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Introduction

This is the second Article in a two—part series about the legislative history

of the recently enacted Leahy—Smith America lnvents Act (“AlA”).l The first

Article addressed those sections of the AIA that apply to an application be-

fore a patent has issued———principally, the bill’s amendments to §§ 102, 103,

115, 122, and 135 of title 35, and several of the AIA’s uncodified provisions.’

This second Article addresses those changes made by the AIA that apply only

after a patent has been granted. It examines the legislative history ofthe AIA’s

provisions concerning post—grant review ofpatents; inter partes proceedings;

supplemental examination; the section 18 business—method—patent—revieW

program; the new defense of prior commercial use; the partial repeal of the

best~mode requirement; and other changes regarding virtual and false mark~

ing, advice ofcounsel, courtjurisdiction, USPTO funding, and the deadline

for seeking a patent term extension. This second Article consists oftwo parts:

Part I addresses sections of the U.S. Code that were amended by the AIA,
and Part II addresses sections of the AIA that are uncodified.

I. Sections of the U.S. Code That Are Amended by the AIA

A. 28 U.S.C. §§ 1295(a) (1), 1338(a), and 1454: The Holmes

Group v. Vornado Fix

Section 19 of the AIA, at subsections (a) through (c), enacts the so—called

H0/mes Group’ fix.‘ These provisions: (1) amend title 28 to clarify that state
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courts lackjurisdiction over legal claims arising under patent, copyright, and
plant~variety~protection statutes, and deem the various overseas territories to

be States for this purpose; (2) extend the Federal Circuit’s appellate jurisdiction

to compulsory patent and plant—variety—protection counterclaims, thereby

abrogating Holmes Group, Inc. 22. Vormzdo Air Circulation Systems, [7%‘.;5 and
(3) allow removal of civil actions in which “any party” asserts legal claims

under patent, copyright, or plant-variety-protection statutes.‘

Aprovision appearing in earlier versions oftheA1A as § 19 (d), Which would
have required the Federal Circuit to transfer cases that had been appealed as

patent or plant—variety—protection cases but in which no such legal claim “is

the subject of the appeal by any party,” was eliminated from the AIA during
House floor consideration?

The 201 1 Committee Report briefly described these provisions, noted that

similar legislation was reported by the House Judiciary Committee in 2006,
and “reaffirm [ed] ” the Committee Report for that earlier bill.”

The Committee Report for the 2006 Holmes Group bill stated that:

The [House Judiciary] Committee believes Holmes Group contravened the will of

Congress when it created the Federal Circuit. That is, the decision will induce litigants

to engage in forum-shopping among the regional circuits and State courts. Extending

the argument, the Committee is concerned that the decision will lead to an erosion
in the uniformity or coherence in patent law that has been steadily building since the
Circuit’s creation in 1982.9

The Holmes Group provisions were added to the AIA during the Senate
Judiciary Committees markup of the bill on February 3, 2011.1“ During the
Senate debates in March 2011, Senator Kyl noted that the AIA modified the

2006 bill by limiting its expansion of Federal Circuit jurisdiction to “only

compulsory counterclairns.”“ Senator Kyl stated: “Compulsory counterclairns
are defined at Rule 13(a) and basically consist ofcounterclaims that arise out

of the same transaction or occurrence and that do not require the joinder

of parties over whom the court would lack jurisdiction.” He explained
that “[W]ithout this modification, it is possible that a defendant could raise

unrelated and unnecessarypatent counterclairns simplyin order to manipulate

appellate jurisdiction.” Senator Kyl also noted that § 1454, the new removal

5 Holmes, 535 U.S. 826.

6 Leahy—Smith America invents Act, sec. 19, 125 Stat. at 332.

7 157 Com. Rm H4446 (daily ed. June 22, 2011).

8 H.R. REP. No. 112—98, at 81; see also ul pt. 1, at 54.

9 H.R. REP. No. 109-407, at 5 (2006).

1° S. 23, 112th Cong., sec. § 17 (2011).

H 157 CONG. REC. S1378 (daily ed. Mar. 8, 2011) (statement ofSen. Kyl).
12 Id. at S1378—79.

13 Id. at S1379.
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statute, had been modified to clarify that intellectual—property counterclaims
would not be remanded.”

B. 28 U.S.C. § 1295 (a) (4) (A): Jurisdiction of the Federal Circuit

"lhis subparagraph was revised to identify all of the various Patent Trial

and Appeal Board proceedings from which the Federal Circuit shall entertain

appeals.”

Senator Kyl addressed these revisions during the March 2011 debates,

commenting that “[t]he language ofsubparagraph (A) is also generalized and

clarified, recognizing that the details ofwhat is appealable will be in sections
134 and 141.” He also noted that it “appears that Congress never gave the

Federal Circuit jurisdiction over appeals from reexaminations when it created
those proceedings,” and that the AlA’s recognition of such jurisdiction was
therefore made retroactive.” Finally, he noted that “[i]n the effectiVe—date

provision . . . , various existing authorities are extended so that they may

continue to apply to inter partes reexaminations commenced under the old

system.”

C. 35 U.S.C. §§ 6, 141: Patent Trial and Appeal Board and

Appeals to the Federal Circuit

Section 6 of title 35 is revised by section 7(a) of the AIA to (i) redesignate

the Board of Patent Appeals and interferences (“BPA1”) as the Patent Trial

and Appeal Board (“PTAB” or “Board”), (ii) to authorize the new Board to
hear appeals ofexaminations and reexarninations, and (iii) to enable the Board
to conduct derivation roceedin s and inter artes and ost— rant reviews.”P g P P g

Consistent with this chan e, in section 7 c of the AIA, “section 141 of titleg

35 [was] modified to allow appeals of PTAB decisions in inter partes and

post—grant reviews, and the section is edited and reorganized.”
The Committee Report brieflycommented on these revisions,“ as did Senator

Kyl, who noted that the recodification of section 6 departs from previous

14

‘5 See Leahy—Srnith America lnvents Act, Pub. L. No. 112-29, sec. 6(f) (3)(C), § 1295(a)

(4) (A), 125 Stat. 284, 313 (2011); see also 157 CONG. REC. S1377 (daily ed. Mar. 8, 2011)

(statement of Sen. Kyl).

16 157 CONG. REC. S1377 (daily ed. Mar. 8, 2011) (statement of Sen. Kyl).
17

18 Ia’.

19 Leahy—Smith America Invents Act, sec. 7(a), 125 Stat. at 513.

2° 157 CONG. REC. S1377 (daily ed. Mar. 8, 2011) (statement of Sen. Kyl).

2‘ H.R. REP. No. 112-98, at 48, 77 (2011).
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versions of the bill by allowing all members of the PTAB to participate in

all proceedings.”

Section 6(f) (2) (B) of the AIA provides that, for purposes of pending

interferences, “the Director may deem the Patent Trial and Appeal Board to

be the Board of Patent Appeals and interferences” and conduct “any further

proceedings in that interference.” Paragraphs (2) and (3) ofsection 7(e) ofthe
bill create similar authority for pending inter partes reexaminations.“ And in

conformitywith this change, “language [was] added to section [6(f) (3) (C)] of

the bill that deems references to derivation proceedings in the current appeals
statutes to extend to interferences commenced before the effective date ofthe

bill’s repeal of interferences.”

D. 35 U.S.C. § 32: Suspension or Exclusion from Practice

Section 3(l<) of the AIA modifies the statute of limitations for initiating a

proceeding under 35 U.S.C. § 32 to exclude an attorney from practice before
the USPTO.“ It requires that such a proceeding be initiated Within the earlier

ofeither the ten—yearperiod after the misconduct occurred, or one year after the

misconduct was reported to the USPTO “as prescribed in * * * regulations.”

Section 3(l<) also requires the USPTO to report every two years to Congress

on substantial incidents of misconduct that evade investigation because of

the ten—year time limit.”

Senator Kyl commented on these provisions during the March 201 1 Senate

debates, describing the ambiguity that existed as to Which deadline applied to

§ 32 proceedings under pre-AIA law.” He also noted that “ [a] 10-year limit

would appear to allow a proceeding for the vast bulk of misconduct that is
discovered,” while staying Within the time period “during which individuals

can reasonably be expected to maintain an accurate recollection ofevents and
motivations.”

22 157 CONG. REC. S1377 (daily ed. Mar. 8, 2011) (statement of Sen. Kyl).

23 Leahy—Smith America Invents Act, sec. 6(f) (2) (B), 125 Stat. at 311.

2‘ Id. at secs. 7(e)(2), 7(e)(3), 125 Stat. at 315.

25 157 Cong. Rec. S1377 (daily ed. Mar. 8, 2011) (statement of Sen. Kyl) (“In the

effective—date provision at the end of section [7], Various existing [appeal] authorities are

extended so that they may continue to apply to inter partes reexaminations commenced

under the old system.”).

26 Leahy—Smith America Invents Act, § 3(l<), 125 Stat. at 291.

27 Ia’. § 3(k)(1).

28 Id. § 3(l<) (2).

29 See 157 CONG. REC. S1372 (daily ed. Mar. 8, 2011) (statement of Sen. Kyl).
30

31 Id. at S1372~73.
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E. 35 U.S.C. § 143: Proceedings on Appeal

Section 7(c) (3) of the AIA amends § 143 of title 35 to allow the Director

to intervene in a Federal Circuit appeal ofthe PTAB’s decision in a derivation

proceeding or in an inter partes or post-grant review.“ Senator Kyl noted this

provision in passing during the March 2011 debates on the bill.”

F. 35 U.S.C. § 202(b): Bayh-Dole Funding Agreements and
Technical Corrections

Prior to the enactment of the AIA, § 202(c)(7) (E)(i) of title 35 provided

that, ifa government-owned, contractor-operated facility received net royalty
income from patented inventions developed through federally funded research

in an amount that exceeded 5% ofthe facility’s annual budget, then 75% of

any such royalty income received in excess of that 5% must be paid by the

facility to the federal government.“ Section 13 of the AIA reduced this 75%

toll to just 15%.” V
The 2011 Committee Report commented briefly on this provision in its

background section, noting that:

The Senate Judiciary Committee considered testimony that the requirement to repay

the government 75 percent of the excess on royalty payments may be causing a

disincentive for universities and small business operating under the GOCO provisions

to commercialize products.“ Based on these concerns, the Act maintains the essence
ofthe agreement GOCOs made with the taxpayers when they received funding[:] that

theywould reimburse the taxpayer ifthey are suificiently successful in commercializing

a product invented with taxpayer dollars, but which reduces the burden on universities
and small businesses, thereby encouraging commercialization.”

32 Leahy-Smith America invents Act § 7(c) (3), 125 Stat. at 314-15.

33 See 157 CONG. REC. S1377 (daily ed. Mar. 8, 2011) (statement of Sen. Kyl).

34 35 U.S.C. § 202(c)(7) (E)(i) (2006), amended by Leahy-Smith America Invents Act

§ 13(a)(1), 125 Stat. at 327.

35 Leahy—Smith America invents Act § 13(a)(1), 125 Stat. at 327.

36 H.R. REP. No. 112-98, at 51 n.52 (2011). A footnote that appears in the Report at

this point cites to the following hearing testimony: 7726 Role ofFedem/ly-Funded University

Research in the Patent Sy.vtem: Hearing Before the 5. Comm. on the fudiciaig/, 110th Cong.

(2007) (statement ofDr. Elizabeth Hoffman, Executive Vice President and Provost, Professor

of Economics, Iowa State University).

