PATENT REFORM IN THE COURTS, THE CONGRESS,
AND THE PATENT OFFICE

By Lisa A. Dolak’

“Change” is the buzzword of the current politicaason. But change has
already come to the patent system, and the profoidgtreat, depending on your
perspective) of more change is in the air. Underding the implications of recent and
proposed patent reforms is essential for anyoneged in technology development and
commercialization. The significant recent develepta and pending proposed patent
law revisions are summarized and discussed inrdpert.

INTRODUCTION

The last several years have seen a flurry of pagéorm activity. The Supreme
Court has accepted nine patent cases for reviégw iast four terms$,and the United
States Court of Appeals for the Federal Circuitdgramteden banaeview of several key
patent law questiorfs Comprehensive patent reform legislation has Ipeeposed,
revised, and debated during each of the presentanédiate past congressional
session$. And the United States Patent and Trademark Offk&PTO) has promulgated
sweeping and controversial new prosecution rules.

This report summarizes the changes that havedgitezen implemented and
highlights potential additional developments. dé@sses their significance for
universities and businesses engaged in or plarestgology commercialization
transactions. It discusses the prospects and atimins for additional changes to the U.S.
patent system, particularly those affecting techgplcommercialization.
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3See, e.gPatent Reform Act of 2007, S. 1145, H.R. 1908 ti bng. (2007); Patent Reform Act of
2006, S. 3818, 109th Cong. (2006); Patents Depar@uality Act of 2006, H.R. 5096, 109th Cong.
(2006); Patent Reform Act of 2005, H.R. 2795, 100timg. (2005).

“Changes To Practice for Continued Examination §#jrPatent Applications Containing Patentably
Indistinct Claims, and Examination of Claims in&#tApplications, 72 Fed. Reg. 46,716 (Aug. 21,7200
(to be codified at 37 C.F.R. pt. 1limplementation of the new rules, which would selelienit the use of
continuation applications, has been enjoined. Safdudas, 541 F.Supp.2d 805 (E.D. Va. 2008). The
USPTO'’s appeal from that decision is currently peadt the Federal Circuitd., appeal docketed\No.
2008-1352 (Fed. Cir. May 8, 2008).



. RECENT JUDICIAL REFORMS

The recent patent reform-related developmentlarcourts and efforts in the
legislature have focused primarily on two goalsipiioving patent quality and limiting
the potential for litigation abuseThe Supreme Court has been active on both fronts.

As noted above, the Supreme Court has granteevwawinine patent cases since
the start of the 2004-05 terimk-our of the Court’s decisions, in particular, éav
significant implications for organizations engageefforts to commercialize
technologies. These decisions relate to the kgaldard for determining whether an
invention is unpatentable as “obvious,” when a patevner is entitled to a permanent
injunction against an infringer, whether a licensae challenge the validity of a licensed
patent, and whether (or when) a patent owner caosa restrictions on purchasers of
patented products.

A. Supreme Court Decisions Summarized
1. KSR Int'l Co. v. Teleflex Inc. (April 2007)

KSR Int'l Co. v. Teleflex Intfalls most definitively into the first of the two
reform categories: improving patent quality. KIBR the Supreme Court reviewed the
test applied by the Federal Circuit for evaluativitgether an invention claimed in a patent
or patent application satisfies the statutory negquent of nonobviousness. The Federal
Circuit, the appellate court with exclusive jurisiittn over appeals from court
determinations in patent infringement lawsuits @il as USPTO decisions refusing to
issue patents, had held that a challenger or tHe&Tl@Scould only prove obviousness if

®Sarah M. KingClearing the Patent Thicket: The Supreme Court@ndgress Undertake Patent
Reform 19 No. 9 NTELL. PROP. & TECH. L.J. 13,13 (2007).

® The Supreme Court has decided eight patent casesdhe last four termsSeeQuanta Computer, Inc.
v. LG Electronics, Inc., 128 S.Ct. 2109, 2122 (200®lding that “[t]he authorized sale of an aeithat
substantially embodies a patent exhausts the platdahér's rights and prevents the patent holdenfro
invoking patent law to control postsale use ofdhécle”); Microsoft Corp. v. AT&T Corp., 127 S. Ct
1746, 1751-52 (2007) (addressing the extrateratogach of U.S. patent law); KSR Int’l Co. v. Tigde,
Inc., 127 S. Ct. 1727, 1741-43 (2007) (revisingstandard for establishing obviousness); Medimmune,
Inc. v. Genentech, Inc., 127 S. Ct. 764, 777 (2@eXpanding the availability of declaratory reliefBay,
Inc. v. MercExchange, L.L.C., 126 S. Ct. 1837, 182006) (holding that district courts are to apply
generally applicable equitable principles in dewjpiwhether to grant injunctions in patent casdi@pls
Tool Works, Inc. v. Indep. Ink, Inc., 547 U.S. 28-46 (2006) (rejecting the premise that a patent
necessarily confers market power on its owner,taoding that “in all cases involving a tying
arrangement, the plaintiff must prove that the dééat has market power in the tying product.”); term
Food Sys., Inc. v. Swift-Eckrich, Inc., 546 U.S43206-07 (2006) (applying the requirements of FRd.
Civ. P. 50(b) to foreclose review of the sufficigraf the evidence); Merck KGaA v. Integra LifeSaes
I, Ltd., 545 U.S. 193, 206-08 (2005) (interpretthg patent statute’s safe harbor provision relatinipe
development and submission of data to the Food @g¥dministration). The Court also granted
certiorari in an ninth patent case during this @a&rbut ultimately dismissed the writ of certiorasi
“improvidently granted.” Lab. Corp. of Am. v. Mddalite Lab., Inc., 126 S. Ct. 2921, 2921 (2006Y (pe
curiam). Even the latter case, however, resultezhiopinion on the merits by three justices.(Bdeyer,
J., dissenting).

7127 S.Ct. 1727 (2007).



“some motivation or suggestion to combine the pad teachings’ can be found in the
prior art, the nature of the problem, or the knalgie of a person having ordinary skill in
the art.® Critics argued that the Federal Circuit’s infleei application of this
requirement set the patentability bar too low - thenade it too difficult for the USPTO
or a patent challenger to reject or invalidate tempiaclaim.

