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What Patent Lawyers Can
ecrn from Trademark Law

The New Use of Surveys in Patent Litigafion
BY KRISTA E. HOLT, MICHAEL K. MILANL, JOHN E. MALLONEE

Two recently decided Federal
District Court cases show that patent
fitigators can learn from some of the
techniques employed in trademark
litigation. Most experienced intel-
lectual property lawyers understand
the significant role surveys play in
trademark infringement and other
Lanham Act cases, but relgtively
few are likely to have considered
using such research in patent
infringement matters other than
those involving design patents.
Historically, surveys have generally
not been used often in court other
than for Lanham Act cases because
of hearsay issues. However, as
advances in surveys and other forms
of public opinion research over the
past 25 years have created a well-
developed scientific and profession-
al community supporting their use,
litigators and the courts are begin-
ning to recognize their utility
beyond the traditional confines of
Lanham Act litigation.

Survey evidence was admitted
into evidence in the patent infringe-
ment case Applera Corporation v.
MJ Research, Inc." The survey
evidence, which showed that 96 percent of the defen-
dant’s customers used its products to perform a patented
process, was admitted as evidence in support of a claim
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of inducement to infringe. The court admitted the survey
into evidence over various objections by the defendant,
who also argued that without the survey evidence the
inducement claim could not be proven.

Although the survey evidence in Applera v. MJ
Research was admitted as relevant to a determination of
liability, the potential exists for surveys to provide evi-
dence relevant to the determination of damages as well.
Surveys could potentially provide relevant evidence on
numerous aspects of patent damages assessment. For
example, market demand, user preferences for the patent-
ed features and the attractiveness of alternatives are all
areas in which surveys could provide useful information
in the formation of an expert opinion on patent damages.

Courts have already begun to encourage the use of
properly conducted surveys in patent infringement cases.
In Advanced Medical Optics, Inc. v. Alcon, Inc.,? the
court refused to allow testimony from a medical expert
about the preferences of other surgeons because the
expert had not conducted a survey about those prefer-
ences. In that same matter, the court excluded survey-
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cafent Contfaminations

How Proposed Rule Changes Will Undermine
Our System and Create New Problems
BY STEPHEN T. SCHREINER AND PATRICK A. DOODY

Introduction: The New Regula-
tions Proposed by the PTO

One of the most controversial and
radical ideas initially advanced in the
Patent Reform Act of 2005 was
stricken from the bill in less than a
month and has little chance of ever
passing through Congress. Yet this
idea now may become binding on
patent practitioners—not by the will
of the people through legislative
reform but rather by a handful of
PTO officials. On January 3, 2006,
the U.S. Patent and Trademark
Office (PTO) proposed sweeping
changes to the patent system that
will fundamentally alter how inven-
tors protect their inventions through
continuation application practice.!
As most patent practitioners know,
continuation applications are later-filed patent applications
based on a previously filed patent application, in an effort
to obtain the benefit of the earlier filing date .

The patent statute has never restricted the number of
continuation applications that an inventor can file. But
this long-standing practice will go by the wayside if
proposed regulations are implemented: The PTO seeks
to impose a restriction essentially limiting inventors to
a single continuation application in most cases and
will allow subsequently filed continuations only if the
applicant satisfies “subjective” criteria in addition to the
statutory criteria.3
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This is a significant change. In the past, individual -

inventors and start-up companies with limited funding
have used continuation practice as part of a step-by-step
approach to protect their inventions, particularly in
instances where they do not have the resources to file
multiple, simultaneous patent applications to claim every
aspect of their inventions at once. Well-funded corpora-
tions often take the same approach. Pharmaceutical and
biotech companies, for example, must file patent applica-
tions early in the development stage to avoid the statuto-
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ry bar effect of their public use clinical trials. Many
times, these organizations have no idea which drug or
biologic, if any, will ultimately succeed through the mul-
tiyear, multiphase drug development process.
Consequently, they file relatively broad application dis-
closures initially, with the intent of narrowing the scope
of the claims through successive continuation and divi-
sional application filings coincident with their drug
development phase.

For many other industries, the inventor may determine
whether there is a market for the invention during the pen-
dency of the first application that would make it worth-
while to pursue additional coverage. By that time, it is
hoped the PTO will have explained what aspects of the
invention it believes are patentable, and the inventor can
determine whether it is cost effective to file continuation
applications to claim aspects of the invention beyond
thosse allowed by the PTO in the initial application. Every
industry and inventors from large corporations or small
start-ups to sole inventors currently benefit from, and reg-
ularly utilize, continuing patent application practice.

But continuation practice, like many other aspects of the
patent system, has come under sustained attack over the last
several years by commentators who complain that the
patent system is “broken” and requires overhaul. Rhetoric
from legal scholars and other commentators demands that
the PTO be overhauled because the PTO issues “bad”
patents that have the effect of curbing innovation *

This article examines the proposed new restrictions,
where the proposals originated, and their likely impact if
implemented. This article also examines the various
arguments that have been advanced by the legal scholars
against continuation practice and explains why the argu-
ments are unsound. Finally, this article proposes a practi-
cal solution to why discontent and seeming problems
that led to the PTO’s proposed new restrictions and to
the most significant problem facing the PTO today —the
backlog of unexamined patent applications.

Studies That Planted the Seed to Restrict
Continuation Practice

There can be no doubt that the PTO’s proposed new
restrictions have been influenced by several recent stud-
ies that criticize the existing patent regime, including
continuation practice.’

First, there was a study® issued by the Federal Trade
Commission in October 2003 (FTC Report) that suggest-
ed continuation applications contributed to a purportedly
growing body of “questionable patents.”” According to
the FTC, questionable patents create uncertainty in the
marketplace for emerging technologies .

Then, in 2004, the National Academy of Sciences
(NAS) issued a report’ (NAS Report) that was also criti-
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cal of continuations. As a follow-up to its report, the
NAS conducted a series of “town hall” meetings inviting
commentary from interested parties. These town halls
culminated in a June 2005 meeting at NAS in
Washington, D.C., where Rep. Lamar Smith (R-Tex.)
introduced a reform bill that included restrictions on
continuation practice.'?