37 H.R. REP. No. 112-98, at 51; see also in’. at 79 (section-by-section analysis); S. REP.

No. 111-18, at 46 (2009) (additional views ofSen. Grassley); 157 CONG. REC. S1366 (daily

ed. Mar. 8, 2011) (Republican Policy Committee Legislative Notice) (summarizing section

135 amendments to the America lnvents Act).
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The AIA also corrected several minor errors in § 202,” conformed it to the

adoption ofthe first—to—file system,” and softened language that had previously

provided that, except where infeasible after a reasonable inquiry, federally
funded patented inventions must be licensed to small firms.“ TheAIAreplaced
the previous requirement to license to small firms with a requirement that
such firms simply be given a “preference” in licensing.“

G. 35 U.S.C. § 251: Allowing Assignees to Seek Broadening
Reissue

Section 4(b) (2) oftheAlAamends the third paragraph ofsection25 1 (which

will be designated as subsection (c) by the AIA)“ to allow an assignee of a
patent to seek a broadening reissue of the patent if the entire interest in the
inventionwas assigned before the application for patent was filed.“ Prior to the
enactment of this provision, an assignee was barred from seeking broadening

reissue.‘“And even after its enactment, an assignee who acquired the patent or

application from the inventor (that is, in cases where the inventor himselffiled
the application) will continue to be barred from seeking broadening reissue.“

Senator Kyl commented on this change, and the USPTO’s construction

the pre—A1A law, during the March 2011 debates on the bill:

[T]he present bill . . . modifies section 251 to allow an assignee who applied for a
patent to also seek broadening reissue of the patent within two years of its issue.
Notwithstanding the language of the fourth paragraph of current section 251, the

Office currently does allow assignees to seek broadening reissue, so long as the inventor

does not oppose the reissue. The Oflice views such unopposed applications for reissue
as effectively being made “in the name” of the inventory“ Expanding an assignee’s
right to seek broadening reissue is consistent with the bill’s changes to sections 115

and 118, which expand assignees’ rights by allowing assignees to apply for a patent

against the inventors wishes. If an assignee exercises his right to apply for a patent

38 See Leahy—Smith America invents Act, secs.13(a)(3), 20(1) (2) (A), 125 Stat. at 327.

39 See id. sec. 3(g)(7), 125 Stat. at 288.

4“ See 121 sec. 20(i)(2)(B), 125 Stat. at 335.

41

42 Id. sec. 20(d)(3), 125 Stat. at 334.

‘*5 Id. sec. 4(b)(2),§ 251, 125 Stat. at 296.

44 35 U.S.C. § 251 (2006), amendm’ éy Leahy—Smith America Invents Act § 4(1)) (2),
125 Stat. at 296.

45 See Leahy—Srnith America lnvents Act, sec. 4(b) (2), 125 Stat. at 296; 35 U.S.C. § 251.

46 The regulations governing this matter are somewhat contradictory. Although 37 CPR.

§ 1.172 (201 1) emphasizes that “[21] reissue oath must be signed and sworn to or declaration

made by the inventor,” it then adds “except as otherwise provided,” and cites to 37 CFR.

§ 1.47. Section 1.47 in turn provides that an assignee may file an application for patent

“[w]henever all of the inventors refuse” to do so. 37 C.F.R. § 1.47(b) (2011).

6
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against the inventors wishes, there is no reason not to allow the same assignee to also

seek a broadening reissue within the section 251 time limits.”

H. 35 U.S.C. § 257: Supplemental Examination

Section 12 of the AIA authorizes a new post~grant proceeding called

“supplemental examination.” This new proceeding allows the patent owner

to submit to the USPTO any information that is believed to be “relevant to

the patent.” Once the information is submitted, the Director must decide

whether the information creates a substantial new question ofpatentability. 5“

Ifhe finds that it does, the USPTO must reexamine the patent.”

The most important feature of this new proceeding is its effect on the

inequitable—conduct doctrine. As the final Committee Report stated:

Ifthe Oflice determines that the information [that was submitted to the Office by the

patent owner] does not present a substantial new question ofpatentability or that the

patent is still valid, that information cannot later be used to hold the patent unenforceable

or invalid on the basis [of] an inequitable~conduct attack in civil litigation?

The final Committee Reports section—by-section analysis further elaborated

on this point, noting that “[c]hallengers may still argue in court that the

Oflice’s conclusion in supplemental examination was erroneous and that the

information renders the patent invalid, but the information cannot be used

to render the patent invalid or unenforceable on the basis of inequitable
conduct.”

Supplemental examinationwas championed bySenator Hatch.“The concept

grew out of Senator Hatch’s advocacy over several Congresses of proposals

to restrict the inequitable—conduct doctrine.” The first Senate version of the

A1A—the Hatch—Leahy bill of2OO65°——included a provision that would have

sharply limited courts’ authority to hold a patent unenforceable on the basis

47 157 CONG. REC. S1373 (daily ed. Mar. 8, 2011) (statement of Sen. Kyl).

48 Leahy-Smith America invents Act, sec. 12, 125 Stat. at 325; see I-LR. REP. No. 112»

98, at 28 (2011).

4’ H.R. Rm». No. 112—98, at 28.

5° Id.

51 For conventional summaries of the features of this new proceeding, see id. at 50, 78;

157 CONG. REC. S1366 (daily ed. Mar. 8, 2011) (Republican Policy Committee Legisla-

tive Notice); id. at S1097 (statement of Sen. Hatch); id. at 81378 (statement of Sen. Kyl).

52 I-LR. REP. No. 112—98, at 50.

53 Id. pt. 1, at 78.

54 See 157 CONG. REC. S1097 (daily ed. Mar. 2, 2011) (statement of Sen. Hatch).

55 See 8. 3818, 109th Cong., sec. 4 (2006); see also 153 CONG. REC. S4691 (daily ed.

Apr. 18, 2007) (statement of Sen. Hatch).
5“ s. 3818.
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of inequitable conduct.” This provision was dropped from the Leahy—Hatch

bill that was introduced in 2007, but Senator Hatch continued to pursue

inequitable—conduct reform, arguing that the defense “has been overpleaded

and has become a drag on the litigation process.”
In 2009, Senator Hatch secured a commitment from the House and

Senate bill’s lead sponsors———Senator Leahy and Representative Conyers—to

include inequitable~conduct reforms in the bill.” Supplemental Examination

was added to the bill by the Leahy—Sessions managers’ amendment that was
announced in March 2010.“

57 The Hatch—Leahy bill would have barred courts from holding a patent unenforceable

because of inequitable conduct if: (1) the patent owner or his agent had an informed good—

faith belief that the information in question was not material; (2) the patent owner had no

actual or constructive knowledge of the misconduct in question; or (3) the court had not

determined that one or more claims in the patent is invalid. See id. sec. 5(c).

"‘ 153 CONG. REC. S4691 (daily ed. Apr. 18, 2007) (statement of Sen. Hatch); see

also Patent Reform.‘ 7716 Future of/lmeriazn Innovation: Hearing Before the S. Comm. on I/ae

judiciary, 110th Cong. 10-11 (2007) [hereinafter 2007 Senate /veering] (statement ofJon

Dudas, Director, USPTO) (describing impact ofinequitable—conduct litigation on applicant

behavior); Potent Refiarm Act of2007: Hearing on HR. 1908 Befirre t/or Snlrcomm. on Courts,

the Internet, andIntellectualProp, 110th Cong. 56 (2007) [hereinafter 2007Home /aezzring]

(statement of Gary L. Griswold, President and Chief Counsel of Intellectual Property, 3M

Innovative Properties) (“Defendants now shamelessly second—guess everything that is said to

the PTO in obtaining a patent . . . There is always fodder for the contention that . . . informa-

tion . . . was somehow wrongfully withheld”); I-I.R. REP. No. 112-98, at 50 (2011); S. REP.

No. 110-259, at 59—62 (2008) (additional Views of Sens. Specter and Hatch) (criticizing

the inequitable—conduct doctrine’s low standard for showing materiality); 155 CONG. REC.

S2715 (daily ed. Mar. 3, 2009) (statement ofSen. Hatch) (“The inequitable conduct defense

is frequently pled, rarely proven, and always drives up the cost of litigation tremendouslyf’).

59 See 155 CONG. REC. S2715—16 (daily ed. Apr. 18, 2007) (statement of Sen. Hatch)

(“For years I have been arguing . . . [that] we must take steps to ensure that the inequitable

conduct doctrine is [reformed] . . . . Chairman Leahy and Chairman Conyers both know of

my strong interest in this area and have agreed to incorporate changes to the law.”); see also

id. at 32707 (statement of Sen. Leahy) (“I understand that the issue of inequitable conduct

is very important to Senator Hatch, and I will work with him to address any statutory

changes”); 155 CONG. REC. E537 (daily ed. Mar. 3, 2009) (statement ofRep. Conyers) (“It

is my intention to work closely with [Sen. Hatch} to craft language on inequitable conduct

that can be incorporated into the bill at a later time.”).

6° See S. 515, 1 11th Cong. (2009) (amendment in the nature ofa substitute). As noted in

Part I of this Article, see Matal, supra note 1, at 443 n.54, 444 n.58 and accompanying text,

there is no official public Version of the 2010 managers’ amendment, but that amendment

is substantially identical to S. 23, 112th Cong. (2011) (introduced bill).

8
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During the 2011 Senate debates, Senators Hatch and Kyl spoke about

the policy goals that are intended to be served by allowing supplemental

examination of patents.“ Senator Hatch stated that:
the su lemental examination rovision satisfies alon —felt needinthe atent communiPP P g P

to be able to identify whether a patent would be deemed flawed if it ever went to

litigation and enables patentees to take corrective action. This process enhances the
uali of atents, thereb romotin reater certain for atentees and the ublic.“‘1 P 8 8 P

Senator Kyl noted that under the law at that time, “even minor and

inadvertent errors in the patent application process can lead to expensive and

very unpredictable . . . inequitable conduct litigation.” He then went on to

describe scenarios in which supplemental examination would be particularly

beneficial to small and start—up businesses:
It is often the case that startu com anies or universit researchers cannot afford toP P Y
hire the ve best atent la ers. Their atents are rosecuted b an in—house attorneW P WY P P Y Y

who does a good enough job but who is unfamiliar with all of the sharp corners and

pitfalls of the inequitable conduct doctrine, such as the need to present cumulative

studies and prior art. Later, when more legally sophisticated investors evaluate the

patent for potential investment or purchase, these minor flaws in prosecution can

deter the investor from purchasing or funding the development of the invention. An
investor would not risk s endin hundreds ofmillions of dollars to develo a roductP 3 P P

if a potential inequitable conduct attack may wipe out the whole investment.

Parties on both sides of these exchanges report that investors routinely walk away

from inventions because of their inability under current law to resolve uncertainties

whether a flaw in prosecution was, in fact, inequitable conduct. These decisions not

to invest in a new invention represent important new cures never tested and brought

to market and other important inventions that are never developed.

The authorization ofsupplemental examination will result in path—breaking inventions

being developed and brought to market that otherwise would have lingered on the

shelfbecause oflegal uncertainty over the patent. It will ensure that small and startup

companies with important and valid patents will not be denied investment capital

because of legal technicalities.“

The final Committee Report also described the AIA’s exceptions to § 2573

guarantee that apatent that survives supplemental examinationwill be immune

from an inequitable—conduct attack based on the information presented in the

supplemental examination.” The Report noted that no immunity will attach

if there have been “prior allegations involving certain new drug applications

61 See 157 CONG. REC. S1097 (daily ed. Mar. 2, 2011) (statement of Sen. Hatch); id. at

85319 (daily ed. Sept. 6, 2011) (statement of Sen. Kyl).

62 Ia’. at S1097 (daily ed. Mar. 2, 2011) (statement of Sen. Hatch).

63 Id. at S5319 (daily ed. Sept. 6, 2011) (statement of Sen. Kyl).
64 Id.

‘5 H.R. R1=.p.No. 112-98, at 78 (2011).

9
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(21 USC§. 355()')),’’ or if the patent owner has brought “patent enforcement
actions before the International Trade Commission or a [U.S.] district court,

unless the supplemental examination was concluded before the date on which

the action is brought.”“

Senator Hatch further elaborated on this second exception, noting that:

[t]he request [for supplemental examination] must be made before litigation [by the

patent owner] commences. Therefore, supplemental examination cannot be used to

remedy flaws first brought to light in the course oflitigation, nor does it interfere with
the court’s ability to address inequitable conduct.”

Both Representative Lamar Smith and Senator Kyl also commented during
the 2011 debates on subsection (e) of § 257.“ Subsection (e) requires that, if

the Director discovers during the course ofthe supplemental examination that

a “material fraud on the Oflice may have been committed in connection with

the patent,” the Director “shall . . . refer the matter to the Attorney General
for such further action as the Attorney General may deem appropriate.”

In an extension of remarks submitted on the day of the House passage

of the AIA, Representative Smith indicated that: (1) subsection (e) is not

intended to expand USPTO’s investigatory duties; (2) even if the USPTO
makes a referral to the Attorney General, it must conclude the supplemental

examination; and (3) the Director cannot delegate to his subordinate employees

his duty to refer cases to the Attorney General pursuant to subsection (e).7°

Representative Smith stated:

this provision is not intended to impose any obligation on the PTO beyond those it
already undertakes, or require it to investigate or prosecute any such potential fraud.