The Supreme Court rejected the Federal Circuritggd approach” and held that
“[w]hat matters is the objective reach of the [pak€laim” — not the patentee’s
“motivation [or] avowed purpos€.”The Court instructed that the obviousness armlysi
must take into account not only the particular peobthe patentee was trying to address
and the narrow, specific teachings of the priorlaut also the “ordinary creativity” and
“common sense” of a person of ordinary skill in tekevant art, and what solutions
would have been obvious for that person to%ryhe effect oKSRon patent
prosecution, litigation, and licensing strateggasisidered below, following a brief
discussion of the other significant recent Supr€uart decisions having general
implications for entities engaged in technology coencialization efforts.

2. eBay Inc. v. MercExchange, L.L.C. (May 2006)

The recent Supreme Court decision most closelytifiled with the second
reform goal — curbing litigation abuse -eBay Inc. v. MercExchange, L.L.E. In eBay
the Court rejected the Federal Circuit’s “geneudd r. . . that a permanent injunction will
issue once infringement and validity have beendugid.”? It unanimously held,
instead, that the four-factor test that governsatkaglability of permanent injunctive
relief generally® “appl[ies] with equal force to disputes arisinglenthe Patent Act*

This bottom-line holding was consistent with theu@'s approach in several of
its other recent patent-related decisions, whexeCthurt held, in effect, that generally
applicable litigation rules apply, as well, in pateases® According to the Court, its

81d. at 1734-35 (citing Al-Site Corp. v. VSI Int'l, Inc174 F.3d 1308, 1323-24 (Fed. Cir. 1999)).
9127 S.Ct. at 1741-42.

94,

11126 S.Ct. 1837 (2006).

121d. at 1841 (quoting MercExchange, LLC v. eBay In€] &.3d 1323, 1338 (Fed. Cir. 2008acated
126 S.Ct. 1837 (2006)).

1«A plaintiff must demonstrate: (1) that it has sréfd an irreparable injury; (2) that remedies aéd at
law. such as monetarv damaaes. are inadedquaterioecsate for that iniury: (3) that, considerina the

balance of hardships between the plaintiff and middiet, a remedy in equity is warranted; and (4 tie

public interest would not be disserved by a permaimgunction.” 126 S.Ct at 1839.

¥d.

15 See, e.glllinois Tool Works Inc. v. Independent Ink, In&47 U.S. 28, 45-46 (2006) (rejecting the
premise that a patent necessarily confers marketpon its owner, and holding that “in all cases
involving a tying arrangement, the plaintiff musbype that the defendant has market power in thagtyi



holding is also consistent with the language ofapplicable statute, which “expressly
provides that injunctions ‘may’ issue ‘in accordandith the principles of equity.*®
However, because the essence of the patent righe isight to exclude others from
making, using, offering for sale, or selling” tmeéntion!’ theeBaydecision is
controversial. And, although the precise contaiditheeBaydoctrine will be refined
over time, the decision, without a doubt, is siigaift.

3. Quanta Computer, Inc. v. LG Electronics, Influne 2008)

Quanta Computer, Inc. v. LG Electronics, ¢ the most recent patent decision
of the Supreme Court. This case concerned whatpatentee can control/restrict the
rights of buyers of the patented product. Themtats LG Electronics (LGE), had
licensed Intel to “make, use, [or] sell” patentednputer microprocessors and chipsets.
Intel, in turn, sold those components to computanufacturers. In accordance with its
agreement with LGE, Intel notified the manufactarirat they did not have authorization
to combine the licensed Intel components with naetlparts. The Supreme Court, in a
re-affirmation of the “patent exhaustion” doctriteld that LGE, the patent owner, had
“exhausted” (extinguished) its patent rights — easrto its method claims — by
authorizing the sale of products (microprocessotschipsets) that “substantially
embody the patents” asserted by the patentees(infingement suit against the buyer-
computer manufacturer). Notably, the Court heltt the exhaustion doctrine applies
even where, as here, the patents at issue covetédenindividual components Intel sold
to its customers, but rather the final product niactured by Intel’'s computer
manufacturer customers. Critical to the Courtasaning in this regard was that the
licensed products — microprocessors and chipsetsre only useful once incorporated
by the buyer-computer manufacturer with other cot@pcomponents (“buses and
memory”) to yield a functioning computer. Thusidsiie Court, the licensed products
“substantially embodie[d]” the patents at issue.

product”); Unitherm Food Sys., Inc. v. Swift-Eckridnc., 546 U.S. 394, 407 (2006) (applying the
requirements of Fed. R. Civ. P. 50(b) to foreclasgew of the sufficiency of the evidenceJee also
Gregory A. Castanias, Lawrence D. Rosenberg, MichaEried & Todd R. Geremi&urvey of the
Federal Circuit's Patent Law Decisions in 2006: &M Chapter in the Ongoing Dialogue With the
Supreme Couyts6 Av. U. L. REv. 793, 814-815 (2007) (identifying, from “the retemlogue between
the Federal Circuit and the Supreme Court”, thesta” that “[tjhe same rules apply to litigatiowalving
patents as in ordinary, non-patent litigation[,jfing UnithermandMedIimmung

16 eBay 126 S.Ct. at 1839 (quoting Injunction, 35 U.S$@83 (1952)).
1735 U.S.C. § 154(a)(1) (2002).
18128 S.Ct. 2109 (2008).



4, Medlmmune, Inc. v. Genentech, Inc. (January @D

A fourth recent Supreme Court decision with siigaift implications for patent
licensors and licenseesMedimmune, Inc. v. Genentech, .lhcThe issue itMedimmune
was whether a patent licensee must terminate achrigs license with the patentee
before it can bring suit in the federal courtsdquest a declaration that the patent is not
infringed, invalid, or unenforceable. The Fed&actuit had held that as long as the
license was in force, the federal courts lackesgliction to consider a challenge by the
licensee because under such circumstances thenmeonsgual controversy between the
parties. The Supreme Court rejected the FederaliCs interpretation and held that
even though a licensee-in-good-standing has na i@asiearing an infringement action
on the part of the patentee, the fact that itsBegpayments are made under the coercion
of the patentee’s rights creates a sufficient blasigirisdiction over the licensee’s claims
that the patent does not cover the licensee’s ptedar is invalid or unenforceable.

