 'percent of the files requife, or will require;'reclaséification in the

immediate future. 'In Tiscal year 1981, about 2 percent of the files were

reclassified.
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for inventions bf.simplé éomplexity. Although the data are inclﬁsive,

small businesses seemed to fare as Well-as'large businesses with inventions

milar complexity.

What Is the Ouality of Patent Examination?

Realisticaiiy,'the‘Patent'and Trademark Office must strike a balance

betwsen the desired quality of patent examination and the costs of

obtaining the quality. This balance is established by the coaction of

Congressional policy and implementation’of that policy by the Executive

from

Trademark Office, both from the Department of Commerce to which it reports,

" Branch. Concerns from the standpoint of implementation have been raised

time to time about the guidance and support accorded the Patent and

and from its leadership which has often had little continuity of service.

Reliable methods to measure the quality of examination performance of

the ‘Patent and Trademark Office do not exist. Accordingly, OTA has

éoncentrated on the factors that affect overall performance: the quality

of judgemeént éxercised in making patertability determinations (standards of

patentability) the quallty of the search of the: pPlOP art; and the

resources avallable to the Patent and Trademark ‘QOffice.

“The quality of patentability judgement éxe?cised'by7pateht*examinéfs

has b
court

appli
exten

 since

een the subject‘df controversy and a“source'of dissension between the

s and the Patent and Trademark Office. The Supreme Court has stated

‘that a "notorious difference" exists between the standards of'patentability

ed by the Patent and Trademark Office and by the courts. To some
t differences 'in standafds'of pateﬁtébiiity_may"be perceived to exist

courts tend to seé“only\thbSe patents that are of marginal validity.

" The quality of the prior art sesrch by the patent examiner appears to

- be si

gnificantly brought into qUéstion by ecourt decision statisties.

Furthermore, the Patent and Trademark Office internal quality review

progr
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'.:The“Patent and.Trademark Office issues about 70,000 patents each year
of which a certain number are subsequentiy found to be invalid. There are
no generally accepted methodologies for determining the frequency with
which patents of uncertain validity are issued but court statisties,

because of their availability and prominence, are the most widely used

indicator of overall patent validity. However, the conclusions to be drawn

. from court statistics are often disputed.

Slightly over 50 percent of adjudicated patents (where a court:

rendered a decision on the merits) are found invalid but only a small

- fraction of patents (IeSS'than 0.5 percent) are tested and the sample of

patents.in litigation is not representative of all patents.

In addition to court statistics, several other techniques have been
used to-develop.estimates'of the perceﬁtage of patents that have
questionable validity.  An internal review by the Patent and Trademark
Office;of randomly*seledted patent applications allowed by patent examiners

indicates that about 'S percent of the patents issued have at least one

: ?clearly unpatentable" claim. While these patents-are clearly defective,

others are borderline. One former Commissioner of Patents has sstimated
that between 5 and 10 perceﬁt of patents issued involved questions of
patentability with which reasonable men éould disagree. A further group of
patents is subject to question based on information not available to or

retrievable in the context of a patent examination by the Patent and

Trademark Office. In view of these indicators and others, OTA beiieves

‘that it is not unreasonable to assume that 10 to 20 percent of U.S. patents

have questionable validity.:

Studies of reported U.S. court decisions have shown that in-about 75

percent.of the cases in which a patent is found invalid, the ground for

‘invalidiﬁy-was that the claimed invention was obvious over the prior art

and hence:did not 'meet the statutory standard for patentability. The
second most prevalent ground for invalidating patents was lack of novelty

over the prior art.
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benefit from innovations at the expense of some of the social benefits but

there is little available data to indicate the:levels -of private returns to

innovators attributable to patents.

The uncertain reliability and practicalities’ of enforcement of patents
tend to diminish the value of the patent to'the patent owner if he is to
enforce the patent againsti a suspected infringer. Moreover, the patent
owner can generally expect that il he prevalls in an infringement
litigation he will recover no more than reasonable royalties as damages and

musttpay his own attorneys' fees. Thus, the patent owner‘pften has an

- incentive to license his patents rather than bring'anxinfringement action.