A more zealous tone was taken in an oft-cited 2004 arti-
cle by Mark A. Lemley and Kimberly A. Moore (L&M
article), which asserted that continuation applications were
more likely to result in “bad patents” and should be signifi-
cantly restricted if not abolished altogether.!

In September 2004, Adam Jaffee, an economist from
Brandeis University, and Josh Lerner, a professor at
Harvard Business School, joined the fray when they
published their book Innovation and Its Discontents:
How the Broken Patent System Is Endangering
Innovation and Progress and What to Do About It
(Innovation and Its Discontents).'* As part of what
seems to be in large measure a broad-based attack on the
Federal Circuit Court of Appeals, they argue that in the
last several decades patents have become too easy to get
and have become dangerous, excessively potent
weapons.

And finally in August 2005, the National Academy of
Public Administration (NAPA) issued a report on behalf
of the PTO (NAPA Report) alleging that continuation
applications contribute to the large backlog of applica-
tions that the PTO must examine and largely for that rea-
son should be restricted.'?

Many of these studies rely on factually inaccurate state-
ments about how the patent system works. These studies
also fail to recognize the lengthy tradition that continua-
tion practice has in our patent system and why it is impor-
tant to inventors. Instead, the studies seem to focus only
on how to “streamline” (i.e., restrict) various aspects of
our patent system, including continuation practice. The
potential adverse impact on our inventors and on the pro-
tection of their innovations is given scant attention.

Studies Urging Restrictions on Continuation Practice
Ignore Its History and Continued Importance to ,
Today’s Inventors

The NAPA Report’s recommendations on continuations
rely heavily on the 2004 L&M article. The PTO cites to the
L&M article in seeking to justify the new restrictions.'*
The L&M article takes an unequivocal position in using
provocative, though subjective, terms—*“curious,”!*
“remarkable,”'® “abus[ive],”!” “pernicious,”!® and
“odd”!® —to criticize continuation applications as a practice
that should be severely restricted or even abolished ®

If a person knew nothing other than what is found in
these papers, then a number of facts about continuation
applications would come as a surprise. Continuation prac-
tice has been statutorily recognized for more than 50 years
since the passage of the Patent Act of 1952 .2 That legisla-
tion merely codified long-standing practice that has been
in place for well over a century. For example, Supreme
Court precedent dating to 1863 recognized continuation
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applications.? In short, continuation practice is a firmly
established part of the U.S. patent system that is hard to
square with the dismissive tone of some of these scholars.

Many prominent inventors have employed patent con-
tinuations to secure proper patent coverage for their inven-
tions. For example, Thomas Edison filed them. The inven-
tors of the transistor (and winners of the 1956 Nobel
Prize), John Bardeen and Walter Brattain, filed one.
Prominent inventors of more recent vintage, such as Dean
Kamen, inventor of the Segway® transportation device,
the IBOT® self-balancing wheelchair that can climb
stairs, and other important inventions, have filed them.?

Patent continuations are not just important to sole
inventors or inventors from small start-up companies.
Continuations are used by the vast majority of large tech-
nology-driven corporations. For example, more than 95
percent of Fortune 50 companies that regularly file for
patents have used continuations.>* More than 80 percent of
the top 50 companies from Business Week’s “Top 100 Info
Tech Companies” have filed continuation applications 2

In sum, continuation applications have a long history
in the U.S. patent system and have been—and continue
to be—filed by our most important technology innova-
tors, large and small.

As It Presently Exists, Continuation Practice Brings
Significant Efficiencies to the Patent System

Continuation applications are important because they
allow the inventor to secure patent coverage for the vari-
ous aspects of the invention that are not captured in the
first patent. There are a number of reasons why the first
patent may not provide full and adequate coverage.

In many cases, because the examiner does not yet
fully appreciate the invention, he or she may only be
willing to initially issue relatively narrow claims for the
invention. The inventor may agree to an initial focused
or narrow patent because the company may need some
immediate coverage for a product going to market or to
secure venture capital funding to keep a start-up afloat.
The inventor can then file a continuation application to
pursue the more robust patent coverage that the inventor
believes she deserves.

Continuations are also critical because patent applica-
tions are almost always (more than 95 percent of the
time in our experience) rejected on the first
examination.?® This is virtually automatic.?’ Typically,
the inventor responds by making some kind of amend-
ment and/or argument. The examiner often responds by
issuing a “final rejection.” Often the final rejection is a
completely new rejection. Today, an inventor typically
files a continuation so that the examiner will address the
inventor’s response to the new rejection. If the PTO
removes that option, many inventors would get only a
single opportunity to respond to the examiner and would
be required to appeal every final rejection. In short, we
will have “one and done” examination. Moreover, these
appeals would be made on applications that simply are
not ripe for an appeal. This will be very inefficient.
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Continuation applications are also increasingly impor-
tant because of recent court decisions that restrict how
patents are interpreted and applied. Some recent exam-
ples include Festo (limiting the availability of the doc-

trine of equivalents, which prevents others from avoid- .
ing patents by making insubstantial changes to their oth-’

erwise infringing products); Johnson & Johnston (pro-
viding that an inventor may unknowingly dedicate parts
of the invention to the public if not claimed the right
way); and Phillips (providing that the scope of the patent
is more narrowly keyed to how it is described in the
specification).? The inadvertent omission or unneces-
sary inclusion of a single word in a patent claim can
allow a competitor to steal the heart of the invention

without infringing the patent. Continuations are needed -

to allow the inventor to secure adequate protection for
the invention in view of the recent court decisions.

Finally, continuation applications are efficient
because they provide a mechanism for inventors to
obtain adequate patent coverage on those inventions they
consider important and valuable. In other words, there is
a self-selection process at play. If the inventor considers
the invention an important advance, the inventor will
likely pursue the best coverage possible by filing a con-
tinuation, If the inventor considers the invention to be
more peripheral to the core business of the company, it is
unlikely that a continuation will be filed. This selection
behavior is efficient.