Subparagraph (Q1711 is neither an investigative nor an adjudicative provision, and, as

66 Id. The Report also stated that no immunity will attach in “instances in which fraud on

the USPTO was practiced or attempted.” Ia’. However, this particular exception, which was

added to supplemental examination by an amendment offered by Representative Goodlatte

in the House Judiciary Committee markup, see id. at 60-61, was later stripped from the

bill on the House floor by the managers’ amendment. See 157 CONG. REC. H4450 (daily

ed. June 22, 2011) (text of managers’ amendment). Compare H.R. 1249, 112th Cong., sec.

12, § 2S7(c) (2) (C) (as reported in House, June. 1, 2011), with H.R. 1249, 112th Cong,

sec. 12, § 257(c)(2) (as passed by House).

67 157 CONG. REC. S1097 (daily ed. Mar. 2, 2011) (statement of Sen. Hatch).

68 See id. at E1182 (daily ecl. June 23, 2011) (statement of Rep. Smith); id. at 85429

(daily ed. Sept. 8, 2011) (statement of Sen. Kyl).

69 Leahy—Smith America Invents Act, sec. 12 § 257(6), 125 Stat. at 326-27.

7° See 157 CONG. REC. E1182 (daily ed. June 23, 2011) (statement of Rep. Smith).

71 Representative Smith mistakenly referred to subparagraph (C) of subsection (c) (2),

where an earlier provision relating to fraud on the Oflice had been located. See H.R. 1249,

112th Cong., sec. 12, § 257(c)(2) (C) (as reported in House, June. 1, 2011). His remarks

are obviously intended to be directed at subsection (e).

10



LEGISLATIVE HISTORY OF THE AMERICA INVENTS ACT: PART II or II 549

such, is not intended to expand the authority or obligation of the PTO to investigate

or adjudicate allegations of fraud lodged by private parties.

Further, any referral under this subjection is not meant to relieve the Director from

his obligation to conclude the supplemental examination or reexamination proceeding

ordered under this section. It is important for the process to proceed through conclusion

ofreexamination, so that any claims that are invalid can be properly cancelled.

[Finally,] [t]he decision to make referrals under subsection (c)m] is not meant to be
delegated to examiners or other agents of the PTO, but rather is a determination that
should only be made by the Director himself or herself.”

When the House—passed MAwas brought to the Senate floor in September

of 201 1, Senator Kyl noted that Representative Smith’s extension of remarks

had “clarifie[d] the purpose and effect of [new subsection (e)],” and stated

that “[i]n light of [Representative Srnith’s] remarks, I find the addition
unobjectionable.”" Senator Kyl also added that, “ in evaluatingwhether a fraud

is ‘material’ for purpose of referral, the Director should look to the Federal
Circuit’s decision in Ykerasense, Inc. 1/. Becton, Dickinson 6?" C0. ’’75

During the March 2011 Senate debates on the AIA, Senator Kyl also

commented on the fact that the AIA provides only that a patent may not

later be held unenforceable in civil litigation on the basis of information that
was evaluated in a supplemental examination.” He noted that:

[n] ew section 257(c)(1) follows the usual practice of referring to inequitable-conduct

attacks in terms of unenforceability, rather than invalidity, though courts have in the

past used the terms interchangeably when describing the effect offraud or inequitable
conduct on a patent."

72 Representative Smith presumably intended to refer to subsection (e). See id

7” 157 come. REC. E1182 (daily ed. June 23, 2011) (statement ofRep. Smith). It should

be noted that nothing on the face of § 257(6) precludes the Director from delegating the

decision to make such referrals, and elsewhere in the same section, responsibilities assigned

to the Director obviously are intended to be delegated. See, e.g., Leahy—Smith America In-

vents Act, sec. 12(a), § 257(a), 125 Stat. at 325 (stating that “the Director shall conduct the

supplemental examination”).

74 157 CONG. REC. S5429 (daily ed. Sept. 8, 2011) (statement of Sen. Kyl).

75 Id. (citing 649 Efid 1276, 1291 (Fed. Cir. 2011) (“[T]he materiality required to es-

tablish inequitable conduct is but—for materiality.”)).

75 See id. at S1378 (daily ed. Mar. 8, 2011) (statement of Sen. Kyl).

77 Id. In support ofthis proposition, Senator Kyl quoted].1? Stevens 69“ Co. 2/. Lex 7Z=xLz‘d.,

Inc, 747 F.2d 1553 (Fed. Cir. 1984). That case held that “[w]hether the holding should

be one of invalidity or unenforceability has had no practical significance in cases thus far

presented to this court.” Id. at 1560; H.R. REP. NO. 112—98, at 50 (2011) (“Patents are

unenforceable and invalid if they are obtained through fraud”).

11
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Senator Kyl went on to state that:

The term [unenforceability] should be considered to be used interchangeably With

“invalidity” in this bill as well. Obviously, Congress would not create a procedure for

reexarniningpatents that allowed them to be protected against subsequent inequitable-

conduct challenges ofunenforceability, only to allow the same patents to be challenged
on the same basis and declared invalid on the basis of inequitable conduct.“

During his March 8, 2011, remarks, Senator Kyl also responded to critics
who alleged that the authorization of supplemental examination would
“irnmunize misconduct.” He argued that “the Patent Office has ample

authority to sanction such misconduct.” In particular, Senator Kyl noted

that (1) “the Office can bar an attorney from appearing before the Ofhce if

he has engaged in misconduct in any proceeding before the Office’"“~—and
that the AIA even extended the statute of limitations for initiating such a

proceeding?’ (2) “[u]nder [pre—A1A] regulations, the Ofiice also sanctions
misconduct by striking offending filings or reducing the weight that they

are given;”83 and (3) “the Federal Circuit has recognized that the Office also
‘has inherent authority to govern procedure before the [Oifice],’””‘ and “that

inherent authority to sanction attorneys for misconduct is not restricted to

Article 111 courts.” Senator Kyl concluded that, “ [g]iven the Oflice’s existing

tools for sanctioning misconduct, there is no need to make the courts into

supervisors of attorney conduct in Oifice proceedings.”
Senator Kyl also could have noted that the AIA’s new post—grant and inter

partes review proceedings both expressly charge the USPTO with adopting

regulations that “prescrib [e] sanctions for abuse ofdiscovery, abuse ofprocess,

or any other improper use of the proceeding, such as to harass or to cause

unnecessary delay or an unnecessary increase in the cost of the proceeding.”

Through all of these provisions (including supplemental examination), the

78 157 CONG. REC. S 1378 (daily ed. Mar. 8, 2011) (statement of Sen. Kyl).
79

80

31

82 See id. ; see also Leahy-Smith America invents Act, sec. 3(k), 125 Stat. at 291.

157 CONG. REC. S1378 (daily ed. Mar. 8, 2011) (statement of Sen. Kyl).

Id. (quoting In re Bogese II, 303 F361 1362, 1368 (Fed. Cir. 2002)).

Id. (citing In re Bailey, 182 F.3d 860, 864 n.4 (Fed. Cir. 1999)).
86

87 Leahy~Smith America Invents Act, secs. 6(a), § 3 1 6(a) (6), 125 Stat. at 302; id. sec. 6(d),

§ 326(a) (6), 125 Stat. at 302, 308—09. The 2007 House Committee Report, commenting

on an identical provision in the 2007 House bill, see HR. 1908, 110th Cong., sec. 6(f)( 1),

§ 326(b) (4) (2007), stated that the Director “may impose sanctions in the form ofmonetary

fines (or payments to other parties) or restrictive orders relating to the proceedings, includ-

ing dismissal of petitions or cancellation of claims.” H.R. REP. No. 110—314, at 73 (2007).

ononon v».5.m
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AIA broadly shifts the responsibility for sanctioning misconduct in USPTO

proceedings from the federal courts to the USPTO itself.”
The AlA’s authorization of supplemental examination was not universally

greetedwith enthusiasm. After House passage ofthe bill, Representative Henry
Waxman stated in an extension of remarks that he was “deeply disappointed”

by the inclusion of this provision, denouncing it as “a ‘get out of jail free
card’ for any company fearful ofhaving their parent invalidated because they

deceived the PTO.” He complained in particular that “nothing in the bill
would stop a patent holder from seeking a supplemental examination with
information that wasrft even available at the time the patent was originally

filed,”9° and then suggested, somewhat inconsistently, that the USPTO interpret

the new § 257 to “prohibit[] reexamination of information that didn’t exist

at the time of the original filing.”

I. 35 U.S.C. § 273: Prior User Rights

1. Overview andHistory

A late but important addition to the AIA was a prior—user defense that

applies to all utility patents. Before the enactment of the AIA, § 273 of title
35 allowed only a very limited prior—user right that could be asserted only
for a “method of doing or conducting business.” The AIA’s new prior—user

defense can be asserted for any process, or for any product that is used in a

88 Such a shift was expressly advocated by Senator Kyl when he introduced S. 3600, his

alternative patent bill, in 2008 during the 1 10th Congress. See 154 CONG. REC. S9991 (daily

ed. Sept. 27, 2008) (“Professor John F. Duffy of George Washington University Law School

has made a persuasive case that inequitable conduct that occurs during patent prosecution

should be addressed in proceedings before the PTO itself”).

89 157 CONG. REC. E1208 (daily ed. June 24, 2011) (statement of Rep. \X7axman). Of

course, the only patent owner who can “get out ofjail free” through supplemental examina-

tion is one whose patent———even in light of the new information-—is a Valid patent.
9° Id.

9‘ Id. It should be noted that Representative Waxman’s initial statement is the correct

one: Nothing in the statute limits supplemental examination to review of information that

existed when the application for the patent was filed. Also, the language of § 257 is manda-

tory———it provides that the Director “shall” conduct supplemental examination, Leahy—Smith

America Invents Act, sec. 12(a) § 257(a), 125 Stat. at 325, and that he “shall” address each

substantial new question of patentability that is raised, id. § 257(b). Finally, the only regu-

latory authority that the Director is given by § 257 is limited in nature. See id. § 257(Cl).

Given the relatively clear commands of the statute, Representative Waxman’s proposal that

the Office block the use of supplemental examination in a broad category of cases appears
to recommend an action that would be ultra vires.

92 35 U.S.C. § 273(a) (3) (2006), mnendea’ by Leahy—Smith America invents Act, See.

5(a), § 273, 125 Stat. at 297.

13
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manufacturing or other commercial process.” To prevail, the defendant must
show that he commercially used the subject matter at least one year before

the earlier of either the eifective—filing date of the claimed invention or a

public disclosure ofthe claimed invention that qualifies for the § 102(b) grace

period." The defense can only be asserted against patents that are issued on
or after September 16, 2011," and the defense cannot be asserted against a

patent for an invention that was made by a university.”
The 201 1 Committee Report said surprisingly little about the new § 273.”

Also, because the bill’s prior—user right was rewritten by the House floor

managers’ amendment after the Report was issued,” much ofwhat the Report

did say is no longer accurate.”

Representative Lamar Smith presented the main arguments for allowing a

prior—user defense during the June 23, 201 1, House debates on the A1A.’°° He
argued that: (1) patenting is often ineffective for protecting manufacturing
processes, because such patents are very difficult if not impossible to police;
and (2) the fact that almost all other countries allow prior—user rights and

the United States does not creates a perverse incentive for manufacturers to
locate their factories overseas.“

Representative Smith stated:

For many manufacturers, the patent system presents a catch—22. If they patent a

process, they disclose it to the world and foreign manufacturers will learn of it and,
in many cases, use it in secret without paying licensing fees. The patents issued on
manufacturing processes are very difficult to police, and oftentimes patenting the idea

Leahy—Smith America Invents Act, sec. 5(a), § 273(a), 125 Stat. at 297.
Id.

Id. sec. 5(c), 125 Stat. at 299.

9‘ Id. sec. 5(a), § 273(c)(5), 125 Stat. at 298.

” See H.R. REP. No. 112-98, at 44, 74-75 (2011).

93 See 157 CONG. REC. H4448 (daily ed. June 22, 2011).

99 Specifically: ( 1) the final university exception, Leahy—Smith America Invents Act, sec.

5(a), § 273 (a) (e) (5), 125 Stat. at 298, does not operate as described in the Report, see H.R.