Whileilicensing'can adversely affect the private benefits to the patent

owner, it does have broader policy implicaticns. “The practical effect is

that the patent:owner frequently foregoes a monopoly position. -

'ifhe balance between private and public interests is further influenced
byﬁjudicially establiShedeolicies removing disincentives for challenging
patents. For example, the licensee cannot be bound by an agreement to not
challenge the validity of the patent; generally the licensee need not pay
royalties during the court litigation; and, the licensor is prohibited from
terminating the license becalse the patent was challenged. While this
policy facilitates patents being challenged in court, there are anecdotal

accounts of a patent owner being threatened with a suit by a’licensee

.challehging the validity of his patent in order to secure more favorable

licensing terms. Moreover, since the licensee risks only his attorney

-fees, an attractive buSiness'strategy is to negotiate a license under the

most favorable:terms possible and then challenge the patent.

Sometimes, however, theiprivate'benefits‘to'therpatent'owner”can be
achieved regardless of the validity of the patent.  The Temporary National
Economic Committee reported in 19%1 that litigation was being used by some

patent owners as a weapon of business aggression; Even the weakest of

‘patents can offer & threat fo potential defendants becauserof the expense

~and disruption of patent litigation, and the patent owner may be -able to
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for not obtaining patents wére cost related; either the expense of -
obtaiﬁing the patent or of having to defend it. A number of small
companies that responded to the survey indicated that patents were not
sought because they were not sufficiently reliable and there was too great

~a chance that they would be ruled invalid in court.

. These studies are not'necessarily'representative'and they do not

‘specifically explore the nexus between (1) patent reliability and -

enforcement costs and (2)'inno§ation or types of innovation undertaken.

They do not reveal, for example, whether any of the. firms in the National

~ Science Foundation study that listed patenting and licensing as-a "major

problem" decided not to undertake innovative activities in, or to direct

their research activities away from, areas in which patents are important.

For individuals and small.firms, ?atents‘can’be important for $ecuring

financing for undertaking innovative activities. One study,-based on a

_sﬁrvey-of small businesses, concluded that the existence of patent
protection is frequently a vital link in connecting technology with the

funds necessary to achieve successful commercialization of inventions. OTA
interviewed 8 venture capitalists who invest in high technology companies.
In genenal, the venture capitalists did not believe that greater patent

~ reliability or lesser costs of enforcement would significantiy inerease the

value of patents in their investment deecisions. .But the_prdspect of

- involvement in litigation is a significant deterrent to these investors.
- The investment selection methodology of many venture capitalists may

acecount - for- their general lack of concern Tor patent reliability and

enforcement. Frequently, this methodology relies on the management team

" and raﬁid advances in technology to provide protection from competition,

and stresses short-term payouts on investments. However, for technologies
that require a long research and development period, the venture
capitalistS'agreed that patents become alimost a prerequisite for

investment.

- The value of patents in the decision to undertake innovative . -
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‘with patent relisbility and the practicalities of enforcement are

not affecting the majority of decisions to innovate:. This is not

- unexpected because for many types of innovation, patents are not

primary corsiderations, ‘and often alternatives such as trade

" secrets are . relied upon fo protect inventions. Buf where patents
‘are an essential element, the concerns over reliability and

~enforcement -have more significant implications.

‘Many small businesses consider patents vitally important to

“obtaining outside funding. Venture capitalists, however, appear

to believe that greater patent reliability and lesser costs for

“enforcement ‘would. have little effect on many of their investment

"decisions, but for some technologies they deem reliable patents

to be eriticals

The presént circumstances regarding patent reliabiiity and the

'"practicalities_of'enforcing-patents éncourage.private setilement

of patent'di§§Utes and licensing of:paténts. while“this tends to

‘reduce the value of patents to their owners, it zlso reduces the

iikelihood that a patent owned by another will hinder irnovation.