“Feelings Are Not Fact”: Studies Urging Restrictions
on Access to the Patent System Including Continuation
Practice Have Questionable Factual Underpinnings®

The drumbeat from patent critics is that the patent sys-

tem is broken and needs fixing. The working premise is _

that over the last 20 years the patent grant rate has
increased dramatically (patents have become too easy to
get), while at the same time the patent error rate has also
increased (too many invalid patents are being issued).
But these patent reform commentators can be broadly
criticized for asserting the patent system is broken with-
out solid supporting data. “Classic information cascade”
may be at work again—many people repeating the same
unsupported assertion over and over until it appears to be
accepted truth.3® More recently, PTO Director Dudas
seemed to be targeting information cascade when he
admonished patent critics at the 2006 AIPLA Midwinter
Meeting that, as he often explains to his children, “feel-
ings are not fact”-fact requires hard data.’' Director
Dudas went on to rebut the assertion that patents have
become too easy to get and are often invalid. He pointed
out that the patent allowance rate is the lowest since
records have been maintained. Also, the PTO’s error
rate has been on the steady decrease, from 5.3 percent in
2004, 4.5 percent in 2005, and 2.3 percent for first quar-
ter 2006—the lowest error rate in 30 years.3? Director
Dudas also noted that “those who think that the IP sys-
tem is a burdensome dysfunctional system that needs to
be torn down are ‘wrong but sincere,’> and that “[s]tatis-
tics show that a smaller percentage of issued patents are

40 B

Document 178-4

IPL NEWSLETTER B  VOLUME 24, NUMBER 2 B WINTER 2006

Filed 12/27/2007

being litigated today than in the past . . . and the number
of lawsuits filed in relation to the number of patent
applications filed each year has been on a downward
slope since 1990.7%

People will always argue about how the statistics are
computed—some will say that the PTO’s allowance rate
is computed so that it is higher or lower than it really is.
But what is important is trend. The patent critics claim a
dramatic trend in increasing grant rates and error rates
that has brought the patent system to the brink of disas-
ter. But the trend data do not support this crisis mentali-
ty—quite the opposite; the trend is lower allowance and
lower error rates.

We think Director Dudas was right. For example,
Innovation and Its Discontents repeatedly asserts patents
have become pitifully easy to get over the last 20 years:
“much easier to get patents,” “much more likely to have
the patent granted,”® “dramatic increase . . . in the frac-
tion [of patent applications] that are successful in produc-
ing granted patents,”’ “weakening of examination stan-
dards,™® “[p]atents have become so easy to get,” “emer-
gence of broad, apparently invalid patents in particular
industries,™® “the granting of patents despite clear evi-
dence of invalidity,” “declining U.S. patent quality,”*?
and the ultimate kick in the PTO’s shins that “in practice
the [U.S. patent] system seems more akin to a registration
system . . . a determined patentee can get almost any
award he seeks.”® The problem is that no hard data are
provided to support these assertions, which are treated as
established fact. The statistics demonstrate the opposite:
the PTO’s patent grant rate is at its lowest in decades.*

Both the FTC and NAPA studies focused on “ques-
tionable patents” that undermine certainty in the technol-
ogy marketplace.® But the exhaustive FTC Report pro-
vides no statistics showing a trend of “questionable”
patents being issued at a higher rate.* Nor does the FTC
Report provide any statistics on continuation patents in
the context of the allegedly growing “questionable
patents” problem.

The L&M article takes specific aim at continuation
patents as being a special species of questionable patents
called “bad patents™:

But continuation applications are more likely than average to
result in bad patents. This is particularly troublesome for
society because our empirical evidence suggests that patents
based on continuation applications are far more likely to be
litigated than other sorts of patents.*’

The evidence that continuation patents tend to be
“bad patents” apparently stems from the following: con-
tinuations represent about 23 percent of all patents but
about 52 percent of litigated patents.*

The faulty logic is that patents that tend to be litigated
are bad patents.®® Put another way, the suggestion is that
property rights that the owner is more likely to protect
should not be granted in the first place. In other property
contexts such as in real property, the law has long provided
the very opposite, which is that property not protected
against trespassers is lost—that is, adverse possession™
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Looking at the issue another way, it is well known
that pharmaceutical patents are more likely to be
enforced than are mechanical patents. If one applies the
logic that patents more likely to be litigated must be bad
patents, pharmaceutical patents should be abolished or
restricted because of their high rate of enforcement. This
extension of the scholars’ logic obviously is misplaced,
as it would be a disaster for the U.S. pharmaceutical
industry and for the millions of people around the world
whose lives are saved by innovative drugs. If patent pro-
tection for these drugs were not available, would phar-
maceutical companies invest billions of dollars to create
new drugs, especially when the only protection they can
obtain is by patent?s! This illustrates the problem with
correlating patent enforcement with patent quality.

The Relevant Inquiry for What is
a “Bad Patent” is Patent Validity

There is a better test for what is a bad patent. A bad
patent is one that is invalid—it should have never been
granted. Surprisingly, as noted above, the various studies
that urge restriction of continuation practice provide no
statistics on how often continuation patents are invalidat-
ed compared with other patents. These studies likewise
fail to show that a greater percentage of patents are
invalidated today than were those in the past.

What do the relevant statistics say? Though there does
not appear to be any comprehensive study in the patent
literature,*? statistics based on recent U.S. Court of
Appeals for the Federal Circuit (CAFC) decisions sug-
gest that patents issuing from continuation applications
are less likely to be invalid than are other patents. The
CAFC has exclusive jurisdiction for patent appeals and
is effectively the ultimate arbiter on patent validity.>
From reported 20042005 decisions, patents issuing
from continuation applications were invalidated about 5
percent less frequently than were original patents.>*

Thus, the charge that continuation patents tend to be
bad patents is not supported by recent CAFC statistics.
Actually, this is not surprising as both the inventor and the
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patent examiner have a better collective appreciation for
the invention and the relevant prior art when a continua-
tion application is evaluated following the examination of
the original application. In layperson’s terms, all parties
concerned are well up the learning curve and make better-
informed judgments.