REP. No. 112-98, at 75; (2) language discussed by the Report that allows the defense to

be asserted by the person who “performed or caused the performance” of acts necessary to

establish the defense, z'd., was replaced with language allowing assertion by the person who

“performed or directed the performance” of the acts, Leahy—Smith America Invents Act,
sec. 5(a), § 273(e)(1)(A), 125 Stat. at 298; and (3) the bill’s previous requirement that the

person asserting the defense show that he reduced the subject matter to practice (which is

noted by the Report) was eliminated, see 157 CONG. REC. S5430 (daily ed. Sept. 8, 2011)

(statement of Sen. Kyl) (explaining that the final bill “drop[ped] the requirement of a show-

ing of reduction to practice . . . because the use of a process, or the use of [a] product in :1

cuu:v: U:A«at

commercial process, will always constitute a reduction to practice”).

10° See 157 CONG. REC. H4483 (daily ed. June 23, 2011) (statement of Rep. Smith).
101

14
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simply means giving the invention away to foreign competitors. On the other hand,
if the U.S. manufacturer doesn’t patent the process, then under the current system a

later party can get a patent and force the manufacturer to stop using a process that

they independently invented and used.

This provision [i. e., new § 273] creates a powerful incentive for manufacturers to build
new plants and new facilities in the United States. Right now, all foreign countries

recognize prior—user rights, and that has played a large role in attracting American

manufacturing jobs and facilities to these countries. I-LR. 1249 finally corrects this

imbalance and strongly encourages businesses to create manufacturing jobs in this102

country.

These same arguments were made repeatedly over the course of the nearly
two decades of legislative activity that led up to the enactment of the new
§ 273.103

102

103 See, e.g., America Inzzents Act: Hearing on HR 1249 Before t/ae Subcomm. on Intel-

lectual Prop, Competition, and t/ae Internet oftlze H. Comm. on the futliciaij/, 112th Cong.

51 (2011) [hereinafter AIA /rearing] (statement of David J. Kappos, Director, USPTO)

(“[P]rior user rights have the advantage of being very pro—American manufacturing. Cur-

rently, there is actually an incentive for American businesses to locate their factories over-

seas . . . because . . . other countries have prior user rights”); Prior Domestic Commercial Me

Act of1995: Hearing on HR. 2235 Befiire t/ae Suocomm. on Courts and Intellectual Prop. of

t/7eH Comm. on t/oefudiciarj/, 104th Cong. 13——14 (1995) [hereinafter 1995 House near-

ing] (statement of Dieter Hoinkes, Senior Counsel, Ofiice of Legislative and International
Affairs, USPTO); id. at 46—48 (statement ofRichard L. Schvvaab, Professor of Law, George

Mason University School ofLaw); id. at 53, 55 (statement of Gary L. Griswold, President,

Intellectual Property Owners, Inc. (“IPO”))S id. at 57 (statement of \William D. Budinger,

Chairman and CEO, Rodel, Inc.); in’. at 68 (statement of Robert A. Armitage, President,

AIPLA); 7795* Patent Prior User Rig/ots Act and t/oe Patent Reexamination Refizrm Act: Hearing

on S. 2272 and S. 2341 Before the Subcomm. on Patents, Copyrig/ots, and Trademarks oft/ae S.

Comm. on t/oefucliciazj/, 103rd Cong. 18——19 (1994) [hereinafter 1994Senate bearing] (state-

ment ofWilliam D. Budinger, Chairman and CEO, Rodel, Inc.) ; id. at 24, 26 (statement

ofRoger S. Smith, President, IPO); ill. at 28—29 (statement of Gary L. Griswold, on behalf

ofAmerican Intellectual Property Law Association (“AIPL ”)); Prior User Rig/ats (Relative to

Patents): HearingBefore t/9e.S'ul9comm. on IntellectualProp. ancl]ua’icialAtlmin. oftneH. Comm.

on tnefucliciary, 103d Cong. 10, 14 (1994) [hereinafter 1994 House /tearing] (statement of
Bruce A. Lehman, Comm’); USPTO); itl. at 136-139 (Letter of Harold C. Wegner, Prof. of

Law and Director of the Intellectual Prop. Law Program, George Washington University);

777e Patent System Harmonization Act ofI992: Hearing on S. 2605 and HR. 4978 Before

the Subcomm. on Patents, Copyrights, and Traolemar/es ofthe S. Comm. on t/aefudiciary and

the Suocomm. on Intellectual Prop. ana']ua'z'cialAclmin. of the H. Comm. on the judiciary,

102d Cong. 108 (1992) [hereinafter 1992joint /searing] (statement of Robert Benson, Past

President, AIPLA); id. at 196 (statement of Robert A. Armitage, Vice President, Corporate

15



554 THE FEDERAL CIRCUIT BAR JOURNAL VOL. 21, NO. 4

Additional arguments that often are made for recognizing priOr—user rights

are: (1) a prior—user right Will reduce the need for businesses to defensively

patent simply in Order to ensure that they do not lose their ability to practice
their own inventions;"’‘ and (2) protecting all of the minor innovations in a

manufacturing process With domestic and foreign patents is both impractical

and prohibitively expensive.”

Section 273 was the product Ofa long legislative journey that had many fits

and starts. Indeed, most of the relevant legislative consideration of the AIA’s

priOr—user defense took place more than a decade and a half before the AIA
was enacted. The policy justifications for § 273 were thoroughly explored in

Patents and Trademarks, The Upjohn Co., on behalf of National Association of Manufac-

turers (“NAM”)) (“Prior user rights also provide strong incentives to invest in domestic

manufacturing. . . . [T]heir absence would be a self—inflicted Wound”); id. at 384 (NAM

position paper); ADVISORY COMM’N. ON PATENT LAW REFORM, A REP. TO THE SECRETARY

OF COMMERCE [hereinafter ADVISORY COMM’N. REPORT} 49, 52 (1992); 157 CONG. REC.

S5440 (daily ed. Sept. 8, 2011) (statement of Sen. Leahy); id. at 55430 (statement of Sen.

Kyl) ; Gary L. Griswold 86 R Andrew Ubel, Prior User Rig/ots~——A Necessary Part ofa Fz'rst—to—

File System, 26 J. MARSHALL L. REV. 567, S77—78 (1993) (“mm many cases a process patent

affords inadequate protection in exchange for the inventors disclosure, since process claims

are often diflficult if not impossible to police”); 157 CONG. REC. S5319 (daily ed. Sept. 6,

201 1) (statement ofSen. Kyl); see also Prior UserRz'g/Jts: Streagt/seizing U.S. Illarzufizcturirzgarza’

Innovation.’ Hearing Befiore t/ae Sulacomm. on IntellectualProp, Conzpetition, and the Interrzet

oft/ae H. Comm. on t/aefudiciary, 112th Cong. 76 (2012) [hereinafter 2012 House /aearing]

(statement ofRobert A. Armitage, Senior Vice President and General Counsel, Eli Lilly and

Company) (noting that “[t]his is the 20th anniversary of my first appearance before this

Subcommittee testifying on the issue ofprior user rights”).

mi See 1995 House /searing, supra note 103, at 13 (statement of Dieter Hoinkes, Senior

Counsel, USPTO, Oifice Of Legislative and International Aifairs); id, at 47 (statement of

Richard L. Schvvaab, Professor of Law, George Mason University School of Law); id. at 53

(statement of Gary L. Griswold, President, IPO); 1994 Senate /rearing, supra note 103, at

6 (statement of Bruce Lehman, Comm’r, USPTO); 1994 House hearing, supra note 103, at

137-39 (Letter ofHarold C. Wegner, Prof. ofLaw and Director ofthe Intellectual Prop. Law

Program, George Washington University) (“It is particularly important that today, when the

administration of the patent system is hounded by difficulties in the handling of software

patent applications, Congress should act to mitigate the problem by finding nOn—patent op—

portunities for today’s defensive filers”); H.R. REP. NO. 110~315, at 30 (2007); ADVISORY

COMM’N. REPORT, supra note 103, at 49.

105 See 1995 House /searing, supra note 103, at 21 (statement of Karl E Jorda, Professor,

Franklin Pierce Law Center); id. at 58 (statement of William D. Budinger, Chairman and

CEO, Rodel, Inc.); id. at 68 (statement of Robert A. Armitage, President, AIPLA); 1994

House /Jearing supra note 103, at 10 (statement of Bruce A. Lehman, Comm’r, USPTO);

Z992joint /searing, supra note 103, at 209 (statement of Robert A. Armitage, on behalf of

NAM); see also ADVISORY COMM’N. REPORT, supra note 103, at 52.
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four hearings that were held in the early 1990s,"’“ and the purposes served
by its particular provisions were explained in several committee reports that
were issued later that decade.” Very little material——and no arguments that

are new—appear in the legislative record of the subsequent decade leading

up to the enactment of the AIA.
A bill that is substantially identical to § 273 was first introduced on August

4, 1995, by Representative Carlos Moorhead.‘°“ That bill (and the current
§ 273) reflected the recommendations of an influential 1993 law review

article,“ which commented on recommendations made in the 1992 Report of

the Commerce Department’s Advisory Commission on Patent Law Reform.”

Bills to establish prior—user rights had also been introduced as early as 1967

and 1976,“ and law review articles began advocating for the creation ofsuch
a defense in the 1940s and 503.“ The history leading to the enactment of the

")6 See I995House /rearing, supra note 10?), at 13-14 (statement ofDieter 1-loinkes, Senior

Counsel, USPTO, Ofiice of Legislative and International Affairs); id. at 21 (statement of

Karl F. Jorda, Professor, Franklin Pierce Law Center); id at 46-48 (statement of Richard L.

Schwaab, Professor of Law, George Mason University School of Law); id. at 53, 55 (state—

ment ofGary L. Griswold, President, IPO); id. at 57-58 (statement OFW/illiam D. Budinger,

Chairman and CEO, Rodel, Inc); id. at 68 (statement of Robert A. Armitage, President,

AIPLA); 1994 Senate /aeizring, supra note 103, at 6 (statement ofBruce A. Lehman, Comm’r,

USPTO); id. at 18-19 (statement of \William D. Budinger, Chairman and CEO, Rodel,

lnc.); id. at 24, 26 (statement of Roger S. Smith, President, IPO); id at 28-29 (statement

of Gary L. Griswold, on behalf ofAIPLA); 1994 House bearing, supra note 103, at 10-14

(statement ofBruce A. Lehman, CoInm’r, USPTO); id. at 135-39 (Letter ofHarold C. We-

gner, Prof of Law and Director of the Intellectual Prop. Law Program, George Washington

University); I992joinz‘ /aspiring, supra note 103, at 108 (statement of Robert Benson, Past

President, AIPLA); id. at 196, 209 (statement of Robert A. Armitage, on behalf ofNAM);

id. at 384 (NAM position paper).

‘°’ See H.R. REP. No. 106-287, at 44.49 (1999); H.R. Rm». No. 104-784, at 69—72

(1996). Two other committee reports—H.R. REP. No. 105-39, at 68—71 (1997) and S. REP.

No. 105-42, at 104—07 (1997)—also address prior—user rights, but are almostword—for—Word

reproductions ofH.R. REP. NO. 104-784 (1996). See H.R. REP. No. 105—39, at 68-71; S.
REP. No. 105-42, at 104-07.

108 See Prior Domestic Commercial Use Act of 1995, H.R. 2235, 104th Cong. (1995).

109 Griswold (SC Ubel, supra note 103, at 569.

11° See ADVISORY CoMM’N. REPORT, supra note 103, at 11-12, 21. The report recom-

mended establishing a right “for a third party who uses or makes substantial preparation for

use of an invention in good faith, before the filing date of an application on which a patent

is granted to another, to continue that use under certain conditions.” Id. at 21.

‘” See 3. 1042, 90th Cong. § 119 (1967); HR. 12873, 94:11 Cong § 361 (1976).

"2 See 1995 House /Jeizring, supra note 103, at 24, 42 (citing George Benjamin, Y7ae Rig/at

ofPri0r User, 26 PAT. OFF. SOC’Y 329, 336 (1944); James B. Gambrell, 7776 Canszfitution and

the In Persanum Defense ofFz'rst Invention, 39 J. PAT. OFF. S0c’Y 791, 812 (1957); James B.
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new § 27?) serves as a stark warning to anyone who relies on Congress to act

expeditiously to address a problem.”

