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" AnFIC report
| makes 10
suggestions

__} : on how to
| reach a betier

balance
E between laws
that promote
£ competition
and creativity.

Patent and
Antitrust,

By Daniel F, Aftridge
- and Gregery F. Corbett
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ki g o 5‘ € Jearned in Foonomics 101 thay
%" % comptition s good because Tt

leads i lower psices. higher-
bty producss, wore comsmer cimice, and grater incentive
o inrovaiz. Antimess ke geseraly seeks 10 protect comped-
on thoousgh Bee am] open market-

But free miarkers ane not the oty way 0 eesize the ore-
aiive spirt. The Fravers of she Constitution realived thar the
prospect of exclusive tights in iowellectual property -vould
akn encoerage mnovation. Therefore the Constiugion grants
Congress ihe power T “promoete i Progress of Science and
wsefol Ans, by securing for Bmited Times 10 Authiors and
Imreziors the exclusive Right to their respective Writings and
Discoverss."

The rewsicn bemaen these two opposing yet complerentany
legal regimes—boiween Dasent and antitst law--has besn the
subject of niuch scholady and kegal debare in recent veas On
Oct. 28. 2003, the Federal Trzde Commission issued a 250-
page reposnt entided “Te Promere Innovedion: The Proper
Balence of Compeition and Parent Law and Policy.”

The repott grew out of extensive public hearings held by the
FIC and de: Antitnisy Division of the Depamment of Justice
between February and November J00L It ndies on the wesd-
moay of mere than 300 paridpants fiom U hearings. as well
as 106 sepatete writien submissions from Irdusmy oxperis.
aAnmevs. ccoromisss, amd academics,

The report stars from the premise tha: botn patent and
anmiftresy law enhance consumer weifare and thar genemzlly
they work weli togerther. Over the years. however. the rela-
tive strengthe of the Twe redies have flucigared. In orher
words. when cours have tended 10 favor parent righis.
they have usually disfrvored andinus: concerns. and vice
versa.

During ike pasi 20 years. the repori suggests. Congress and
the cousts have buil up the paweni system w the point of
umnecessarily stifting comperifion. The FIC deseribes the oe-
aden of the LS. Count of Appeals for the Federal Circuir in
1992 a3 a “watersher” event that has resulied in a -significaut”
strenghening of parent ights.

Given this new reaity, the FTC exprosses great concem
sbour the grani of aquestionable patents by the Parent and
Trademmark Office. Such patents can deler commpetition and pre-
vent innovation in markets {hat otherwise might flourish.
Likewise, the FTC notes that the extremely high cost of patent
Lticadon often feres accused infringers 1o license patents of
dehatabie validity,

In short, the FTC thinks it i= time for the pendulum (o swing
back. To that end, the report proposes i0 specific weomnmenids-
ons o mprove the paienl svsiem in the inensis of enlane-
ing cumpelition.

Hayj
~ Together

Creale poskgrant opposition
@ proceedings in the PTO.

Under the curment ex pare system of patent examina-
zien, PTO examirers rely primarily on prer art submitted-. -~
hy the patent applicant. Access 10 competitors” potentially . -
valuable knowledge of prior art is limived because they-do
Dot participale in the patent-granting process. Thetonse- -
quence has been that even laie iow infringement litiga- -
tion, real gquestions about the vaiidizy of a paient can sl
be raised s

The FTC suggests that allowing competitors to challenge”
patent validity quickly through a new post-grant opposi-
tion process would timely resolve many validity questions. -
The repori lays cut a siructured orocedure, overseen by-an
administrative law judge, io which challengers could -+ -+ .
cross-examine witnesses and conduct limited discovery. )
The FTC envisions that oppositions would be subject to
strict time limits 10 protect patentees from harassment and
vndue delay.

Determine vdlidity challenges
based on a “preponderance of
@ the evidence” standard.