Other Justifications for Restrictions on Continuation
Practice Are Unpersuasive, including the One
Offered by the PTO to Justify the Proposed New
Rules: PTO Backlog

The NAPA Report and the L.&M article also make the asser-
tion that inventors sometimes file continuation applications
in an effort to “wear down” the patent examiner.® No evi-
dence, empirical or even anecdotal, is provided to support
this assertion. We can only speak anecdotally —after more
than 20 years of combined experience prosecuting and/or
examining many applications, we have never encountered
an applicant attempting to “wear down” the PTO examiner
or 2 PTO examiner “giving in” to an applicant from repeated
refilings.® If anything, the inventors’ resolve and resources
are eroded by stalwart examiners, resulting in further claim
amendments or abandoned applications.

Both the PTO’s proposed new rules and the NAPA
Report focus on the effect of continuation applications
on the PTO’s workload and the average pendency (time
from filing a patent application to the patent grant) for all
patents.”” It is a truism that if all other things are held
constant, the filing of more patent applications with the
PTO results in more work and longer average processing
times. But that is true for all types of patent applications,
not just continuation applications. This is not a justifica-
tion for restricting continuation practice. The real issue
here is one that has nothing to do with continuation prac-
tice and one that has universal consensus: The PTO
needs more manpower and better resources to continue
to be the best patent-examining corps in the world.

Nevertheless, the PTO’s main rationale to justify the
new rules is that there is a significant backlog of unexam-
ined applications at the PTO and continuation applications

Figure 1. Total Continuation Filings

2002 2003
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2004
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Figure 2, The Proposed New Rules Will Bring Unintended Consequences and

Create New Inefficiencies
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are a significant component of the backlog—thus continu-
ation practice must be restricted to reduce the backlog™®
The PTO proposes to reduce the backlog by essentially
permitting an inventor to file only one continuation appli-
cation and eliminating second or later continuation appli-
cations. But according to the PTO’s own statistics, second
or later continuation applications were only 5.9 percent of
the filings in 2005.% Thus, the PTO’s proposed new rules

will impose significant new restrictions on inventors and ~

change hundreds of years of established practice—while
barely making a dent in the purported problem, using the
PTO’s own data and agreeing with its statistics.

Of course, sometimes a problem is of concern not
because of absolute numbers today but because of its
trend —that is, if it is a rapidly growing problem. But that
is not really the case with the continuations targeted by
the new rules. Figure 1, on page 41, from Commissioner

John Doll’s presentation at the American Intellectual

Property Law Association (AIPLA) Midwinter 2006
meeting,® has been annotated with the arrows to show
that the trend of second or later continuing applications
has shown only a slight increase over the last four years.
So clearly the new regulations do not address a signif-
icantly growing problem. Moreover, Figure 1 shows that
the actual percentage of second continuations filed per
total applications filed, which is the more relevant vari-
able to consider, has decreased over the past four years.5'

The PTO’s One-Size-Fits-All Restriction Is Misdirected
in Treating RCEs, CONs, and CIPs as the Same

The proposed new rules treat RCEs, CONs, and CIPs in
identical fashion—the inventor is basically permitted to
file only one RCE or one CON or one CIP as a matter of

42 W
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2004 2005
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CPA/RCE

right.®* But RCEs, CONs, and CIPs are different types
of filings that should not be lumped together.

An RCE is a request for further examination of an appli-
cation. It is not a new or separate patent application; in
fact, no new application serial number is assigned.®® The
examiner simply considers new argument, amendment, or
evidence for the same application. The typical scenario is
when an examiner issues a “final rejection” that contains a
completely new ground of rejection. The only way for the
applicant to respond to the new ground of rejection and get
the examiner to consider the response is to file an RCE.

On the other hand, a CON is the filing of a separate
patent application that is given a new application serial
number.® A typical scenario for a CON is when certain
discrete aspects of the invention are allowed in a first
application, and the inventor seeks protection for other
disclosed aspects of the invention. Or as discussed previ-
ously, sometimes the examiner is willing to allow a
quick narrow patent and requires the inventor to file a
CON to examine for broader coverage.

A CIP, like a CON, is the filing of a separate patent
application that is accorded a new application serial num-
ber.5> What distinguishes a CIP is that it includes new sub-
ject matter not found in the original application.®® Usually,
CIPs are filed to disclose improvements to the invention
developed after the initial application is filed.

The point of all of this is that RCEs, CONs, and CIPs
are different types of filings that are filed by inventors for
different reasons. The PTO’s new rule is off the mark in
treating these filings as the same. It is unfair to inventors
who may be forced to choose between filing a single RCE,
CON, or CIP. Waorse yet, those decisions will be made with
poor, or less than complete, information. For example, an
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inventor facing a final office action in his or her application
is faced with difficult choices. Should this inventor file an
appeal that may be expensive, time-consuming, and pre-
mature for the application but will preserve the inventor’s
right to later file a CON or CIP? Or should this inventor
file an RCE, knowing that he or she will be forgoing the
right to file any CON or CIP in the future? The new rules
will foist these kinds of decisions on our inventors.

There is yet another compelling reason that the PTO
should not impose a restriction that treats RCEs, CONs,
and CIPs the same: these three types of filings are very
different in their relationship to the application backlog
issue the PTO claims to be addressing. Figure 2, on page
42, from Commissioner John Doll’s 2006 AIPLA pre-
sentation,®” is annotated with the arrows showing the
magnitude and trend for RCEs and CONs. As the anno-
tated slopes show, the number of CONs filed is much
lower than is the number of RCEs filed, and the rate of
increase in CON filings is much less than is the rate of
increase in RCE filings. This illustrates our point that
lumping RCEs and CONs together in the PTO’s new
rules simply does not make sense.

The proposed new rules will lead to inefficiencies that
more than offset any marginal reduction in application
backlog. First, there will be many more appeals to the
PTO Board of Patent Appeals & Interferences (BPAI); in
fact, we believe the new rules will likely canse a near
threefold increase in the number of appeals filed.