Despite repeated pleas from hearing Witnesses in the early 1990s that a

prior—user rightvvas “badlyneeded,” 1” and that domestic manufacturers “cannot

afford to wait,”"5 Congress failed to act on Representative Moorhead’s 1995
bill.“ Substantially identical legislation was introduced in the next Congress,

passed the House ofRepresentatives in 1997, and Was reported by the Senate
Judiciary Committee in 1998, but it was never taken up by the full Senate

during the 105th Congress.” Finally, late in the next Congress, § 273 of title
35 Was enacted into law as part of the American Inventors Protection Act of
1999 (“AIPA”).“*

Gambrell 86 Harold C. Herman, 7776’ SecondInventor} Patent, 777.? Defense ofFirst Invention,

and Public Policy, 41 J. PAT. OFF. Soc’Y 388, 421 (1959)).

"3 United States patent law did provide for a prior—user right during several decades of

the 19th century. The 1839 Patent Act created such a right for persons who “purchased or

constructed” the invention before the application for patent was filed. See Patent Act, ch. 88,

§ 7, 5 Stat. 354 (1839). But the 1870 Act then sharply limited this right by requiring that

the person asserting the defense either have purchased the invention from the inventor or

constructed it with his knowledge or consent. See Patent Act, ch. 230, § 37, 16 Stat. 208

(1870) (subsequently codified at REV. STAT. 4899). The defense was repealed entirely by

the 1952 Act. See H.R. REP. No. 82-1923, at 45, 72 (noting that R.S. 4899 is repealed as

“ [rJ edundant and unnecessary”).

“4 1995 Home /wearing, supra note 103, at 23 (statement of Karl E Jorda, Professor,

Franklin Pierce Law Center) (“[I]t is manifest and compelling that a right of prior user or

in personzzm right should be enacted into law. It is badly needed”).

1” In’. at 55 (statement of Gary L. Griswold, President, IPO); see also id. at 46 (statement

of Richard L. Schvvaab, Professor of Law, George Mason University School ofLaw) (noting

that it is “remarkable” that “legislation of this type——that strictly benefits those who domes-

tically commercialize an invention——had not been seriously considered for this country”).

116 HR. 2235, 104th Cong. (1995). A substantially identical provision appeared as

title III of the Moorhead—Schroeder Patent Reform Act, which Was reported by the House

Judiciary Committee in 1996 but was not considered by the full House. H.R. 3460, 104th

Cong. (1996).

117 See 21st Century Patent System Improvement Act, HR. 400, 105th Cong., tit. III

(1998). A substantially identical provision appeared in a Senate bill that was reported by

the Senate Judiciary Committee but that also was never considered by the full Senate. See

S. REP. No. 105-42, tit. IV (1997).

118 H.R. 1907, 106th Cong (1999). The AIPA was enacted into law in a somewhat un-

orthodox way. It was reported by the House Judiciary Committee, passed the full House,

and was reported by the Senate Judiciary Committee—but never Went to the Senate floor.

Instead, it was then added as title IV to the Intellectual Property and Communications Om-

nibus Reform Act of 1999, which was introduced in the Senate on November 17, 1999. See

S. 1948, 106th Cong. (1999). The next day, a conference report was filed (and subsequently
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A funny thing happened to § 273 on the way to the House floor, however.

The legislation that had been reported by the House Judiciary Committee
would have created a broad prior—user right for subject matter that would

otherwise infringe patent claims for “a process or method.”"° The reported bill

defined “process or method” by reference to 3 5 U.S.C. § 100 (b),"° and further

specified that the term includes inventions that could have been claimed as a

process.” On the House floor, however, this language was amended to further
limit the defense so that it could only be asserted against patent claims for “a

method of doing or conducting business.”‘” This change had been secured
by members of the House of Representatives who opposed the concept of

prior-user rights, and who sought to ensure that any right that was created
was de minimis.’”

These opponents achieved their goal. The businesses-method—only version
of § 273 that was enacted by the AIPA appears to almost never have been

used. The annotations to the section of the U8. Code list only one case that

construes the new defense, and that case found the defense inapplicable to
its facts.”

New hope arose that American manufacturers would receive a substantial
prior-user right when Representative Lamar Smith introduced the Patent
Reform Act of2005 in the 109th Congress.” That bill would have eliminated
the AIPA’s business-method-only restriction on § 273, expanding the defense

enacted) for the Consolidated Appropriations Act, 2000, HR. 3194, 106th Cong. (2000),

which included a new section providing that “S. 1948 of the 106th Congress, as introduced

on November 17, 1999,” is “hereby enacted into law.” See Pub. L. No. 106-113, Div. B.,

see. 1000(a), 113 Stat. 1501 (1999).

“9 H.R. 1907, sec. 202, § 273(b)(1) (as reported by the House Judiciary Committee,

May 24, 1999).

12° That section provides that “[t]he term ‘process’ means process, art or method, and

includes a new use of a known process, machine, manufacture, composition of matter, or

material.” 35 U.S.C. § 100(b) (2006).

121 H.R. 1907, sec. 202, § 273(a)(3) (as reported by the House Judiciary Committee,

May 24, 1999).

122 Ia’. (engrossed bill, as passed by House).

‘23 See 145 CONG. REC. H6943—44 (dailyed.Aug. 3, 1999) (statementofRep. Rohrabacher)

(“ [\W] e simply cannot champion trade secret protection overpatentprotection . . . . [R] ecently,

however, we were able to . . . limit this section to business methods only. This is an important

limitation in scope . . . because now Title II will not aifect the vast majority of independent

inventors and small businesses”); ici at H6947 (statement of Rep. Manzullo).

124 See 35 U.S.C.A. § 273, Notes of Decisions (West, Westlaw through P.L. 112-89 (ex-

cluding Pub. L. Nos. 112-74, 112-78, and 112-81)) (citing Sabasta v. Buckaroos, Inc., 507

F Supp. 2d 986 (S.D. Iowa 2007)).

‘‘5 H.R. 2795, 109th Cong. (2005).
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to all forms of subject matter, and would have allowed the defense to be

asserted by anyone who “commercially used, or made substantial preparations

for commercial use of, the subject matter before the effective filing date of
the claimed invention.” 1“

Hopes for the enactment of a broad new defense continued in early 2007,
when the same provision was included in the parallel patent—reform bills that
were introduced in the House and Senate,” but these hopes were dashed later

that year when the provision was stripped from both bills.“ The prior~user

rights expansion was eliminated from the Senate bill during the committee
markup in July 2007,” and it was dropped from the House bill during floor

consideration in September 2007.”

In both houses, the record makes clear that these provisions were eliminated

from the bills because of opposition from universities.” As the 2007 Senate

Committee Report noted:

The bill, as introduced, would have extended prior user rights to all kinds ofpatents—

not just business method patents——but the persuasive outcry from university and tech
transfer advocates limited the amendment of the prior user right defense to one that

simply alters paragraph (b)(6) ofsection 273 to clarify that “affiliates” of the user may
also assert the defense. 132

126 Id. sec. 903) (2) (a) (ii) (amending 35 U.S.C. § 273 (b)(1)) . A parallel provision appeared

in the Senate companion bill that was introduced later in that Congress. See S. 3818, 109th

Cong., sec. 5(d) (2006).

127 SeeS. 1145, 110th Cong., sec. 5(b) (as introduced in Senate,Apr. 18, 2007); H.R. 1908,

110th Cong., sec. 5(b) (as introduced in House, Apr. 18, 2007).

'28 See 153 CONG. REC. H10294 (daily ed. Sept. 7, 2007) (statement of Rep. Conyers);

see also 8. REP. No. 110-259, at 38—39 (2008).

129 See S. REP. No. 110—259, at 38-39.

130 See 153 CONG. REC. I-110,294 (daily ed. Sept. 7, 2007) (statement of Rep. Conyers).

131 See id. (noting that the House floor managers’ amendment eliminated the provision

expanding prior-user rights, and complaining about the “unbelievable amounts of time”

spent negotiating over the issue with university representatives); see also 5. REP. NO. 110-

259, at 16-17 (2007) (noting the elimination of the provision expanding prior—user rights

from Senate bill); 157 CONG. REC. S1367 (daily ed. Mar. 8, 2011) (statement of Sen. Kohl)

(expressing appreciation for the bill sponsors’ “Willingness to strike a major section ofthe bill

regarding prior user rights—which would have done serious harm to the University of\X/is-

consin and its patent licensing business”); id. at E1198 (daily ed. June 24, 2011) (statement

of Rep. Blumenauer) (expressing concern that the House bill’s prior—user rights expansion

would negatively impact universities).

'52 s. REP. No. 110—259, at 16-17.
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A footnote to this passage from the 2007 Senate Committee Report cited to

testimonyfrom a 2005 Senatejudiciary Committee hearing inwhich awitness

explained universities’ opposition to prior—user rights.“ The witness stated:

Expanded prior user rights will encourage innovations to be kept as trade secrets, a

practice which is contrary to the fundamental premise ofthe U.S. patent system which

rewards and encourages disclosure. Prior user rights deprive patentees of the benefits

of their bargain. Because patentees disclose, they are entitled to exclusive rights in

the invention. By increasing the ambit of trade secrecy, inventors (especially those in

the private sector) will be more inclined to opt for trade secret protection over patent

protection, thereby diminishing the importance of the patent system.m

During the 1992 Joint Committee hearing on patent harmonization,

another university representative also had expressed strong opposition to the

establishment ofa prior—user right.“ In addition to voicing the same concern

about rewarding secrecy that was noted in the 2005 hearing,“ the 1992

witness also argued that: (1) creating prior—user rights would be inequitable
to universities since they do not commercially use their inventions and thus

could never benefit from such a right; ‘3’ (2) such rights, by undermining patent

exclusivity, would “adversely affect the ability to transfer technology under a

licensing arrangement;’”” and (3) because university researchers frequently

133 This 2007 Report cited to: Patentlaw Reform: Injunctions andDamages: HearingBe_fore

the Subcomm. on Intellectual Prop. of the S. Comm. on z‘/oefudiciarj/, 109th Cong. 89-105

(2005) (statement ofCarl E. Gulbrandsen, Managing Director, Wisconsin Alumni Research

Foundation (“WARF”)).

134 In’. at 101; see also I994Hou5e bearing, supra note 103, at 108-1 10 (statement ofArnold

L. Newman, President, Synexus Corp.) (stating that “ [t]he secrecy associated with prior user

rights would also inhibit the free and easy access to information so absolutely essential to

the process of invention”).

135 See 1992 joint /wearing, supra note 103, at 119-20, 129-32 (statement of Howard

Bremer, former patent counsel, Wisconsin Alumni Research Foundation, on behalf of the

Association of University Technology Managers).

136 SeeParenzf/1ctof2005:HearingonHR. 2795Beforethe Suocomm. on Courts, zf/oelntornet,

and Intellectual Prop. oft/ye H. Comm. on tljefudiciary, 109th Cong. 18 (2005) (statement

of Carl E. Gulbrandsen, Managing Director, Wisconsin Alumni Research Foundation).

137 See I992joz'nz‘ /Jearing, supra note 103, at 129-30 (statement of Howard Bremer, for-

mer patent counsel, Wisconsin Alumni Research Foundation, on behalf of the Association

of University Technology Managers).

1” Id. at 130; see also I994Hou.te /rearing, supra note 103, at 100-101 (statement ofTerri

F. Willey, Purdue Research Foundation):

In the face of the uncertainty of the right to exclude under a patent, the opportunity

to license that patent is severely diminished. Early stage inventions . . . are often risky

investments anyway. Potential corporate licensees andventure capitalists are less like [ly]

to advance the risk capital needed for the development, production, and marketing of

an invention where there is a significant chance that a powerful, unlicensed corpora-
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publish articles about their inventions before they file patent applications,
they would be at risk of having others assert prior—user rights based on ideas
derived from those publications?”

As a general matter, when bills are narrowed and provisions are dropped in
order to quell opposition, it is rare that those provisions ever are reintroduced
into the bill.“‘° Thus, consistent with the decision to strike prior—user rights from

the House and Senate bills in 2007, when patent—reform bills were introduced

again at the outset of the 111th Congress in 2009, they did not include an
expansion of prior-user rights.” Nor did the bill that was introduced in the
Senate in January 2011?“

However, when Representative Lamar Smith (now Chairman of the

House Judiciary Committee) introduced his version of the AIA”3 in March
2011, the bill included an expansion of prior—user rights to cover all subject

matter.“ During a House Judiciary Committee hearing on the introduced
bill, university allies expressed strong opposition to this section of the bill.”