B. Effects and Open Questions

Each of these decisions contributes to an ovendl in the balance of power
from patent owners to licensees and potential §ees. KSRshould make it easier for
accused infringers and patent licensees to susgiteadhallenges to spurious patent
claims. It should also, especially in combinatrath Medimmunegtend to discourage
patent owners from trying to coerce potential mjers from taking licenses under such
claims, sinceMedImmundacilitates court challenges by those who havenetfered”
licenses, as well as those who have already sigpe@uantareaffirms that purchasers
of patented products, even components of a pateotatdination which “substantially
embody” the patent at issue, are effectively lieehgnder the patent. It thus limits the
opportunities for patentees to attempt to exacilt@®s from downstream purchasers.
And by curbing the threat that a finding of infrergent will automatically trigger a
permanent injunctioreBaychanges the dynamics of license negotiationsicpéatly
when the patent is owned by a commercial entitycvidioes not manufacture or sell the
patented products.

It is important to note that the import and infige of these very recent Supreme
Court decisions are just beginning to percolateugh the system, and that it will be
years until we can competently assess their effdtis possible, however, to make some
preliminary observations about the reach and limiitthese recent rulings.

First, as a general matt&SRmay have a greater impact on attempts to patent or
license inventions in the mechanical or electrazéd than on new chemical compositions
or advances in biotechnology. The latter, in gaheare inherently unpredictable fields,
and are, as a consequence, less susceptible tmemtgithat a given outcome could have
or should have been expectédQuantalimits a patent owner’s ability to “sell one

19127 S.Ct. 764 (2007)

D gee, e.g. Anthony Wilson,Chemical and Life Sciences Patenting — New Coniibers after the KSR vs
Teleflex Decisin, available at http://ezinearticles.com/?Chemiadi-Life-Sciences-Patenting-New-



company a license and sue that company’s custonimrispatent holders can be
expected to raise the price for licenses as atrésAlthougheBaycommands the courts
to apply the same equitable considerations to oheterthe availability of injunctive

relief in all patent casé$and although patent holders who don’t themsele#patented
products in competition with their accused infrirgyean now be expected to have
difficulty qualifying for injunctive relief, the Qart noted that some non-practicing patent
owners, “such as universities or self-made invesjtanay well be entitled to

injunctions?® Thus, such patent holders may find their leveiadieense negotiations
largely unaffected bgBay

Of the recent Supreme Court decisidiledimmunamost directly affects patent
licensing, especially as to pre-existing licenseeaments negotiated and implemented
under the old rule$. Licensees can use the threat of a validity chgeto compel
renegotiation of the original dedl.And patent holders must tread lightly in their
approaches to and discussions with potential leens Otherwise, they may find
themselves in court defending an unanticipatediitglchallenge?® Interestingly,
though,Medimmunenay actually encourage potential licensees to é&dkeense, if only
to limit their exposure while they prepare to cealje the patents in question.

Each decision leaves unanswered many significaestepns. For example, was
the Court’s guidance iIKSRclear and decisive enough to significantly andnzerently
alter the obviousness doctrine? Will non-profgearch entities and independent
inventors continue to enjoy the potent leveragehefpotential injunction in license
negotiations? And how will small startups seekimgaise venture capital and sign up
licensees avoid being labeled as “trolls” presuagbyi ineligible for injunctive relief?

Quantaraises such questions as: (1) can a patentee exialistion and retain
enforcement rights by imposing conditions on itefisee or customers? (2) If so, would
the remedy for violations of those conditions hecontract law or patent law? (3) When
does (or not) a product “substantially embody” tept(e.g., what if it is not an essential

Considerations-After-The-KSR-VS-Teleflex-Decision&660176.

% See, e.g.Sheri QualtersA Small Company Takes on Alleged ‘Patent TroNgT’L L.J., June 23, 2008,
at7.

% eBay 547 U.S. at 391-92.

#|d. at 393.

2 SeeTimothy J. Shea, JiRatent Licensing in the Wake of Medimmune, eBaR, l88d Microsoft
tE:)c{gI:l/(r}lvl?/lv?/vé\?.twestIegalworks.com/conferences/presdnrrnatdnplb/Patent%ZOLicensing%ZOin%20the%20W
ake%200f%20MedImmune.pps.

S seeid.

% gSee, e.glrfan A. Lateef and Joshua Stowell Supreme End to Patent Trol/$® ORANGE COUNTY
LAaw. 18 (2007).

%" SeeSheasupranote 24.



element of the patented combination, or has reddenses outside of the patented
combination)? And Medlmmunesimilarly directly affects the structuring of licse
deals, because it leaves unanswered the questwhather license provisions such as
validity acknowledgements, provisions raising regunients and royalties in the event of
a challenge, forum selection clauses, and provssiequiring advance warning of suit
can be used to blunt its adverse impact on licexisor

Research and technology development organizat@amsot, of course, wait
around to see how the law develops in the wakbedd Supreme Court decisions.
Fortunately, these cases suggest some potentggdgrton, litigation, and licensing
strategies for technology commercialization ergitie consider implementing now.
Some such strategies are presented below, folloavisigcussion of potential legislative
reforms.

C. Significant Federal Circuit Activity

In 2005 the Supreme Court agreed to hear a case presanmtiisgue concerning
what types of inventions are eligible for patenfihd he Court subsequently declined to
decide the case, but three justices issued anapaailling into question the Federal
Circuit's current standard for evaluating whetheirazention constitutes patent-eligible
subject mattet:

Since then, the USPTO has refused to issue paiarggbject matter ineligibility
grounds in a number of cases, including a casdvimgpclaims to an electronically
“watermarked” signal (as in an electronically tnassible digital audio file “marked”,
for example, with copyright informatio®) and one where the applicant claimed “[q]
method for managing the consumption risk costsairamodity sold by a commodity
provider at a fixed price” — i.e., a hedging methetlich method could be applied to any
commodity and could be carried out entirely via taksteps?

% See, e.gRufus Pichler, Paul E. Jahn, and William |. Schw@upreme Court Issues Ruling on Patent
Exhaustion in Quanta v. LG ElectronjddORRISON& FOERSTERLEGAL UPDATES& NEWS, June 2008,
http://www.mofo.com/news/updates/files/13982.html.