For example, Figure 1 shows that about 15,000 second
or later RCEs/CPAs/CONs were filed in 2005. An
RCE/CPA/CON filing involves a PTO filing fee of about
$1,000 on average ®* and on top of that are attorney fees for
preparing the claims and argument, meaning that the typi-
cal filing will cost the applicant on the order of $4,000 or
more. The willingness to pay this significant amount of
money and to make a second or later filing means that
these are very committed applicants. If these committed
applicants lose the option to file second RCEs/CONs under
the proposed new rules, a very high percentage of them—
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50 percent is a reasonable estimate—will pursue the only
remaining recourse: an appeal. Thus, a conservative esti-
mate is that 7,500 additional appeals to the BPAT will result
from the new rules. The PTO reports that 2,834 appeals
were filed in 2005.% Therefore, the imposition of the new
rules will likely almost triple (2.65 times) the number of
appeals that currently are filed, resulting in an instantly
overburdened Board of Appeals.Z

Inventors will shoulder the burden of the cost and
delay associated with these appeals. Also, inventors may
be forced to appeal rejected applications earlier in the
examination process based on less information than they
would otherwise have. The BPAI will likely find itself
overwhelmed with appeals that would never have been
filed if the continuation process were available. Finally,
applicants will petition more restriction requirements,
final rejections, and advisory actions, all making the
patent examination process more acrimonious.

All of this will add more time to the already lengthy
examination process, effectively adding sand to the gears
of PTO’s inner machinery. Of graver concemn is that the
PTO’s new rule will achieve at best a few percentage
points reduction in applications (a modest reduction in
examiner workload that solves no fundamental problem)
at the cost of a threefold increase in appeals—a profound
change that creates an entirely new problem that will
likely break the patent appeals system.

Inventors may also take proactive measures to reduce
the effects of the new restrictions. For example, instead
of filing a single initial application, many inventors may
file multiple initial applications simultaneously. They
will do this to have “placeholder” applications on file to
preserve the option for more complete patent protection
that otherwise would have been pursued through the con-
tinuation process. And because these applications will be
submitted based on less information, they will be of
lower quality.”” This unintended consequence of these -
proposed rules, is not good for the PTO because it likely
will be confronted with more, not fewer, applications.

Figure 3. Percent Continuations per Filed Case (Issued Patents)

Percent Continuations Per Filed Case {issued patents)
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This is not good for the inventors, who will be wast-
ing valuable capital on guesswork about the prospects
for their invention at the PTO. Invariably, there will be
cases where too many applications are submitted on
unimportant inventions and too few on important ones.
This is inefficient for all.

There will be other potential adverse consequences.
Inventors will feel the need to submit more claims in
their applications. Commentators have already pointed
out that the PTO is being burdened by the trend of inven-
tors submitting a greater number of claims in their patent
applications.” This may be exacerbated if continuation
practice is restricted.

The PTO’s Proposed New Rules Seek to
Implement Changes Rejected to Date
Through the Legislative Process

Document 178-4

So why is the PTO proposing these controversial regula- -

tions that threaten long-standing practice in our patent sys-
tem? The short answer is that the PTO is attempting an
end run around the failure of legislation that attempted the
very same thing. As noted above, the Patent Reform Act of
2005, sponsored by Rep. Lamar Smith (R-Tex.), included a
specific provision authorizing the PTO to promulgate rules
restricting continuation practice.” But broad-based oppo-
sition in the technology sector, the patent bar, and portions
of academia resulted in that provision (along with the pro-
vision regarding denying injunctive relief for patentees
who did not “work” their invention) being removed from
the proposed bill in just over one month.

The PTO has now taken matters in its own hands by
proposing restrictions that may become effective without
the specific authorization of Congress and without a pub-
lic hearing.” The PTO claims that an existing provision
of the patent statute provides authority for the new regu-
lations, but that is untenable.” Certainly the sponsors of
the Patent Reform Act of 2005 believed that Congress
had to act to permit such a substantive, significant
change to the patent system, and they were right.

We find it very troubling that the PTO seeks such a
radical change to long-standing patent practice in a man-
ner that circumvents the legislative process. The U.S.
patent system is designed to serve the greater public
good. Protection for the greater public good is best pro-
vided through the legislative process, not through an
administrative agency issuing changes without hearings
and without a vote,

Finding a Solution to the Problem Begins
with Determining the Basis of the Problem

Before the PTO can solve the problems it is facing, it
must first determine, to the extent possible, the cause of
the problem. One problem facing the PTO (the one
allegedly solved by the proposed rules) is its backlog of
unexamined pending patent applications. Although it
sounds the alarm in asserting that continuation applica-
tions are having a “crippling effect” on examination pro-
cessing,” the PTO has not provided any evidence to
show that continuation applications are the root cause of
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the backlog.’® Continuation applications are just one
component of the many applications being filed by our
inventors. Eliminating continuation applications will not
solve the backlog problem any more than outlawing
Chevies will solve the traffic congestion problem.

Figure 3, on page 43, reveals that, with the exception
of the anomaly in the mid-1990s resulting from enact-
ment of the 20-year patent term from date of filing as
part of the GATT legislation, the percentage of continua-
tions has stayed roughly about the same (about 27 per-
cent) since 1975.

Although it asserts the primary reason for the change
to continuation practice is to reduce the backlog of appli-
cations,” the PTO’s statistics reveal that the percentage
of new cases that are continuations and that are filed in
the art units/groups with the greatest backlog is at or
below the average percentage.” This tells us that the
backlog is not driven by the continuation rate.

Rather than being the product of out-of-control con-
tinuation practice, we believe that the backlog is largely
attributable to patent examination inefficiencies. These
inefficiencies may be the result of the following observa-
tions that stem from the authors’ years of patent exami-
nation and prosecution experience. We believe that there
are in general two types of examiners: (1) proactive; and
(2) reactive.” The proactive examiner is an examiner
who works with the patent attorney to resolve problems
with the application, suggesting alternative claim lan-
guage to overcome rejections and typically finding ways
to advance a meritorious application (unless the examin-
er truly believes there is nothing patentable, in which
case the examiner conveys that early on to the applicant
$0 as not to prolong prosecution). The proactive examin-
er has a shorter pendency and consequently moves pend-
ing applications through the system at a faster rate.