During subsequent negotiations, however, Representative Smith was able
to reach a compromise with university representatives. This compromise on

tion could emerge as a competitor with no requirement to license and no requirement

to pay royalties.

Id.

139 ]992joz'm‘/nearing, supra note 103, at 132 (statement ofHoward Bremer, former patent

counsel, Wisconsiil Alumni Research Foundation, on behalf of the Association of Univer-

sity Technology Managers); J994 House bearing, supra note 103, at 100-101 (statement of

Terri P. Willey Purdue Research Foundation) (“With the established university practice of

publishing research results it is possible for a third party [who learns of the invention from

the publication or a presentation or a graduate student]. . . to use the inventive concept . .

. prior to the university filing a patent application”).

14° See Telephone Interview by Beatrice Gatti with Steven Duffield, former Deputy

Staff Director, Senate Republican Policy Committee (Apr. 18, 2012) [hereinafter Duffield

Interview].

1“ Duffield Interview, supra note 140; see S. 515, 111th Cong. (2009); H.R. 1260, 111th

Cong. (2009). Both bills retained minor provisions that slightly expanded who could assert
the defense, see S. 515 § 4(c), and H.R. 1260 § 5(c), but both bills maintained the AIPA’s

restriction of the defense to business-method patents.

“*2 See s. 23, 112th Cong. (2011).

“*3 H.R. 1249, 112th Cong. (2011).
1“ Id sec. 4. The introduced bill also would have allowed the defense to be established

through uses occurring outside the United States, see id. sec. 4(1)(A), and it would have

preserved pre—AIA § 273’s requirement that commercial use need only have occurred before

an application for patent was filed (though reduction to practice was required to have oc—

curred at least one year before the filing date), see 35 U.S.C. § 273(b)(1) (2006), amended

by Leahy—Smith America Invents Act, sec. 5(a), § 273, 125 Stat. at 297.

145 AI/1 /rearing, supra note 103, at 5051 (statement of Rep. Sensenbrenner).

22



LEGISLATIVE HISTORY or THE AMERICA TNVENTS ACT: PART II or II 561

prior—user rights was added to the bill during the House]udiciary Committee

markup in April 2011, underwent stylistic and minor substantive changes
in the House floor managers’ amendment,“ prevailed against a House floor
amendment to strike the entire provision,” and, finally, passed the Senate

without change and was enacted into law.”

Senator Kyl described the changes made by the Smith compromise during

the September 2011 Senate debates on the AIA:

The compromise reached in the House ofRepresentatives addresses university concerns

by requiring a defendant to show that he commercially used the subject matter that

infringes the patent at least 1 year before the patent owner filed an application or
disclosed the invention to the public. The House compromise also precludes assertion

of the defense against most university-owned patents.”

The remaining parts of this subsection describe legislative materials that
are relevant to the various subsections of § 273.

2. Subsection (4): Commercial Use

Section 273(a) provides:

(a) In General~——A person shall be entitled to a defense under section282(b) with respect

to subject matter consisting of a process, or consisting of a machine, manufacture,

or composition of matter used in a manufacturing or other commercial process, that
would otherwise infringe a claimed invention being asserted against the person if——

(1) such person, acting in good faith, commercially used the subject matter in the
United States, either in connection with an internal commercial use or an actual arm’s

length sale or other arm’s length commercial transfer of a useful end result of such
commercial use; and

(2) such commercial use occurred at least 1 year before the earlier of either—

(A) the effective filing date of the claimed invention; or

M6 See 157 CONG. REC. H4448 (daily ed. June 22, 201 1) (text offloor managers’ amendv

ment).

W See id. at H4482—84 (daily ed. June 23, 201 1). Opponents ofprior-user rights argued

during the House floor debates that the AIA “Will transform our patent system from one that

values transparency to one that rewards secrecy,” id. at 4483 (statement of Rep. Baldwin);

that uncertainty over whether prior—user rights could be asserted against a patent will also

create uncertainty as to whether the patent was “Valuable or relatively worthless,” 2d,; and that

“ [t] he fundamental principle of patent law is disclosure” and prior—user rights “go[] directly

against disclosure” and “will slow down research and expanding the knowledge of humans,”

id. at H4483—84 (statement ofRep. Sensenbrenner). The amendment to strike was rejected

by a vote of81—3-42. Id. at H4499.

148 Leahy—Smith America Invents Act, sec. 5(a), § 273.

M9 157 CONG. REC. S5430 (daily ed. Sept. 8, 2011) (statement of Sen. Kyl).
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(B) the date on which the claimed invention was disclosed to the public in a manner

that qualified for the exception from prior art under section 102(b).”°

Senator Leahy commented on this subsection during the Senate’s September

201 1 consideration of the House—passed bill:

The phrase “commercially used the subject matter” is intended to apply broadly, and
to cover a person’s commercial use of any form of subject matter, whether embodied

in a process or embodied in a machine, manufacture, or composition of matter that
is used in a manufacturing or other commercial processfsl

Notably, § 273(a) limits the prior—commercial—use defense to either a

“process” or to tangible things that are “used in a manufacturing or other
commercial process.”‘“This restriction is similar to that imposed on the version

of § 275 that was proposed by the AIPA as reported by the House Judiciary

Committee in August 1999.” The committee—reported AlPA’s prior—user

defense could be asserted only with respect to “a process or rnethod.””“

As the Committee Report for the 1999 bill noted, this “process or method”

limitation effectivelyprecluded assertion ofthe defense for consumerproducts.“

The Report stated that:

a person may not assert the defense unless the invention for which the defense is
asserted is for a business”) process or method, the exclusive purpose of which is to

5° Leahy—Smith America Invents Act sec. 5, § 273 (a), 125 Stat. at 297.

151 157 CONG. REC. S5440 (daily ed. Sept. 8, 2011) (statement of Sen. Leahy).

'52 Leahy—Smith America Invents Act sec. 5, § 273(a), 125 Stat. at 297.
‘53 HR. REP. No. 106-287, at 45 (1999).

154 HR. 1907, 106th Cong. § 202, § 273 (b)(1) (as reported by the House]udiciary Com—

mittee, May 24, 1999). The arguments for prior—user rights tend to focus on manufacturing

processes. See, e.g., 1994 Senate /Jearing, supra note 103, at 24 (statement ofRoger S. Smith,

President, IPO) (“Many important technological achievements—notably processes——can

only be effectively exploited through secret use. Processes are naturally practiced away from

the public’s view in most cases. Patents covering them consequently are very difficult to en-

force, so process patents often do not provide meaningful protection”); 1992joint bearing,

supra note 103, at 196 (statement of Robert A. Armitage, on behalf of NAM) (“Prior user

rights have effect only for inventions that have been commercialized in secret and almost

always arise in connection with trade—secret manufacturing processes”); ia’. at 382 (NAM

position paper) (“At least in the context of first—to—file patent systems, prior user rights apply

essentially only to patented processes or other processes—type inventions. Product inventions,

once placed in use or on sale[,] immediately defeat the right of anyone else to obtain a valid

patent on the product”); ADVISORY COMM’N. REPORT, supra note 103, at 51.

“S H.R. Rm». No. 106—287, pt.1, at 48.

155 The Reports use of the qualifier “business” is somewhat confusing, since the bill, as

it was referred by the committee, did not restrict the prior-user defense to business—method

patents—that further restriction was added later, during House floor consideration. Either the

Report used the term “business” in a more general or colloquial sense, or the Reports authors

already anticipated that § 273 would be further restricted to just business—method patents.
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produce a useful end product or service; that is, the defense will not be available if the

subject matter itself is a useful end product or service that constitutes one or more
claims in the patent.”7

The process limitation is also implicit in § 273(a)(1)’s requirement that
the person asserting the defense “commercially used” the subject matter,
and in subsection (d)’s authorization of exhaustion of rights only for “end

results.’"“ The patent code distinguishes between making, using, selling, or

importing a product.” Making a product for use by others would not appear
to constitute “commercial use” of the product.” Similarly, § 273(d)’s use of

the words “end result” implies that the “subj ect matter” protected by § 273 is

a process or tool that is used to make another product, but does not include
the final consumer product itself (or any other product that is not made for
the defendants own commercial use).“‘

The “commercially used” and “end result” restrictions first appeared in the

AIPA, whichwas the first bill to limit prior—user rights to methods only.“ Earlier

bills had proposed to extend the defense to all subject matter. For example,
the bills introduced between 1995 and 1997 lacked the AIPA’s “claims for

a method” limitation, allowed exhaustion of rights for any “subject matter,”

and defined “commercially used” to mean “the use in the United States in

commerce or the use in the design, testing, or production in the United States

of a product or service which is used in commerce.’”“ Similarly, the Patent
System Harmonization Act of 1992“ applied the prior—user defense to “any

subject matter” that was “commercially used” or “commercially sold” in the
United States?“

The new § 273 applies to more than just processes, however. It also covers “a

machine, manufacture, or composition ofmatter used in a manufacturing or

other commercial process.”‘“ Senator Kyl commented on this proviso during

the September 2011 Senate debates on the AIA:

1” See supra note 155. Ofcourse, the defense wouldextend to a finished consumer product

in the case of a product—by-process patent claim, because the actual invention claimed by

such patent is a process.

1”” Leahy—Smith America Invents Act, sec. 5(a), § 273(a)(1), (d), 125 Stat. at 297.

"’ See 35 U.S.C. § 271(a) (2006).

16° Even testing a consumer product would not appear to qualify as a continuous com-

mercial use, as required by 35 U.S.C. § 273(e)

161 Leahy—Smith America invents Act sec. 5, § 273(d), 125 Stat. at 297.
1“ See Pub. L. No. 106-113, sec. 4302, §273(a)(1), 115 Stat. 1501A—555 (1999).

1“ See HR. 400, 105th Cong, sec. 302 (1997); HR. 3460, 104th Cong., sec. 302

(1996); HR. 2235, 104th Cong., sec. 2 (1995).

"4 HR. 4978, 102d Cong. (1992); s. 2605, 102d Cong. (I992).

1” H.R. 4978 sec. 3(b); 8. 2605 see. 3(b).

1“ Leahy—Smith America invents Act sec. 5, § 273(a), 125 Stat. at 297.
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Subsection (a) expands the defense beyond just processes to also cover products that
are used in a manufacturing or other commercial process. Generally, products that
are sold to consumers will not need a PCU defense over the long term. As soon as the

product is sold to the public, any invention that is embodied or otherwise inherent
in that product becomes prior art and cannot be patented by another party, or even
by the maker of the product after the grace period has expireddm Some products,
however, consist of tools or other devices that are used only by the inventor inside

his closed factory. Others consist ofsubstances that are exhausted in a manufacturing

process and never become accessible to the public. Such products will not become
prior art. Revised section 273 therefore allows the defense to be asserted with respect
to such products.”

Senators Kyl and Blunt also commented on § 273(a)(1)’s extension of

prior—user rights to those who make “internal commercial use” of a process.
Senator Blunt noted that “there is no readily available judicial precedent”

defining the term “internal commercial use.””’9 Senator Kyl stated that:
The defense can also be asserted for products that are not used to make a useful end
result that is sold to others, but that are used in an internal commercial process. This

would include, for example, customized software that is used to run a company’s
human—resources system. So long as use of the product is integrated into an ongoing

commercial process, and not merely fleeting or experimental or incidental to the
enterprises operations, the PCU defense can be asserted with respect to that product. 17°

Senator Blunt also engaged in a colloquy with Senator Leahy about the

scope ofthe prior—user defense during the September 201 1 Senate debates on
the AIA.’“ Senator Leahy emphasized that the prior—user right “shall vestwhen
innovative technology is first put into continuous internal use in the business
of an innovators enterprise with the objective of making a commercializable

167 157 CONG. REC. S5440 (daily ed. Sept. 8, 2011) (statement of Sen. Kyl); see also id.

at S5440 (statement of Sen. Leahy) (“[I]f the technology is embedded in a product, as soon

as that product is available publicly it will constitute prior art against any other patent or

application for patent because the technology is inherently disclosed”).