The patent-syséem, while not perfect, is providing a meaningful
incentive for innovation and is being relied upon by many
innovators. Potential exists for inereasing the value of patents
to patent owners bui there is‘a'praétical'limit as to how much

improvement cah be aé¢hieved.

"Recent changes have been made 'in the patent laws (particularly

those establishing reexamination, creating the Court of Appeals
for the Federal Circuit ‘that will haye execlusive jurisdietion
over appeais'in.patent suits, and~mandating the Patent and
Trademark Office to develop a plan for computerization). While

these changes are intended to improve patent reliability and the

. practicalities of patent enforcement, and, therefore, enhance the




10

15

20

25

that is, ‘does not meet the statutory standards for patentablllty If the

patent is held valid and 1nfr1nged by the court the court can order the

1nfr1nger to cease the lnfrlnglng act1v1t1es and award damages to the

‘ patent owner.

Uniess'the patent'ownermhas reasonable assnrance that;'once granted,

his patent is (1) rellable (that is, is valld protects the invention, and

. 1s respected by others) and (2) pract1ca1 to enforce, then the rlghts _

conveyed by a patent prov1de 11tt1e incentive to undertake rlsks. Ir

patent owners lack confldence in the patent system patents will only be

"useful as mechanlsms to max1mlze prlvate galn for 1nnovat10ns that would

oceur 1n thelr absence.
Summary of Major Findings

The follow1ng lists the ma jor flndlngs of thlS OTA study concernlng f
patent reliability and the pPaCtlcalltlES of enforcement. These flndlngs.

will be d;scussed in more detall in the later sections.

ﬁo.: Over one- half of the patents whlch are lltlgated are found

| 1nva11d by the courts, however,_only about 0.5 percent of all
kpatents are lltlgated and, therefore, lltlgatlon statlstlcs are’ '
not representative of the rellablllty of patents as a whole.
ithlgatlon statisties, however are v1rtually the only avallable
measure of patent rellablllty and receive w1despread attentlon..

. thlgatlon statistics can therefore influence perceptlons of the
'value of patents and affect the degree of confldence that an
_1nnovator or 1nventor w1ll place in a patent

o Althongh there are'no conelusive measures for determining how
many 1nva11d patents are issued, a. number of indicators suggest
_that 10 to 20 percent of patents have questlonable valldltles

This estlmate however must be v1ewed with . cautlon._
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useful arts." Congress exercised this authority in 1790 and set forth the
basic principles. of the patent systéem which afe, in essence, a bargain
between the inventor, who must disclose his. invention, and the publie,
which gives the inventor a limited monopoly in the invention. A patent is
issued only if the invention.is fully disclosed and is useful, and meets a
;ertain standard for patentability, that is, the invention is not known or
"obvious" from the "prior art" that preceded it.. In general, prior art

constitutes all patents and printed publications in the world and public

" use or knowledge of ‘the invention in the United Statés. The' patent grant

gives the right for 17 years to its owner to exclude others from making,

- using or selling the invention in the United States.

Grantlng patents, of course, is'only one of a variety of astivities
available to the Federal government to encourage innovation. Some other

government activities may be speclflcally targeted at a partlcular

: technology or 1nnovator, for example, direct” funding and assistance

programs, purchases of innovative products, "and pUbllCltY about the

innovation or the innovator. Other more general policies also affect:

“innovation; for example, anti-trust policies, economic poliecies, regulatory

policies, tax policies, general assistance policies (including the

dissemination of technical information), and policies concerning property

“rights in information. Some of these activities may have a greater and

more”immediate effeéct on innovation than do patents, but patents by the

very nature of the’ rlghts granted are unlque as incentives.

Patents can promote the progress of science and the uséful arts in the

follow1ng ways: They encourage research by prov1d1ng a mechanism for

'protectlng research results from commércial use by others; they encourage

the development of new products and processes by giving the patent owner
the right for a period of time to exclude others form making, using, or

“gelling an invention; they provide a mechanism for transfering technology

to those who may put the technology to practical use; and they provide the
public with technical information that can lead to further "technological

advances, which informetion might not have been disclosed if no patent
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