In contrast, the reactive examiner tries to find ways to
reject an application claim instead of seeking ways to
allow an application claim (or amended versions thereof)
or provide clear statements to the applicant to assist in
final resolution of the application via appeal or abandon-
ment. The reactive examiner offers few or no sugges-
tions for claim language or claim limitations that will
distinguish over the cited art and typically responds to
requests by applicants for suggestions with “it’s not my
job, that is yours.” The reactive examiner often issues
premature final rejections and almost never enters an
amendment or considers evidence after final %

We suspect, although we have no statistics to prove it
(we doubt that the PTO has these statistics either), that
the examining groups with the greatest backlog are those
containing the greatest number of reactive examiners.
The greater number of reactive examiners leads to the
greater inefficiencies in the groups having the greatest
backlog. The solution to the backlog problem naturally
follows from the root cause elucidated above. The PTO
needs to adopt incentives to encourage more proactive
examination and to adopt penalties to discourage reac-
tive examination. Obviously, this does not mean that
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examiners should automatically allow every claim.
Rather, the goal should be for an examiner to work with
the applicant in a less adversarial, more productive man-
ner, rather than to simply react to the applicant and find
ways to reject the pending claims. If the examiner does
not believe any subject matter is patentable, then the
examiner should convey that to the applicant early in
prosecution so the claims can be appealed or abandoned.

One Possible Solution Is to Provide Incentives to
Examiners and Reduce the Need for Continuations

We mentioned above that the PTO could go a long way
to solving its backlog problem by offering incentives to
examiners to move cases faster through the examination
process and provide disincentives to discourage them
from forcing applicants to file continuations. Thes¢ mea-
sures can reduce unnecessary filings that are the result of
inefficient examination. Also, inefficient behavior by the
patent applicant might be addressed by discouraging
applicants from filing unnecessary continuations.

Because we believe that inefficient examination dri-
ves the backlog problem, a properly directed solution
should seek to improve examination. PTO examiners
operate under a quota system whereby they must have a
certain number of examination credits (called “counts™)
each year. Today, an examiner gets one count for an ini-
tial patent examination (e.g., a first office action reject-
ing the application) and another for a final disposition
(e.g., a subsequent office action resulting in abandon-
ment, an appeal, an allowance, or an interference).

The PTO can reduce the backlog by tweaking the
count system to improve examination efficiency. For
example, the PTO could reward examiners with an addi-
tional count, or portion thereof, for final disposition of
an original (noncontinuation) application (e.g., by
allowance or by abandonment without filing a continua-
tion or appeal). In addition, the PTO could hold back the
count normally awarded when an original application is
abandoned in favor of a new continuation application
until the continuation application is disposed of. This
could be applied only after the second continuation is
filed and would not apply to the first continuation. These
kinds of adjustments could provide examiners with the
incentive to improve performance. At the same time, the
PTO could charge more for each successive continuation
application (e.g., say 1.5X, 2X, 3X, 4X, etc.), giving
the inventor incentive to pursue a more efficient
prosecution strategy.

Another possible tweak to enhance efficiency could
be to award examiners a full or partial count for issuing
a second nonfinal office action. Under the current count
system, examiners normally do not receive production
credit for issuing a second office action that is nonfinal.
Thus, examiners are greatly incentivized to make all sec-
ond office actions final, even if the rejection is a’com-
pletely new rejection based on new prior art. The bias
toward immediate final rejections means that examina-
tion is often prematurely terminated, which causes more
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RCEs and CONs to be filed. The number of RCEs and
CONs filed would be greatly reduced if examiners were
given credit for all nonfinal office actions.

We do not suggest there are not different or even bet-
ter ways in which to adjust the PTO’s count system and
the fee structure to make the patent system more effi-
cient. The important point is that the backlog problem is
best addressed through that kind of solution as opposed
to simply restricting access to the system by limiting the
number of applications, number of claims, and so forth,
as the PTO currently proposes.

Implementing such awards and penalties will greatly
encourage efficient examination, discourage inefficient
examination, and discourage inefficient patent prosecu-
tion on behalf of the applicant. The logical result will be
to move patent applications much more quickly through
the PTO system, result in higher quality patents, and sig-
nificantly reduce the present backlog.

Conclusion

The PTO’s proposed new rules to restrict continuation prac-
tice undermine an important mechanism for inventors to
protect their inventions. Continuation applications have
played, and continue to play, an important and legitimate
role in our patent system. The new rules not only will harm
inventors by limiting access to the patent system, but they
will not make any appreciable reduction in application
backlog at the PTO. In fact, they are likely to cause a multi-
fold increase in appeals filed with the BPAI and in the num-
ber of petitions and other filings made by inventors. In clos-
ing, the proposed new rules completely miss the mark and
for that reason should not be implemented.
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uation patent. We then computed the rate of findings unfavorable to
validity [i.e., (a) and (b) type findings] for original patents, which
was 41.4 percent, and for continuation patents, which as 36.5 per-
cent. Obviously, a more comprehensive statistical study is warranted
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since the 2004-2005 sample size likely is not large enough to pro-
vide a statistically significant result.

55. See NAPA REPORT, supra note 13, at 51; Lemley & Moore, :

supranote 11, at 65.
56.0ne of the authors of this article, who was an examiner for

four years, recalls an applicant who repeatedly re-filed applica- -

tions for his patent.. The author did not complain and was in no
way “wom down” because these re-filed applications provided the
author with free “counts” that helped improve his production
quota. He later realized that the reason for the repeated continua-
tion filings was that the applicant was waiting for the Federal
Circuit to decide two important cases before it, both concerning n
re Durden 763 F.2d 1406 (Fed. Cir. 1985). The claims of the
application essentially recited a method of distilling a previously-
patented composition (the composition being allowed in the origi-

nally filed application). The claims were properly rejected under

existing case law (e.g., In re Durden), but were later allowed after
the Federal Circuit’s decisions in In re Ochiai, 71 F.3d 1565 (Fed.
Cir. 1995) and In re Brouwer, 77 ¥.3d 422 (Fed. Cir. 1996).