168 Id. at S5440 (daily ed. Sept. 8, 2011) (statement of Sen. Kyl). This proviso was also

discussed after the enactment of the AIA, during a hearing on the prior—user rights report

that was submitted to Congress by USPTO pursuant to § 3(m) of the AIA. See 2012 Home

/aearing, supra note 103. An industry representative expressed support for “a clarification that

the language does indeed include all subject matter.” In’. at 75 (statement ofDan Lang, Vice

President, Intellectual Property, Cisco Systems, Inc.). A university representative, however,
indicated that “universities would be comfortable with a narrower definition,” and that

“our preference would be to have the focus on process.” Id. (statement ofJohn C. Vaughn,
Executive Vice President, Association ofAmerican Universities).

169 Id. at S5427 (statement of Sen. Blunt).

17° Id. at S5430 (statement of Sen. Kyl).

m See id. at 35426-27 (statements of Sens. Blunt and Leahy).
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product.’"" And both senators agreed that prior—user rights could be created
by manufacturing a prototype product that is later modified.”

tl. SubstantialPreparations

Proposals made in previous years would have allowed a prior—user defense
to vest once the manufacturer had made “substantial preparations” to engage

in commercial use of the invention.“ Universities had long opposed such a

“substantial preparations” predicate, however, arguing that this standard was

vague and would lead to burdensome litigation over whether it had been
met.“ Thus, the final House agreement with the universities did not include

a substantial—preparations predicate for establishing the prior-user defense.“

During final consideration ofthe AIA, however, Representative Lamar Smith,
Senator Leahy, and others suggested that Congress should revisit this issue
in the future.”

W’ Id. at S5427 (statement of Sen. Leahy).

173 See id. Senator Leahy agreed with Senator Blunt’s statement that “the initiation of a

continuous internal use by an original innovator in a manufacturing of a product should

guarantee the defense of prior use regardless of whether the product is a prototype with a
need for quality improvements [.] ” Iel. He also agreed with Senator Blunt that “a continuously

used process qualifies as internal commercial use despite the fact that many prototypes fail
to have commercial merit.” Id.

"4 See, e.g. , ADVISORY CoMM’N. REPORT, supra note 103, at 50; ree also 21st CenturyPatent

System Improvement Act, H.R. 400, 105th Cong., sec. 302(a), § 273(c)(3) (1997); Prior
Domestic Commercial UseAct of1995, HR. 2235, 104th Cong., sec. 2(a) § 273(c)(2) (1995);

Patent System Harmonization Act of 1992, S. 2605, 102d Cong., sec. 3(b), § 273 (a) (1992).

175 See, e.g., 2007 House bearing, supra note 58, at 83 (statement ofV/illiam T. Tucker,

Executive Director, Research and Administration and Technology Transfer, University of

California—Oal<land) ; Perspective on Patents: Hmmonization and Or/aerMeztters.' Hezm'ngBefore

the Subcomm. on Intellectual Prop. ofthe S. Comm. 072 t/oefudieimjt, 109th Cong. 77 (2005)

[hereinafter 2005 Senate bearing], (statement of Charles E. Phelps, Provost, University of

Rochester, on behalf ofAssociation ofAmerican Universities, American Council on Educa-

tion, Association ofAmerican Medical Colleges, and Council of Governmental Relations,

Rochester, N.Y.) (opining that a substantial—preparations predicate for prior—user rights

“significantly weakens the value of patent” and “introduces an element of subjectivity into

the patent system”); 157 CONG. REC. S5430 (daily ed. Sept. 8, 2011) (statement of Sen.

Kyl) (describing university concerns).

176 157 CONG. REC. S5430 (daily ed. Sept. 8, 2011) (statement of Sen. Kyl) (“In the

end, . . . a substantial preparations predicate is not included in this bill simply because that

was the agreement that was struck between universities and industry in the House of Rep-

resentatives last summer, and we are now effectively limited to that agreement”).

177 Id. at E1219 (daily ed. June 28, 2011) (statement of Rep. Smith); Id. at S5440 (daily

ed. Sept. 8, 2011) (statement of Sen. Leahy); id. at S5430 (statement of Sen. Kyl).

27



566 THE FEDERAL CIRCUIT BAR JOURNAL VoL. 21, No. 4

b. Woe One-Year Limit

Proposals that were made in the early 1990s would have allowed a prior-
user right to Vest if commercial use (or substantial preparations for such
use) occurred immediately before the application for patent was filed.“ The
bill that was introduced in 1995, however, would have required the person

asserting the defense to reduce the subject matter of the defense to practice

at least one year before the eifective—filing date of the patent?”

This new one—year restriction was harshly criticized by one ofthe witnesses

at the 1995 House hearing. This witness argued that:

This provision goes too far and guts this prior user defense. It is too radical and stands

well—establisl1ed patent and trade secret law principles on their heads . . . . It also
complicates this prior user right, which is already drastically limited and qualified,
beyond reason. A first inventor is a first inventor and should be accorded the status of
a first inventor especially in the one—year period prior to the entry of a rival inventor

because it is in that period that the same invention is likely to be made by more than
one inventor due to outside stimuli.”

The § 273 that was subsequently enacted by the AIPA nevertheless

maintained the 1995 bill’s requirement that reduction to practice occur at

least one year before the effective—filing date of the patent.““ And the AIA

expanded this requirement, mandating that commercial use occur one year
before the earlier of either the effective-filing date of the claimed invention

or a public disclosure of the claimed invention that qualifies for the § 102 (b)

grace period.“

This final change made by the AIA was, first and foremost, simply an
element ofthe compromise agreement that was reached with the universities

in the House ofRepresentatives.“ Requiring at least some gap in time between

the prior commercial use and the patents effectiVe—filing date or a public
disclosure, however, also serves particular policy goals. Such a time gap helps

to ensure that the prior user did not derive the invention from the patentee.

It also ensures that the prior user was the earlier party to invent (assuming

’7“ See ADVISORY CoMM’N. REPORT, supra note 1035, at 50 (proposing that predicate acts

need only occur “prior to the earliest filing date to which the relevant claim or claims of

the patent is or are entitled”); Patent System Harmonization Act of 1992, S. 2605, 102d

Cong., sec. 3(b), § 273(a).

179 Prior Domestic Commercial Use Act of 1995, HR. 2235, 104th Cong., sec. 2(a),

§ 273(c) (6) (1995).

18° 1995 House /aazring, supra note 103, at 23 (statement of Karl E Jorda, Professor,

Franklin Pierce Law Center).

W 35 U.S.C. § 273(b) (1) (2006), amendedéy Leahy—Smith America Invents Act, sec. 5(a),

§ 273, 125 Stat. at 297.

182 Leahy—Smith America lnvents Act, sec. 5(a), § 273(3) (2), 125 Stat. at 297.

‘$3 See 157 CONG. REC. 35429450 (daily ed. Sept. 8, 2011) (statement of Sen. Kyl).
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that the patentee was reasonably diligent in filing) f“ A time—gap requirement

thus mitigates, ifnot eliminates, the potential unfairness ofa system in which
one party (the patentee) must file in order to establish a priority date, while
the other party (the prior user) is permitted to “swear behind” to an earlier

secret commercial—use or substantial—preparation dated“

These goals, however, also would be served by a time gap shorter than the
one-year gap imposed by § 273. Requiring that actual commercial use be
established a full year before a patented invention’s effective—filing date or

§ 102(b) public disclosure inevitably will result in situations in which the

right to continued use of an invention is denied to a person who clearly was
the first inventor.

c. Legal vs. Equitable Defense

Finally, it bears emphasis that § 273 creates an absolute legal defense to

infringement, rather than an equitable defense that would allow the court
to assess royalties against a defendant who successfully asserted the defense.
The 1992 Report of the Advisory Commission on Patent Law Reform had
recommended that “the prior user right should be equitable in nature, giving

the courts the power to assess royalties” against the prior user,”“ and one

of the early Senate bills adopted this equitable approach.” Representative

184 Another element ofthe prior—user defense that makes it very likely that any prior user

will also be the first inventor is the requirement that he make commercial use ofthe invention

(or substantial preparations for such use). As an industry witness at a 1994 hearing noted:

[T]o qualify as a prior user, one must do everything the [patent—filing] inventor does

plus do the planning, engineering, and investing in plant and equipment, all laqfrre the
other inventor files his application. In the real world, it is very unlikely that a prior user

could do all that before a legitimate and diligent first inventor had filed for his patent.

1994 Home /aearing, supra note 103, at 62 (statement of William D. Budinger, Chairman
and CEO, Rodel, Inc.).

185 It bears noting that the witness who criticized the one—year gap proposed by the 1995

bill, see supra note 180 and accompanying text, was commenting on a bill that would have

created a prior—user right without also adopting the first—to—file system ofpatent priority. See

HR. 2235, 104th Cong. (1995). Ifprior user—user rights were established in a patent system

that otherwise retained the first-to—invent system, the argument for requiring any time gap

between prior use and filing would be much weaker: Even if commercial use or substantial

preparation were only required to occur immediately before the filing of an application for

patent, the patentee and prior user would be on the same footing (indeed, the prior user

would face a higher hurdle). Each could establish priority by swearing back to earlier secret

events: The patentee could swear back to a date ofconception, and the prior user could swear

back to his commercial use or substantial preparation.

‘*6 Anvrsoay CoMM’N. REPORT, supra note 103, at 51, 52.

187 See Patent Prior User Rights Act of 1994, S. 2272, 103d Cong. § 3(c) (engrossed

Senate—passed bill); see alto 140 CONG. REC. S14776 (daily ed. Oct. 7, 1994) (statement
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Moorhead’s 1995 bill,“ however, made prior—user rights a legal defense, as

did all subsequent legislative proposals, including the AIPA and A .1”
A 1993 law review article” presented the case for making the prior—user

defense legal in nature.” It noted that “an ‘equitable’ prior user right will be
diflicult, if not impossible, to value,” and that as a result, “the alienability of

businesses that hold and rely on prior user rights [will be undermined] because

the issue ofpotential future royalty obligations will have to be resolved before
the business will be saleable.”‘” The article also argued that an equitable right

would “tend to discourage domestic manufacturing,” because the only way
that a business would be able to receive an absolute defense against patent

infringement would be by building its factories overseas?”

3. Subsectz'on(c).- Additional Commercial Uses

Section 273 (c) provides:

(c) Additional commercial uses.—

(1) Premarketing regulatory review.—Subject matter for which commercial marketing

or use is subject to a prernarketing regulatory review period during which the safety or

efficacy of the subject matter is established, including any period specified in section

156(g), shall be deemed to be commercially used for purposes of subsection (a)(1)

during such regulatory review period.

(2) Nonprofit laboratory use.—A use of subject matter by a nonprofit research
laboratory or other nonprofit entity, such as a university or hospital, for which the
public is the intended beneficiary, shall be deemed to be a commercial use for purposes
ofsubsection (a) (1), except that a defense under this section may be asserted pursuant

to this paragraph only for continued and noncommercial use by and in the laboratory
or other nonprofit entity.”

In pre-AIA § 273, this provision appeared in subsection (a)(2) and in a
clause appended to the definition of commercial use in subsection (a)(1).‘”
The AIA consolidated these separate provisions in subsection (c 3”“ During

of Sen. DeConcini) (describing Senate—passed S. 2272) (“In any action for infringement

in which the defense of prior user is found to be valid, the court is provided discretionary

authority to award equitable compensation”).

188 H.R. 2.235 sec. 2, § 273.

139 See H.R. 1907, 106th Cong., sec. 202, § 273(b)(1) (1999); Leahy—Smith America

Invents Act, sec. 5(a), § 273, 125 Stat. at 297.

m Griswold & Ubel, supra note 103, at 566.
191 Ia’. at 585.

192

M Leahy-Smith America Invents Act, sec. 5(a), § 273(c).

1” Compare 221., wz‘z‘b35 U.S.C. § 273 (a)(1)—(2) (2006), zzmemledbyLeahy—SmithAmerica
Invents Act sec. 5(a), § 273(c), 125 Stat. at 297.