' See, e.gSheasupranote 24.

%0 Laboratory Corp. of America Holdings v. Metaboliteboratories, Inc., 546 U.S. 975, 975 (2005).
31 Laboratory Corp. of America Holdings v. Metaboliteboratories, Inc., 548 U.S. 124, 125-38 (2006).

32|n re Nuijten, 500 F.3d 1346, 1357 (Fed. Cir. 20@iffirming the USPTO’s holding that a signal istn
patent-eligible subject matter).

¥ See e.gMichael J. Schallogedging on the Scope of Patentable Subject MatteBiisiness Methods —
The Potential Broader Implications of In re BilSKITELLECTUAL PROPERTYTODAY, July 2008available
at http://www.iptoday.com/articles/2008-7-schallop.as



The Federal Circuit agreed with the USPTO aboaistgnal claims; raised
patent eligibility concerns on its own in anothase involving claims to a “business
method"#* and decided to hear the appeal in the case imgthie hedging method
claims ‘en bang, in other words to have the full court decide tase as opposed to the
usual three-judge pané&l.The court also requested that the parties aret giople,
groups and companies interested in providing theteeith their views submit briefs on
such broad guestions as “[w]hat standard shoul@mgowm determining whether a process
is patent-eligible subject matter . . .” and “[wiher a method or process must result in a
physical transformation of an article or be tiectmachine to be patent-eligible subject
matter .. .?”

This case +n re Bilski— could result in a ban on the patenting of bussne
methods. It seems more likely, however, that thatowill tighten the existing standards
and effectively require that patented business at=tive tied to and implemented
through computer hardware or computer-readablevaoét media. But as of this writing,
the outcome and its potential implications are wag@e The Chief Judge of the Federal
Circuit recently announced that the decisioimime Bilskiwill be “very significant,” and
that “[i]t will probably have a broader scope th#re other patent eligibility cases the
court has recently decidedf,’s0 it appears that the court has decided to isedke to
significantly affect the future patenting of bussemethods.

lll.  LEGISLATIVE PATENT REFORM PROPOSALS

The U.S. patent system is a victim of its own gssc It has worked to encourage
the patenting of new technologies — too well, $agiitics. The Federal Circuit’s
generous application of the Patent Act’'s remedyigrons have, in some cases, inspired
abusive litigation, and the potency and perhapsetquansive availability of patents have
led to a crush of applications which threaten twadr the USPTCE

34 Nuijten, supranote 32, at 1357.

% In re Comiskey, 499 F.3d 1365, 1380-81 (Fed. Z007) (declining to decide whether the USPTO
properly concluded that the claimed method was tempable as obvious over the prior art, because the
patent application, in the court’s opinion, claimedligible subject matter).

% In re Bilski, 264 Fed.Appx. 896, 897 (Fed. Cir08).

3" Eileen McDermottThe View From the Federal CircuilPPI CONGRESSNEWS, Sept. 9, 2008, at 14,
available athttp://www.managingip.com/pdfs/02_AIPPI_Chicagoelpdf.

% “The backlog of pending patents is approachingcar 800,000, and average approval time has
stretched to 31 months. . . . Patent quality h#feisd as overburdened and underpaid examiners have
granted protection to broad and seemingly obviasiness-process ‘inventions,’ such as Amazon.com'’s
checkout cart for online shopping.” Ann Theresérea, Will Congress Slam Small Inventors?
CNNMoONEY.com, June 19, 2007,
http://money.cnn.com/2007/06/18/magazines/fsb/pateform.fsb/index.htm.



These factors have led to calls for chafigeyd members of Congress have
responded by introducing comprehensive patentmefolls in both houses during the
last several years. One bill - H.R. 1908 — was@mul by the House of Representatives
in September 2007, but the corresponding Sendfesbil 145, died in April of this yedt.
Nevertheless, there is no indication that the pnepts of “change” have given up.
Consequently, we are likely to see patent reforappsals taken up for consideration in
the new Congress. Those proposals will likely arior echo what had gathered
momentum in the current legislative session, inclgdhe key changes discussed below.

A. Patent Reform Provisions Advanced in the 110t(R007-08) Congress
1. First Inventor to File

In every patent-issuing country except the UnBeates, the issue of which of two
(or more) persons who independently invents theesarention at around the same time
has priority is resolved by awarding the paterthtbone with the earliest filing dateIn
contrast, where priority of invention is contestgddS. law currently awards the patent to
the first to have invented the subject matter iagtion??

The most recent congressional patent reform padpegould convert the U.S.
from a “first-to-invent” to a “first-inventor-to-fe” system, subject, perhaps, to certain
changes in the law of other major patent-awardmgntries to create a pre-application
“grace period” similar to that available to invergander U.S. laW. This is a long-
debated issue, including as to whether such a ehangld disproportionately
disadvantage independent inventors, small compaamesuniversities. Proponents of
the change argue that it would reduce costs, isereartainty, and promote innovation
by liberating resources currently invested in pngvinvention dates. In addition to
concerns about fairness to small entities, oppen@rgfue that patent application quality
will suffer as applicants rush to fité.

% See, e.gGeorge Best, Benjamin Berkowitz, & Stephen Mabiimy Damaged is the Patent Reform
Act?: Dispute Over How to Calculate Awards is Jhst Latest IP Debate Slowing Down this Bil6
LEGAL TIMES, July 7, 2008available at
http://www.law.com/jsp/dc/PubArticleDC.jsp?id=12@2685963; Ted FranKk,here is a Role for
Congress in Patent Litigation Reform LIABILITY OUTLOOK, at 1, February 2008yailable at
http://www.aei.org/publications/publD.27550/pub_aieasp.

“0See, e.gEmily Berger & Richard EsquerrRatent Reform Act Stalls in the Sen&lieECTRONIC
FRONTIER FOUNDATION, May 2, 2008, http://www.eff.org/deeplinks/2008/0&tent-reform-act-stalls-
senate.

*1 SeeJohn R. Thomas & Wendy H. Schadhgtent Reform in the 110th Congress: Innovaticués
CONGRESSIONALRESEARCHSERVICE REPORT FORCONGRESS at 15, Jan 10, 2008yailable at
http://ipmall.info/hosted_resources/crs/RL33996 1IB0pdf (hereinafter CRS Report).