57. See Changes to Practice for Continuing Applications, 71
Fed. Reg. 48, 49-50 (proposed Jan. 3, 2006) (to be codified at 37
CFR. pt. 1); NAPA Report at 50-51. These refer to statistics
from the L&M Article, but those statistics are in fact not indica-
tive of today’s PTO. The L&M Article alleges that the average
time from filing to patenting for an original application is about
1.9 years, whereas the average time from filing to patenting for a
continuation application is only slightly less than that (we suspect
those statistics included divisional and continuation-in-part appli-
cations, which should not have been included). In the majority of
the PTO’s groups, there is a backlog that exceeds 1.9 years from
initial filing to only the first office action. See
www.uspto.gov/web/offices/pac/dapp/opla/presentation/solicitor-
text.html printed on March 29, 2006, “FY 05 Patent Pendency”
[average times for first office action: TC 1600 (23.0 months), TC
1700 (19.7 months), TC 2100 (32.7 months), TC 2600 (30.5
months), TC 2800 (14.5 months), TC 3600 (18.4 months), and TC
3700 (18.3 months). The statistics presented in the L&M article,
which are averaged over about a 30-year period, therefore provide
little relevant information in today’s PTO.

58.See 71 Fed. Reg. 49-50.

59.8ee 71 Fed. Reg. 48, 50. According to the PTO, 317,000
nonprovisional applications were filed in 2005, as well as 52,750
Requests for Continued Examination (RCEs). Following the PTO’s
methodology of treating an RCE as a new application, there was
369,750 (i.e., 317,000 + 52,750) application filings in 2005. Of that
number, 11,800 were second or later conventional continuations
(CONSs) or continuvations-in-part (CIPs). Only 10,000 were second
or later RCEs. Following the PTO’s lead, and treating CONs, CIPs

and RCEs broadly under the umbrella as continuing applications, -

the proportion of applications that were second or later continuing
applications is 21,800/369,750 , or 5.90 percent.

60. See John Doll, Commissioner for Patents, USPTO Request
for Public Input: Strategic Planning, slide 56 (Feb. 4, 2006), www.
uspto.gov/web/offices/pac/dapp/opla/presentation/chicagoslides.ppt.

61. The chart reveals only the number of continuation (CONs)
applications filed, not the percentage of continuations based on
total applications, which is the more relevant variable to consider
in this context. The number of total applications filed has
increased steadily over the past four (or more) years, so the fact
that the number of second continuations filed has stayed about the
same reveals that the percentage has steadily decreased. We show
later in this article that the percentage of continuations per total
applications filed (for issued patents) has not increased to any
appreciable extent in over 30 years (save for the exception of the
mid 1990s, which can be explained by the run-up to, and ultimate
passage of, the Uruguay Round TRIPS agreement).

62.See 71 Fed. Reg. 58-61 (proposed new Rules 78 and 114).

63.See 37 CF.R.§ 114.

64.See 37 CFR. § 1.53(b)(1)

65.85ee 37 CFR. § 1.53(b)(2)

66. A typical scenario for a CIP is when the inventor files his or

a8 B
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her application for the original invention and, as development con-
tinues and improvements are identified, files a later application
that includes the improvement. See 4A Chisum on Patents §
13.03[3] (Matthew Bender & Co. 2004) (*A continuation-in-part
application may be used to add improvements developed since the
filing date of the parent application . . .”) [cite omitted]. As a con-
crete example, an inventor solving the cold fusion problem might
file an initial application disclosing her first discovery that energy
could be generated at an efficiency of X% at room temperature by
running electricity through heavy water. Later, as the inventor
continues to work in a laboratory to perfect the invention, she
might discover that the cold fusion technique works at a higher
efficiency of X + 25% if conducted at less than room temperature,
let’s say a range of 50-60 degrees Fahrenheit. In that case, the
inventor would file a CIP that discloses the higher-efficiency
approach to cold fusion in addition to the original approach.

67. See supra note 60.

68.See 37 CFR. §§ 1.16-1.17. .

69. See www .uspto.gov/web/offices/com/annual/2005/ 060414_
table14.html.

70. The proposed rules provide other limitations and restric-
tions, however, on applicants who file multiple applications simul-
taneously, or within a two-month period, with the tandem proposal
that attempts to limit the number of claims examined by the PTO.
See Changes to Practice for Continuing Applications, 71 Fed. Reg.
48 (proposed Jan. 3, 2006) (to be codified at 37 C.FR. pt. 1);
Changes to Practice for the Examination of Claims in Patent
Applications, 71 Fed. Reg. 61 (proposed Jan. 3, 2006) (to be codi-
fied at 37 CFER.pt. 1).

71.Indeed, the PTO seeks to limit the number of claims exam-
ined in any application to 10 “representative” claims. See 71 Fed.
Reg. 61, 66-68.

72. See supra note 10 and accompanying text.

73. See 71 Fed. Reg. at 49-50.

74. The Patent Office derives its rulemaking authority from 35
US.C. § 2(b)(2) (2000), which states, in pertinent part: “The
Office may establish regulations, not inconsistent with law.” If
implemented, however, the proposed rules would exceed the
Patent Office’s rulemaking authority for at least the following rea-
sons: 35 U.S.C. §120 states that “[a]n application for patent for an
invention . . . shall have the same effect, as to such invention, as
though filed on the date of the prior application”; 35 U.S.C. § 121
contains similar language; and, finally, the use of the word “shall”
means that Congress intended the statute to represent the mini-
mum requirements to obtain the benefit of the filing date of the
prior application.

In addition, an agency, like the PTO, “may not promulgate a rule
or regulation that adds a requirement that does not exist under the
statute.” 2 Am. Jur. 2d Administrative Law § 132 (2004). Likewise,
a regulation that contravenes a statute is invalid. R & W Flammann,
GmbH v. United States, 339 F.3d 1320, 1324 (Fed. Cir. 2003) (cit-
ing United States v. Vogel Fertilizer Co., 455 U.S. 16 (1982). The
Federal Circuit further has held that “[e]ven substantive rules cannot
be promulgated that are contrary to statute. If the intent of Congress
is clear, that is the end of the matter.” Travelstead v. Derwinski,
978 F.2d 1244, 1250 (Fed. Cir. 1992), (citing Chevron U.S.A., Inc.
v. Natural Res. Defense Council, Inc., 467 U.S. 837 (1984). The
Court of Customs and Patent Appeals has held that there is no statu-
tory basis under 35 U.S.C. § 120 to limit the number of continuation
applications allowed an applicant who otherwise complies with the
requirements of that statutory provision. See In re Henriksen, 399
F.2d 253,261 (C.CP.A.1968).