The FTC finds that pateni examination is tilted in faver
of the applicarus. In zddition to having no access to com-
petitors” knowledge, patent examiners are severely limited.
in time and other resources. They often spend less ,thail'_ZO_ :
hours looking at an individual application. E

Moreover, applicants start out with a great advantage R
During examination. the burden does not fall on the appli- -
cant to demonstzate that her invention megts the stamitory -
criteria. Instead. the P10 must demonstrate grounds for -
rejecting a patent. The FTC also notes that eéxaminers
receive financial incentives rrom the PTO 1o complete pro— T
cessing of applications. e

Despite thess real-world shortcomings in. the review’ of '
applivations. couns reguire challengers of issied” paients to
prove invalidity under a heightened standard of “clear and.
convincing evidence.” The FTC maittains that the realities
uf patent examination state 2 compelling tase against
imposing the heightened staudard, Thus: the report recom-
mends lowering the proof of mvnhdlt) 10 ES pmponderance '
of the evidenee™
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Like the First two recommendations. this ore & aineed
mmatingitmshmd:ﬂngcnpm‘swﬁmm
th:myanin\tn&mﬂmismmmofmdi-
myskilhm::ﬂmmhepmmmimmma
ma@pﬁmﬁﬁnfmanothuwﬁ:ubﬁousimmﬁon
s tee PO cam poik 50 specifi; and delizitive prior
a1 references showing a civar “motivation 1o combine”
Enoun dhenents o make the daimed drvention

mmmmmmm
those of ordinary skifl in the art Tack the croativiky and
ins'g!amsetthcuh\innsmh‘sahnmspekvim
for them. Thus, the Federad Circuit's stamdard allows
pmsmMmmkoqmthtHD‘ndya
modicum of additional insight [would be] needed”
Tendier the: invendan obvious.
ousess rguineneens by giving more wohd 10 sugge-
ﬁnmimﬁd:hﬁmyhrmdxmofﬂrpuﬂm
mmwmmamdmﬂ
i the art.

Wihen e PT0 detemines that an invenian is obvi-
mm:h_x:mapphmmgmhn\idlntjtcﬁwwi-
denie of nogobriosness, The applicant waay do s by
mmmmmsmym
{and therefore presunably aew and differend. However
the FTIC motes that the ~comnrercial sucress” test b
o the obviousness wquiny. 2nd recomnrends el
cous ovaluate this fxtor case-by-case.

‘- Provide adequate funding
B @ forthe PTO.

If there is one thing that the patent comxaunity
agmon.itisﬂxattheﬂt)doesnothammwgh
Tesources. Many argue thas this “cisis” @ fanding sesi-
ms!yiznpactsdzeqmmyufmxdpamnm.lnaduama
fuznds make i difficult i hire staff ard spend sufficent
Thme examining paienrs.

Meanwhile, applications have doubled over the Iasi
12 veazs. with the PTO peceiving about i.000 a day.
Backlogs are building. The FTC suongly weommends
ﬂlattonglﬁsinc:mseﬁmﬂingmm:ﬁ:h&dcmands

Modify PTO ndes on prior art
@ citations and other procedures.

Patent applicanis have a duiy of candor w the PTQ.
znd, they mest roveal all rczteral pror an knewn 10
them. But the FTC notes that applicams typically mitood”
the PI0 with more prior ait than can be adequatcly
eviewed. Examiners with llmiied resources canndi
afford 1o waste time wading through a quagmmize.

Sn the FIC recommends tal the PTO allow examine
£1s 16 reguive applicants to submi “stalemenis of rele-
vanrce” regarding prior aft referenoss. Similariv, the FTC
proposes that ihe PT0 make bener use of PT0 Rule 105
examiner inguiries. wherchy an examiner may require
other additicnal infarmation frem U applicant.

The FTC also recommends that the FTO expand iis

e of "second pair of eves” roview, which allows exan-
ém-tsmﬂ:gm:stobcﬁmiwrmsidﬂtdhyasw-
visor. The PTG began thiis program in 2000 in the
cmugﬁ:g[:mdmmmﬁal]mofhﬂmsnrﬂnd&
where it ks scoesflly decreased the number of gues-
teomabile patents issucd.

Finalte. fre FIC wcomniends that the PTO focus on
frs role as a stewand of the public intercst. @ol a XNVAW
dmapptimminthepum:upﬂcmpbﬂsm
thee Tatter robe has csed examineTs to Test applicanss
x if thex were “oustorens” @ be scved—by she dwnt-
izt of paveats.