“21d.

“1d.

41d. at 16.



Surprisingly, the data on whether moving to astfinventor-to-file” system
would benefit or disadvantage independent inventorversities, and small businesses
are mixed. A 2002 study found that the currentesyshas not benefited small entitfes,
and has, during one recent period, at least, hamugghendent inventofs. Furthermore,
large entities can use the current system to aigdléhe patent rights of small entitfés.
On the other hand, when priority (as opposed tergability) is the issue upon which
these proceedings are resolved, “the first to ihiseguite frequently not the first to
file.”®

It is worth noting that globalization is pullinge U.S. in the direction of first-
inventor-to-file, not only because of harmonizatpyessure from other countries, but
also because, for those seeking protection in plaltountries, operating under two
systems can be expensive.

2. Post-Grant Review

Two major recent patent reform studies calledHierinstitution of post-grant
review proceedings in the USPTOCurrent law provides for “reexamination” of issue
patents by the USPTO under limited circumstancessciitics of the current system
argue that existing opportunities for post-grardliemge have limited effectiveness.

Concerns about patent quality are spurring call®kpanded post-grant review
opportunities in the U.S. At a series of 2005 “ToMeetings on Patent Reform”,
presented by the American Intellectual Property lfssociation and the sponsors of the
two patent reform studies referenced above — tderfaéTrade Commission and the
National Academies’ Board on Science, Technology, Bconomic Policy — “the
problem” was described as the “[r]lapid growth ingo& applications leading to [a lJarge
increase in patent office workload [and h]ighemgnates in the US . . . [sJuggest[ing] a
decline in the standard of patentability. The identified “possible causes” of a decline in

“5 Gerard J. Mossinghoff,he First-to-Invent System Has Provided No AdvaatagSmall Entities38 J.
PAT. AND TRADEMARK OFF. SOC'Y 425, 428 (2002).

41d. at 427-28.

“"Mark A. Lemley & Colleen V. ChierAre U.S. Patent Priority Rules Really NecessaBR2HASTINGS
L.J. 1299, 1323 (2003).

*®1d. at 1309.

9 NAT'L RESEARCHCOUNCIL, A PATENT SYSTEM FOR THE21ST CENTURY 95 (Stephen A. Merrill et al.
eds., 2004)available athttp://books.nap.edu/cataloa.php?record id=108%6; TRADE COMM'N, TO
PROMOTEINNOVATION: THE PROPERBALANCE OF COMPETITION AND PATENT LAW AND PoLicy 7 (2003),
available athttp://www.ftc.gov/os/2003/10/innovationrpt.pdf.

' See, e.g.CRS Reportsupranote 41 (citing Mark D. Janifnter Partes Reexaminatipi0 FORDHAM
INTELLECTUAL PROPERTY, MEDIA & ENTERTAINMENT L.J. 481 (2000)).

*1 Fed. Trade Comm’n, et alpwn Meeting on Patent Refol@005),
http://cyberlaw.stanford.edu/attachments/Complet@sti@es San%20Jose.ppt.
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guality included an “overburdened patent office"|aeck of expertise in the relevant
areas”, a “lack of prior art databases”, and thedkening of the non-obviousness test,
partly through court decision&”

In addition to concerns about quality, advocafesxpanded post-grant review
opportunities in the U.S. point to the high cosd &mited availability of the alternative
review route — litigation in federal district courtas well as the availability of post-grant
opposition proceedings in other major patent-grantiountries’ The potential
drawbacks of new post-grant review procedures delbhhe imposition of new costs,
delays, and uncertainty on patent holders, andmedens on an already-overburdened
USPTO>* And advocates for small entity patent owners artpat such proceedings
present opportunities for harassment by larger eonst®

The real debate about expanded post-grant revigkei United States relates to
when during the life of a patent should such oppaties be availabl&. In Europe, for
example, an opposition may only be filed duringriivee months following the issuance
of the patent! Traditional beneficiaries of strong patent riglsisch as pharmaceutical

*21d. As notedsupranotes 7-10 and accompanying text, the Supremet€algcision inrKSRhas since
revised the obviousness standard.

>3 See, e.gMatthew Sag & Kurt RhodéRatent Reform and Differential Impa& MINN. J.L.Scl. & TECH.

1 (2007) (“the high cost of federal court litigatishields bad patents from scrutiny in many cadas,”
“[plost-grant review will address this by providiagow cost method of challenging patents.”); Mileh

A. Cimbala & John M. Covert,et Opposing Forces Gather: Post-grant Process @ik Questionable
Patents FasterLEGAL TIMES, Mar. 15, 2004available at
http://www.sternekessler.com/media/news/news.131 gairope and Japan already permit post-grant
oppositions,” and under post-grant review proc§gkirfd parties would be able to challenge a patent
before they had spent major costs on a produchtigtit infringe.”); Peter F Corless & George W Ner
Taking the USPTO Route to Challenging a Pat&i2 RTENT WORLD 12 (2005) (“[a]lthough found in
other countries, there is no practical post-alloseaar -grant opposition procedure in the UnitedeSta.”
Additionally, “in the U.S. litigation may not beraalistic strategy for many parties, as it can Gmously
expensive and protracted.”); Stuart J.H. Grahami&rar Harhoff Can Post Grant Reviews Improve
Patent System Design? A Twin Study of US and Earopatent§Governance and the Efficiency of
Economic Systems, Discussion Paper No. 38, 2@084j|able athttp://www.gesy.uni-
mannheim.de/dipa/38.pdBronwyn H. Hall, et al.Prospects for Improving U.S. Patent Quality via Pos
grant OppositiofNBER Working Paper No. W9731, 2003), at 8-4%ailable at
http://ssrn.com/abstract=410657 (comparing posttgreocedures and patent litigation in the European
Union to the U.S.); Hal Wegne@n Patent Review in US vs. Jap&rec. 7, 2006,
http://www.ipeg.com/_UPLOAD%20BLOG/December%207%a@nt%20Review,%20Research%20Exe
mption.pdf (comparing patent review in Japan veteadJ.S.).

>4 SeeTown Meetingsupranote 51.