75. See 71 Fed. Reg. at 49.

76. We have gathered data for the percentage of continuations
filed for issued patents from applications having filing dates
between the years of 1975 and 2001. Our data includes all contin-
uing applications (file-wrapper continuations, [FWCs], CIPs, divi-
sionals, and regular continuations), but does not include Continued
Prosecution Applications (CPAs) and RCEs because there is no
way of obtaining this information from an issued patent other then

(continued on page 83)
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Pafent Confaminations
(continued from page 48)

its file history. Including CPA and RCE filings would have
increased the percentage of continuations by a small fraction in the
years following 1998. See 37 CF.R. § 1.53(d), which became
effective in December 1997. Statements made in the L&M article
(see supra note 11 and accompanying text) that the percentage of
continuations has been on a steady increase up until the mid
1990’s may have been based on data from the PTO. The PTO pre-
sented a recent chart that does show an increase since 1980 in the
percentage of continuations based on applications filed. See
www.uspto.gov/web/offices/pac/dapp/opla/presentation/laiplaback
ground.ppt, slide 10. But the PTO’s chart does not include CIP
applications or divisionals. Additionally, it does not appear to
include FWCs, which understates the rates of continuation filings
prior to 1997 when FWCs were available to applicants. On the
other hand, the PTO chart includes CPA and RCE filings (which
replaced the FWC procedure after 1997), which weights the contin-
vation filing rate after 1997. Thus, it is not surprising then that the
PTO’s chart shows a noticeable increase in the percentage of contin-
uations since the mid to late 1990s. Our data includes all continua-
tions and does not attempt to select certain types of continuations,
and shows that the percentage of continuations actually has stayed,
on average, statistically the same, at or about 27 percent (with
exceptions in the mid-1990s where the rate surged to over 50 per-
cent in 1995 due to the enactment of TRIPS, and nearly 40 percent
the year before in anticipation of enactment of that legislation).
Using the PTO’s logic, one would have anticipated a huge backlog
in the mid- to late 90s, but that did not exist. Since that time, the
percentage of continuations appears to have decreased or stayed sta-
tistically the same, while the backlog has increased.
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77.Recent statements by the General Counsel of the PTO and
by John Doll seem to back off from some of the commentary in
the Federal Register notices of Jan. 3, 2006. At a “Town Hall”
meeting in Chicago on Feb. 1, 2006, and at the AIPLA Mid-Winter
meeting in Palm Springs on Feb. 4, 2006, both John Doll and James
Toupin, the PTO’s general counsel, stated that the “number one rea-
son we would like to do this is to make patent examination quality
better. . . . Befter quality applications mean better examination. We
need more focus throughout and closure to the examination
process.” Press Release, United States Patent & Trademark Office,
Chicago Town Hall Meeting Focuses on Proposed Rule Changes to
Improve Patent Examination (Feb. 1, 2006), available ar www.
uspto.gov/web/offices/com/speeches/06-07 htm.

78. See John Doll, Commissioner for Patents, USPTO Request
for Public Input: Strategic Planning, slides 14 and i8. (Feb. 4,
2006), www .uspto.gov/web/offices/pac/dapp/opla/presentation/
chicagoslides.ppt. The Technology Centers (TCs) with the great-
est backlog are TCs 1700, 2600, 2800, and 3700. See id. at Slide
14. Each of these TCs has a continuation rate that is less than the
average for 2005. See id. at Slide 18.

79. Clearly, there are a number of examiners that might not nec-
essarily fall into either category, and may fall into both at times,
but the two types of examiners, we believe, represent a majority of
examiners at the PTO.

80. Applicants typically do not challenge these actions by peti-
tion to the Director, even though they likely would be successful.

- The rationale for this is that the applicant does not want to alienate

the examiner by going over the examiner’s head via petition to the
Technology Center Director, but rather will try to work the issues
out in a continuation application. All of this will change dramatical-
ly if the proposed rules take effect. The examination process will
become increasingly acrimonious, applicants will petition prema-
ture final rejections, nearly every refusal to enter an amendment or

By Michael §. Greco
President, American Bar Association

Public Service

Making Service Part of the Workplace Is
Good for the Profession and the Public

Most lawyers feel a keen responsibility to the public, demonstrated now by the thousands of lawyers who are volunteering to assist
victims of last year’s hurricanes. Increasingly, however, lawyers today are facing the more rigorous dernands of modern practice,
which deplete their time and energy for pro bono and public service work.

This tension between the law’s public interest roots and today’s business realities must be addressed for the good of the profession
and society. Lawyers feel less fulfilled in their work, while the public’s need for volunteer legal services remains severe.

1 have appointed the Commission on the Renaissance of Idealism in the Legal Profession to help lawyers strike a better balance
in their law practices and allow them to perform more public service. The commission is led by Honorary Co-chairs U.S. Supreme
Court Justice Ruth Bader Ginsburg and Theodore C. Sorensen, special counsel to President John F. Kennedy, and is chaired by
Mark D. Agrast of Washington, D.C.

I charged the commission with developing workplace policies and practices that would enable lawyers to do more pro bono and
public service, and it already has developed the Pro Bono and Public Service Best Practices Resource Guide.

The guide is a free, online clearinghouse of more than 160 successful pro bono and public service programs from all practice
areas. Lawyers may use best practices in the guide as models, drawing on other lawyers’ ideas and experiences.

Additionally, legal employers who have implemented effective pro bono programs and public service projects are encouraged to
submit them online so their ideas may benefit others in the profession and people in need of assistance.

When I took office as president of the ABA, I asked all lawyers to do more pro bono and public service, but I am not asking
lawyers to do it alone. I urge you to visit the commission’s website, www.abanet.org/renaissance, to learn from the guide’s best
practices and to help others by submitting your own. It is time for lawyers to balance professional interests with the public interest.
The needs of society and our profession depend on it.
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