Consider harm to compeiiiion
before extending patentable
I 1996, the Federal Cinuit heid in Sigre Sireer Bank
& Trast & Sgmarune Firancie! Groap that business
mlhndsmnb:pattmai&ummyparddpminﬂx
Frcmmmmaguedﬂmhmmmcﬂmdnem
including these that do net peblish their software
sourse code, are ot cnzhiing—that is, they do not wach
mcpdﬁchowmmakeandmemeimmﬁon.“ﬁl-
mﬁahormcdﬂ:attxamimshwcdiﬁkuityinidm-
ifving nonpatert prios a1 I this fidkd.
mmmﬂmnofmmmcndmgjﬁdalorkg-
ishrive action o st the pateniability of busimess
methods. But in tight of e criticism, the repoit say$
it voures shunld be wary of extending patent Cover-
age into mew felds.

Publish ol patent applications
@ 18 monihs affer filing.

Before 1999 US, paient appiications were 1ol pab-
tished prisr o patent issuance. This fed problems
caused by “submarine” patents. wherehy an applicant
alloveed its appiication 1o languish a1 the FT0 while oth-~
ors made subsiangal invesimenis in rechrology that
would infringe the ver-o-be-issued patent Once e
submarive palent issued. the applicant could then
demand excessive rovaltics from established markets.

Tire American Invenors Protection Act of 1999 par-
Halv remedied this problem by requiring most patent
applicadons v be published 18 months afier filing.
However, about 10 percent of applicants “opt out” by
cerifying tha: thelr Ipvention will not be the subject of
a Toreizgn parent apalication. The FIC recommends that
\iis excepron o the 16-mond ke be climinated.

Cregte intervening and prior
user rights fo protect against
@ conlinving applications.

Even after 2 patent application is published. an appli-
camt may continue o amend s claitus. Frequenitly,
applicants will broaden and change pending claims ©
describe competilors” newly introduced products. This
maniputation of the vontinuation process has begn
highly criticizer). Indeed. the FTT states thai no hearing
\gstimony justified the use of continuations o cover
competilons’ existing products.

Therefore. the FTC recommenils legislation Lo prevent

applicane who intentionalty broaden their dajms pest-
publication from ass.ting infringement against third
prattics with pre-existing or intervening nghts

Require actual nofice-or
deliberate copying to establish
@ willhul infringement liabilily.

Cumrendy. 2 compamy 2ccused of infringing :another's
paters reay be lable for wiliful infringement-and face
treibe damages—if it knew about the patent prior to the
infringing activity. Corupauies are thus discouraged
from looking a1 patents in their indwstry. This urider-
mines the bey s etherwise gained from full public dis-
dersure of wew innovations—a key fanction of the pat-
en Sysienm.

The FTC recommerds that wiliful infringement be
forand orty where actual written potice of infringemént
was given or delfberare copying occurmd. This would
allow comperitoss 10 Teview tack others’ patesis without
fear of uebke damages.

Consider economics
I O and compefifion
- concems in patent law
@ decision making. -

The FICs last recommendation aptly summarizes the
(itical themse of much of ifs report—that the patent sys-

1em should encourage innovation above all. The TRpOTL

suggesss that the PTU and the Federal Circuit-caf do-a

For example, a number of heanngmmﬁsestsuﬁed B

that the Federzl Circuit ks been infecepiive to eco- -
rromic arguments and does not give due ‘credit to com-
petition as a driver of creativity: The FIT Hotes that the
court does ot seem 1o view patent law-as partcfa’ .

~panoply of tooks" R

Bul patent law’s constitutional mandate is-to “pro-
mote the Progress of Science and useful Arts.” In.Gra-
ham v. Jokn Deere Ca. (1966), the Supreme Court
wamned that the parent monopoly Tust not be eniarged
“withous regard 1o the innovation, advancement oT
socia) benefit gained.” Accordingly; the FIC recom-
mends that the Federal Circuit and the PTO give much
greater considerador: o econormic insights and the pro-
motion of innovation as part of their decision making.

No doubt there are differences of opinion’ m&":qngu;

ing dehate In the patent community reganding wiany of.

the FTC's proposals, Whether any of thiese 10 recom-

mendations will ever be implemented I uricertain. But,

the FIC has made its position clear.

The balance begween patent and:antitrust taw has' - - -
shifted 10 the detriment of inmovation and: corpetition, -
says the FIC. Its recommendations Cal for action from - -
all the major government players—the FTO, the courts.
and Congress. And the FTC itself promises to Tenew its

commitment to Hling aricus briefs.in imporiant patent

cases, and 1o asking the PTO to re-examine questionable .

patents wiere they raise competitive Issues,

The riews rpressed it this ‘arficle are those of the
aiithors and are Hor-necessurily those of their law fimt or -

its cliestrs.
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