* See, e.gStephen G. Kunin & Anton W. Fettinfhe Metamorphosis dfter Parte€xamination 19
BERKELEY TECH. L.J. 971, 982 (2004) (“the post-grant review forshould be open to all issues for a
limited time” because there “is the potential fardissment engendered by the relative ease and ahinim
cost of initiating post-grant review proceedingsJ9seph Farrell & Robert P. Mergésgentives to
Challenge and Defend Patents: Why Litigation WBeliably Fix Patent Office Errors and Why
Administrative Patent Review Might Hell® BERKELEY TECH. L.J. 943, 967-68 (2004) (“[p]ost-grant
patent revocations could be “misused by firms wihapsy want to slow down or injure a patentee-firjn.”

* See, e.gBest et al.supranote 39.

571d.
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and biotechnology industry members, argue that 8mgts are necessary to safeguard
the incentives which motivate their substantiabegsh investmentS. But some argue
there should be a “second window” for oppositioat tivould open when the patent
owner asserts infringement and close followingaso@able opportunity for the
threatened party to consider an administrativelehgé® This divide is one of the
sticking points holding up comprehensive legisktigform?®

3. Prior Art Searching

Both H.R. 1908 and S. 1145 would impose (or aitlkeahe USPTO to impose) a
new duty on applicants to conduct and submit tkalte of a pre-filing prior art search,
and the Senate version would also authorize theT@8® require the submission of an
“analysis relevant to patentability.” This latter requirement, in particular, is quite
controversial, because it would significantly ireese the cost of preparing patent
applications? And because it would require applicants to “gdtmrecord” with
affirmative statements characterizing the claimmention, the content of the prior art,
and how they differ, it would also greatly incredise risk that alleged infringers would
one day assert — possibly successfully — that dtenp was procured via “inequitable
conduct”, a violation of the applicant’s “duty cdredor” to the USPT®.

4. Limitations on Venue, 18-Month Publication, an@ther
Potential Changes

Some proposed reforms are less controversial.e¥ample, both H.R. 1908 and
S. 1145 would limit patent owners’ options regagdivhere to file infringement actiofis.
And both would require the publication of all pemglipatent applicatiorf§ although the
bills differ somewhat on the precise timing of pgste publicatiof’

%d.
€d.

% Harold WegnerBerman H.R. 1908, Patent Reform Bill, Pronounce@.B., Apr. 29, 2007,
http://www.ipfrontline.com/depts/article.asp?id=09&deptid=4 (arguing that there had been a “total
impasse from the last Congress over ‘second wingmst-grant review and that the [then] current
legislation as introduced is dead in the water'duse it called for a ‘second window’); Thomas Kelto
Policy Considerations Behind Post-Grant Patent Gpipas,
http://www.fulbright.com/images/publications/Pol#0Considerations%20Behind%20Post-
Grant%20Patent%200ppositions.pdf (last visited S#pt2008) (arguing that “compromise reform would
be easier to pass” because “pharma" would be “apgubto] fight second window legislation

vigorously.”).

®!1d. at 38-39.

2See, e.gBest et al.supranote 39.

3 see id.

% CRS Reportsupranote 41, at 35-37.

8 Under current law, most U.S. patent applicatiaespaiblished 18 months after filing. 35 U.S.C.

12



Other potential changes include clarification dmidtation of the law of willful
infringementS” expanded opportunities for the public to submibrpart pertinent to
pending application$,a ban on patenting “tax planning methodf§fevision of the
inequitable conduct and best mode doctrifies, expansion of USPTO rule-making
authority™*

5. Limitations on Damages

Each of the above-summarized legislative propdsadsts critics. But none is as
controversial as the proposal relating to how daadgr infringement would be
calculated.

Many infringement actions involve claims that agpé covers a component of a
marketed product. For example, a patented compafiem audio speaker may be sold
as part of a complete stereo systérilnder current law, when the patented component is
the basis for the market demand for the productitsanay apply the “entire market
value rule” to award damages based on the salibe gfroduct? Critics argue that this
principle can over-reward patent owners and bundeovation’

Both of the most recent congressional patent mefaitls would authorize courts
to “apportion” damage$. While courts could still apply the entire markeatue rule in
certain circumstances, in many cases they woulédpaired to award damages based on
the “economic value” of the patented feature’s i@ contribution over the prior art?

§ 122(b)(1)(A). Applicants can prevent publicatlmncertifying that “the invention disclosed in the
application has not and will not be the subjecamfapplication filed in another country, or under a
multilateral international agreement, that requpablication of applications 18 months after filihg5
U.S.C. 8 122(b)(2)(B)(i).

 CRS Reportsupranote 41 at 32-33.

®71d. at 26.

*®1d. at 33.

9d. at 34.

01d. at 39-43.

1d. at 43.

2 Seediscussion in CRS Reposypranote 41, at 23.

73 Id

74 |d

®See idat 23-24.

® SeeBest, et al.supranote 39.
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The result would, in many cases, be a lower damaaged than is available under
current law. Beyond that, however, there is geeatcern that the apportionment analysis
would add cost and complexity to already-complidaad expensive patent litigatidh.

This aspect of the proposed reform legislation thkasmost contentiou$and the
issue which ultimately killed this patent refornil for 2008°

B. Dueling Coalitions and the Prospects for Legiative Reform

The proponents and opponents of patent reform imaested significant money
and effort in lobbying members of Congré&sswo key factions have emerged, split
largely along industry lines. Large high-tech companies and financial services
generally support the proposed reforms, while ssnédich vendors, pharmaceutical and
biotechnology companies, traditional manufactugogcerns and labor unions tend to
oppose the proposed legislation, on the groundntizaty of the provisions, in their view,
would undermine strong patent protecttérilhe fundamental schism lies between
businesses — those in the latter group — whichrtepeavily on intellectual property
rights and those whose business models depenceayile adaptation of fast-developing
technologie$® The split also derives from the basic naturehefgroducts marketed by
the major players in these two coalitions. Medaraigs and devices often embody only
a single patent, whereas the high-tech companilegreducts — including software —

" See id. It now costs, on average, $4 million to litigatpatent case from filing to triaSeeJoe Mullin,
Never a Dull Moment7/2008 IPLAwW & BUSINESS39 (July 2008).

8 SeeChris FratesPatent Reform Contest Heads to Senate FlBoriTico, Apr. 7, 2008,
http://www.politico.com/news/stories/0408/9425.html

9 Corey Boles & Patrick Yoest)S Patent Bill Appears To Be Dead, Says Sen Jugi€lhmn Dow
JONESNEWSWIRES available athttp://agoracom.com/ir/patriot/messages/807268ofteng that Senator
Orrin Hatch “acknowledged that the stumbling blogkds the damages portion of the legislation).

8 SeeFratessupranote 78 (noting that the push has involved tradiil corporate and grass-roots
lobbying efforts).

8. See, e.gKing, supranote 5, at 16.

82 See e.g.Dan SlaterPatently StalledWSJLAW BLOG, Apr. 18, 2008,
http://blogs.wsj.com/law/2008/04/18/patently-stallénoting that Cisco Systems, Apple Corp., Bank of
America and Goldman Sachs Group support the prapleggslative reform, while drug manufacturers,
Caterpillar and Dow Chemical are opposed); GramsgSoftware Companies Want Patent Reform by
CongressPCWORLD, March 9 2008,
http://www.pcworld.com/article/143246/software_canjes_want_patent_reform_by congress.html
(“Many large tech vendors, including [Business @afte Alliance] members Microsoft, Symantec and
Apple, say it’s too easy for patent holders torol#hat a small piece of a tech product infringesigent
and to collect huge court awards.”).

8 In the fifteen months between January 2007 anetideof April 2008, the “Coalition for Patent
Fairness”, comprised of companies including Cisw Ralm, reportedly spent $2.5 million for a “small
army of lobbyists”, while “[a] rival group, the Clition for 21st Century Patent Reform”, which indks
“pharmaceutical and biotech companies like Genzyitly, Merck and Pfizer” has reportedly paid $1.8
million to lobbyists. Robert PedPatent Bill is Bonanza to Lobbyists.Y. TIMES, April 30, 2008, at C1.
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which may be covered by dozens or even hundretlnfidual patent$? The latter
companies, in particular, tend for this reasoret® strong patents as an impediment.

As noted above, it appears that the current cesgreal term will not produce
patent reform. But the jockeying for the next sas$ias already begun. On September
24, 2008, Senator Jon Kyl (R-AZ), introduced aeralate bill — S. 3600 (“Patent Reform
Act of 2008”) — which is similar in some respectsl@juite different in others from the
most recent other House and Senate bills, discus®ee® Given recent developments
affecting the financial marketsand the pending presidential and congressional
elections, there will likely be no further action any of these bills this year. But the
introduction of the Kyl bill is significant nonetless, because it sends the message that
(1) there will be a competing bill (to the LeahyiEfabacked proposals of 2007) in the
next congress, and (2) that the “opposition” —gharmaceutical and biotech companies
(the “strong patents coalition”) has awakened angrépared to challenge the high-tech
companies’ pursuit of more limited patent protettio

8 SeeDana BlankenhorrPatent Reform Dead for 2008DNET, May 15, 2008,
http://blogs.zdnet.com/open-source/?p=2435.

8 See, e.gKevin E. NoonanBIO Praises Senator Kyl's Patent Reform B#ATENT Docs Sept. 26,
2008, http://www.patentdocs.net/patent_docs/200Bi6Praises-sen.html; Gene QuirBgnator Kyl
Introduces Patent RefornPWATCHDOG, Sept. 25, 2008, http://www.ipwatchdog.com/200&26%senator-
kyl-introduces-patent-reform/.

In brief, the Kyl bill would establish a first-inméor-to-file system, provide for “two windows” fqost-
grant review, authorize the USPTO to offer incesdito applicants to encourage the submission oflsea
reports and patentability analyses, limit whereepainfringement actions may be filed, and impaseéts
on the courts’ calculation of what constitutes asmmable royalty.

% David M. Herszenhorn & Carl Huls€ongress Nears a Bailout in Intense PustY. TIMES, Sept. 28,
2008, at Al.

87 One other factor may prove significant: the nemgressional session:

[The possibility exists] that several key playeegotiating the current bill could change
jobs. [Rep. Howard] Berman [(D-Ca.), chairmanha gudiciary Subcommittee on the
Courts, the Internet and Intellectual Propertydipected to give up the gavel of his
subcommittee to lead the House Foreign Affairs Cdiem while [Senator] Leahy [(D-
Vt.)] could move from head of the Senate Judictaoynmittee to take over the
Appropriations Committee for the ailing Sen. Roligytd (D-W.Va.). Another unknown
factor is the health of [Senator Arlen] Specter-RR ), ranking Republican Judiciary
Committee member], who is battling a recurrenceawicer.

Charlene CarteiConflicting Views Mire Patent ReforRpLL CALL, June 19, 2008,
http://www.rollcall.com/issues/53_155/news/26058thI?CMP=0TC-RSS.
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IV. IMPACT OF REFORMS AND PROPOSED REFORMS ON
TECHNOLOGY COMMERCIALIZATION

As discussed above, the changes which have thosdarred have been in the
direction of weakening protections for patent ovenamnd strengthening the bargaining
position of licensees and potential licenseeserRatare harder to get and more difficult
to keep, and patent owners’ enforcement opporesiaire more limiteéf.

But it is important to take care not to overstae effects of the recent judicial
determinations. For example, some have arguedhbadffects of th& SRdecision are
limited, particularly with respect to its effects ohemical and biotechnology
inventions® eBayhas teeth, but so far has resulted in injunctiemals primarily in
cases involving non-manufacturing patentees whmarengaged in basic reseatth.

The Supreme Court’s decisionshfedimmuneandQuantaare probably the most
significant for technology commercialization emd#i— regardless of technology area. As
noted aboveQuantaleaves a significant number of open questions alwbether and to
what extent patent owners can impose restrictigos the authorized buyers of products
embodying their patented technologies. Patent osvexed their counsel are still coming
to grips with what limitQQuantadoes and does not impose. But we know that, asdn

8 See supraection |I.

8 Kevin E. Noonanimplications of the Supreme Court's KSR v. Telddlesision for Biotechnology
PATENT Docs May 4, 2007, http:/patentdocs.typepad.com/patits/2007/05/implications_of.html
(“...it is likely that biotechnology claims shoube& spared the greatest burdensome effects ¢f3iie
decision.”); Courtenay C. BrinckerhoSR: A Bump in the Road for Biotech?: Changes gessing
Obviousness of Patents Shouldn't Affect the Ingua# GENETIC ENG' G & BIOTECH. NEWS, July 1, 2007,
available athttp://www.genengnews.com/articles/chitem.aspx22160 (“KSR may not have as much of
an impact on the biotech industry as it will onestfields.”); J. Peter Fasse, What the U.S. Suprem
Court’'sKSR v. Telefleecision Means for Biotech, 8ibus. BIOTECH. 129 (2007) (“...the impact of the
KSRdecision, both on obtaining and defending patés@ppreciably lower for inventions in the arefs o
biotechnology and chemistry (the so-called ‘unpetadile’ arts) than for inventions in other areas of
technology”).

% Benjamin H. Diessel, Notdrolling for Trolls: The Pitfalls of the Emergingdvket Competition
Requirement for Permanent Injunctions in PatenteSaRost=bay, 106 McH. L. Rev. 305, 318 (2007)
(“In cases where courts denied plaintiffs injunngpplaintiffs did not practice their invention agid not
compete in the market in the area covered by ttenpd); Andrew Beckerman-Rodalihe Aftermath of
Ebay v. MercExchange, 126 S.Ct. 1837 (2006): Adweuf Subsequent Judicial Decisip88 J. RT. &
TRADEMARK OFF. SOC'Y 631, 655-56 (2007) (“In almost every case in whaatourt denied a permanent
injunction for patent infringement the patent ownes a non-practicing entity,” but noting the paitin
exception for non-practicing patentees who are “paofit enterprises such as universities and resear
institutes”); Robert J. Garrey & John M. Jacksbne Permanent Injunction Threat in Patent Casess Ha
Ebay v. MercExchange Changed the Landscape fomPhtigation in Texas District Courts72006),
http:// images.jw.com/com/publications/626.pdf (it appears that plaintiffs that use their paseo
produce goods and services are far more likelybtain injunctive relief against competitors adjudge
infringe their patents than are plaintiffs who nigteeense their patents,” “district court opiniofis post-
eBayinjunction decisions] took their cue from the dtistion Justice Kennedy’s concurring opinion in
eBaymade between ‘university researchers or self-madentors’ and firms that ‘use patents not as a
basis for producing and selling goods but, instpaidharily for obtaining license fees.™).
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components of patented combinations, and even mgtioods of using those components
in patented combinations, the fundamental prindipée the first authorized sale
“exhausts” the patent has been reaffirmed. To wRknt skillful contract drafting can
modify those limits has yet to be determined.

The same is true regarding the pbdimmundandscape. Patent owners can no
longer rest once their licensees have “signed éppatent license is no longer the
culmination of licensor-licensee negotiations; @ye just a step along the path to a
licensee challenge to the applicability and/ordigyfi of the licensor’s patent. It remains
to be seen whether and to what extent the licearsastcan limit the licensee’s ability to
terminate or rewrite its obligations to the patente

Assessing the potential effects of proposed latjs reforms is more difficult,
because those changes have yet to take shape.velpweeems likely that the U.S. will
move, if not immediately, then ultimately, to ar$fi-inventor-to-file” system, that issued
patents will be subject — for some period(s) andenrsome condition(s) — to post-grant
review in the USPTO, that more will be requirecapplicants than is currently asked
with respect to prior art searching and particgrain the examination process, and that
more restrictive standards will govern patent daesagvards. And additional changes —
from 18-month publication of all applications, teegter public participation in the
examination process, to expanded USPTO rule-madartigority (which will lead to
limitations on the filing of continuation applicatis and requirements that applicants
assist examiners in the identification and applidgiof the closest prior art), are likely.

V. CONCLUSION: SOME SUGGESTED STRATEGIES IN THE WA KE OF
IMPLEMENTED CHANGES AND IN ANTICIPATION OF THOSE TO
COME

While the implications of recent judicial decissoare yet to be fully clear, and we
will likely not see legislative reform until somienie into the next congressional term, if
then, the changes and potential changes suggeststaategies for consideration by
those engaged in technology commercialization:

For licensors and potential licensors:

» Scrutinize and reconsider investments in pateingll on marginally patentable
inventions.

» Avoid aggressive solicitations of potential liceese
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Include license terms designed to discourage Vglafiallenges, or seek up front
lump sum payments instead of royalties.

» If a licensee validity challenge is likely, considermination of the agreemeft.
« In appropriate situations, consider restrictingcarisee’s right to seit.

* Revamp patent filing procedures to file early whaossible.

For licensees and potential licensees:
« Consider taking a license before bringing a patatitlity challengée”

* Revise license negotiation strategies to take adgarof the leverage afforded by
the recent Supreme Court decisions discussed above.

* Where the licensed patent is of questionable \glidonsider requesting
renegotiation of the existing terms.

Finally, all entities engaged in the businessohhology commercialization
should continue to follow patent-related developteeWe are in a time of tremendous
and wide-ranging change, but those who carefullpitoothe key legal developments
will be in the best position to take advantageanfable changes and to adopt measures
to ameliorate the effects of those which are diaathgeous.

%1 See, e.g.Gregory L. Clinton & James G. McEwdricensing Strategies Aftéedimmune, SEIN
MCEWEN & Bul LLP, Jan. 2007, at 6-7,
http://www.smbiplaw.com/pdf/LICENSING%20STRATEGIEQBAFTER%20MEDIMMUNE.pdf.

92 See, e.g.Sheasupranote 24.

% See, e.gTownsend Client Alert: Supreme Court OpinioiQinanta Computer, Inc. v. LG Electronics,
Inc., TOWNSEND ANDTOWNSEND ANDCREW, LLP, June 11, 2008,
http://www.townsend.com/resource/publication.asi8&23;Does Your Licensing Strategy Still Work? The
Supreme Court Clarifies Patent Exhaustion Doctrif@.EY & LARDNERLLP, June 9, 2008,
http://www.foley.com/publications/pub_detail.aspuBjpl=5088.

% See, e.gTownsendsupranote 93, at 7.
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