1% Leahy—Smith America invents Act sec. 5(a), § 273(c), 125 Star. at 297.
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the September 2011 debates on the AIA, Senator Kyl described the one
change that had been made to this subsection.” He noted that “[i]n the
course of the recodification of former subsection (a)(2) as new (c)(2), the

former’s subparagraph (B) was dropped because it is entirely redundant with

subparagraph (A) .’"9“

4. Subsection (:1): Exhaustion ofRights

Section 273(d) provides:

(d) Exhaustion of rights.——Notwithstanding subsection (e)(1), the sale or other

disposition of a useful end result by a person entitled to assert a defense under this
section in connection with a patent with respect to that useful end result shall exhaust

the patent owner’s rights under the patent to the extent that such rights would have
been exhausted had such sale or other disposition been made by the patent owner.”

In the pre—AIA § 273, this subsection appeared in subsection (b) (2) 3°” The
AIPA Committee Report illustrated how exhaustion of rights operates: “For

example, if a purchaser would have had the right to resell a product if bought
from the patent owner,[2°‘] the purchaser has the same right if the product is
purchased from a person entitled to a [section 273] defense.”2°2

The only change that the ALA made to this provision was to add the words
“[n]otwithstanding subsection (e)(1)” to the beginning of the subsection, in
order to make clear that the exhaustion of rights that attaches to a prior—use

end result supersedes the otherwise personal (and nontransferable) nature of

the prior-user defense.“
Subsection (d)’s extension of the exhaustion doctrine to the prior—user

defense makes explicit what would otherwise almost certainly be deemed
implicit in the defense. Section 273 necessarily encompasses such ancillary
rights as are requisite to the enjoyment of its core prior-user right.“ And if
a prior-user right in a manufacturing process did not entail a right for the

197 See 157 CONG. REC. S5431 (daily ed. Sept. 8, 2011) (statement of Sen. Kyl).

198 Id The Committee Report for the AIPA mentions subsection (c)(1) in passing. See

H.R. REP. NO. 106-287, at 46 (1999).

199 Leahy—Smith America Invents Act sec. 5(a), § 273 (d), 125 Stat. at 297.

2”" Compare z'u'., wit/9 35 U.S.C. § 273(b) (2) (2006), amended by Leahy—Smith America
Invents Act sec. 5(a), § 273(cl), 125 Stat. at 297.

2°‘ See Quanta Computer, Inc. V. LG Electronics, Inc., 553 US. 617 (2008).

202 H.R. REP. NO. 106-287, at 48.

205 Leahy—Smith America Invents Act sec. 5(a), § 273 (cl), 125 Stat. at 297.

204 Other nations that recognize prior-user rights construe the defense to include such

ancillary rights. See 1994 House /aeurzbzg, supra note 103, at 140 (Letter of Harold C. Weg—

ner, Prof. of Law and Director of the Intellectual Prop. Law Program, George Washington

University) (“In the century or so of prior user right laws around the world this has been the

practice”); z'u’.at 161 (\World Intellectual Property Organization, Committee of Experts on
the Harmonization of Certain Provisions in Laws for the Protection of Inventions, 1988).
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manufacturer to sell the resulting end product, and for the purchaser to use

that product, “the prior user right system would be entirely meaninglessfm’
Subsection (d) appears to have been spurred by industry concerns that

were expressed at a 1994 hearing?“ a bill that was introduced the next year
included the first version ofwhat is now subsection (cl) .1"

5. Subsection(e) (1): Personal Defense

Section 273 (e) (1) provides:

(e) Limitations and exceptions.-

(1) Personal defense.—

(A) In general.——A defense under this section may be asserted only by the person who
erformed or directed the erformance of the commercial use described in subsectionP P

(a , or b an enti that controls, is controlled b , or is under common control with7 7

such person.

(B) Transfer of right.——Except for any transfer to the patent owner, the right to assert
a defense under this section shall not be licensed or assigned or transferred to another

person except as an ancillaryand subordinate part ofa good—faith assignment or transfer
for other reasons ofthe entire enterprise or line ofbusiness to which the defense relates.

(C) Restriction on sites.—A defense under this section, when acquired by a person as

part of an assignment or transfer described in subparagraph (B), may only be asserted
for uses at sites where the subject matter that would otherwise infringe a claimed

invention is in use before the later of the effective filing date of the claimed invention

or the date of the assignment or transfer of such enterprise or line of business?“

Subsection (e)(1) was carried overwith only minor modifications from pre-

AIA § 273, where it appeared as paragraphs (6) and (7) of subsection (b).2°”

Current subsection (e)(1) makes the prior—user defense personal in nature.“

2” Id. at 139 (Letter of Harold C. Wegner, Prof. of Law and Director of the Intellectual

Prop. Law Program, George Washington University); see also id at 140 (noting that unless

the exhaustion doctrine applies, “a patentee who has a prior user right would never be able

to use that prior user right because his customers would become patent infringers”). Pre-

sumably, such ancillary rights would also include the right to continue to make or import

“a machine, manufacture, or composition ofmatter used in a manufacturing or other com-

mercial process.” 35 U.S.C. § 273 (a).

206 See id. at 5 L54 (statement ofRobert I-Iolleyman, President, Business SoftvvareAlliance);

id. at 53 (“the bill must make clear that the prior user right includes the right to sell products

covered by later—issued patents”); id at 134 (statement of Software Industry Coalition).
207 See Prior Domestic Commercial Use Act of 1995, HR. 2235, sec. 2, § 273(b) (2),

104th Cong. (1995).

2“ Id. sec. 5(a), § 273(c)(1), 125 Stat. at 298.

209 Compare id, with 35 U.S.C. § 273(b)(6)—(7) (2006), izmendedéy Leahy—SmithAmerica
Invents Act sec. 5(a), § 273(e)(1), 125 Stat. at 298.

21° Leahy—Smith America Invents Act sec. 5(a), § 273(e)(1), 125 Star. at 298.
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This means that: (1) only the prior user and its affiliates may assert the defense;
(2) the defense cannot be transferred to another entity except as part of the

sale of an entire enterprise or line of business; and (3) a transferred defense

can only be used at sites where it was in use at the later of either the transfer

or the effective—filing date of the claimed invention. Similar restrictions were
recommended by the 1992 Advisory Commission on Patent Law Reform.”

The AIPA Committee Report offered the following example of the effect

of subparagraph (B)’s restrictions on transferring the defense:

To illustrate, aperson is lawfullyentitled to assert the defense as it relates to the operation

of a specific piece of machinery. The person owns several other pieces of machinery

that perform distinct fiinctions which, taken together, comprise the persons business.

That person may not transfer the defense as it relates to the specific piece ofmachinery
to a third party unless the entire commercial establishment is transferred as well.”

The AIPA Committee Report also commented on subparagraph (C)’s
restrictions on the sites where a transferred defense may be used:

Specifically, when the enterprise or line ofbusiness to which the defense relates has been
transferred, the defense may be asserted only for uses at those sites where the subject

matter was used before the later of the patent filing date or the date of transfer of the

enterprise or line of business. A site is a factory site or other major facility in which

an enterprise or line of business has made a significant capital investment, and does

not include, for example, offsite locations for development of software components

or manufacture ofparts or ingredients.”

The pre—AIA version ofwhat is now subsection (e) ( 1) (A) only allowed the

prior—user defense to be asserted by the person who had established the prior
use (absent a transfer ofthe entire enterprise or line ofbusiness) .2“ The AIA as

introduced in the House proposed to allow the defense to also be asserted by

thosewho “caused the performance” ofacts necessaryto establish the defense.”
This addition was then modified by the House floor managers’ amendment

to instead provide that the defense may be asserted by a person who “directed
the performance” of the commercial use establishing the defense.”

2” See ADVISORY COMM’N. REPORT, supra note 103, at 50-51 (“Prior user rights should

be personal in nature, and should not be transferrable, except with that part of the busi—

ness which exploits the right. This is essential . . . to prevent the personal right from being

extended to resemble a compulsory license—lil<e authority . . . .”).

"2 H.R. Rm». No. 106-287, at 4849 (1999).

2” Id. at 49.

Z14 35 U.S.C. § 273 (b) (6) (2006), zzmendedéy Leahy—Smith America invents Act sec. 5 (a),

§ 273(e)(1)(A), 125 Stat. at 298.

215 H.R. 1249, 112th Cong, sec. 4(2) (D) (as introduced in House, Mar. 30, 2011).

2'6 157 CONG. REC. H4448 (daily ed. June 22, 2011) (text of managers’ amendment).
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Senator Kyl commented on the reason for this final change during the
September 2011 debates on the AIA:

One change made by the original House bill that proved contentious is the expansion
of the personal nature of the defense, now at subsection (e)(1)(A), to also include uses
of the invention made by contractors and vendors of the person asserting the defense.

The House bill originally allowed the defendant to assert the defense ifhe performed
the commercial use or “caused” its performance. The word “caused,” however, could
be read to include even those uses that a vendor made without instructions or even the

contemporaneous knowledge of the person asserting the defense. The final bill uses the
word “directed,” which limits the provision only to those third—party commercial uses

that the defendant actually instructed the vendor or contactor to use. In analogous

contexts, the word “directed” has been understood to require evidence that the

defendant affirmatively directed the vendor or contractor in the manner of the work

or use of the product.”

Finally, the AIA also expanded access to the prior—user defense by allowing
the defense to be asserted by “an entity that controls, is controlled by, or is

under common control with” the prior user.“

6. Subsectz'on(e)(2): Derivation

35 U.S.C. § 273(e)(2) provides:

(2) Derivation:-A person may not assert a defense under this section if the subject
matter on which the defense is based was derived from the patentee or persons in

privity with the patenteem

Subsection (e) (2) was carried over without change from pre-AIA § 273,

where it appeared in subsection (b) (3) (B).”° It was originally recommended

by the 1992 Report of the Advisory Commission on Patent Law Reform.” A
1993 law review article, Prior User Rz'ght5—/1 Necessary Part ofa Fz'rst—to—Fz'[e

Systemf” suggested that “[t]his requirement is not met if, for example, the
prior user had misappropriated the invention from the patent owner or had
acquired knowledge of the invention through illegitimate means.”m

217 1 57 CONG. REC. S5430 (daily ed. Sept. 8, 2011) (statement ofSen. Kyl) (quoting and

paraphrasing Ortega v. Puccia, 866 N.Y.S.2cl 323, 328 (N.Y. App. Div. 2008)).

2'8 Leahy—Smith America Invents Act sec. 5(a), § 273(e)(1)(A), 125 Stat. at 298. Sena-

tor Kyl noted during the September 2011 debates that this language is employed in several
federal statutes and is defined in Black’s Law Dictionary 157 CONG. REC. S5430—31 (daily

ed. Sept. 8, 2011) (statement of Sen. Kyl).

2” Leahy—Smith America invents Act sec. 5(a), § 273(e) (2), 125 Stat. at 298.

22° Compare ia’. , with 35 U.S.C. § 273(b) (3)(B) (2006), amended by Leahy—SrnithAmerica
lnvents Act sec. 5(a), § 273(c)(2), 125 Stat. at 298.

22‘ ADVISORY CoMM°N. REPORT, supra note 103, at 50 (“The activity must have been done

in good faith and without derivation from the patentee . . . .’°).

2” Griswold 86 Ubel, supra note 103, at 567.

2” Ia. at 582.
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The same non—derivation provision appeared in the Prior Domestic

Commercial Use Act of 1995.224 One of the witnesses at the 1995 hearing on
that bill su ested how this rovision would work in ractice:8% P P

[Hfa patentee demonstrates that the person asserting a prior use defense had access to
information from the patentee or reasonably could have obtained such information

that likely accounted for the original acquisition ofthe invention by that person, then
there would be a rebuttable presumption that the person derived the information and
is not entitled to the defense. The person asserting the defense would have to establish

that the invention was independently obtained from a source other than the patentee

to rebut such a presumptionm

The 1992 Advisory Commission also recommended that, in addition to

the defenses non—derivation requirement, an activity creating an entitlement

to prior—user rights “must [be] based upon the independent development of
the person claiming the prior use.’’"“ In addition, a USPTO witness at the

1995 hearing suggested that the non—derivation provision in Representative

Moorhead’s 199 5 bill” (which, as stated previously, is identical to the AIA—

enacted § 273 (e) (2)) itselfrequires that “the prior user must have developed
the invention independently of the patentee.’’”“

2“ HR. 2235, 104th Cong., sec. 2(a), § 273(c)(7) (2005).

225 1995House /Jeuring, supra note 103, at 69 (statement ofRobertA. Armitage, President,

AIPLA). Substantially the same interpretation was proposed by witnesses at the 1994 Senate

hearing. See 1994 Senate bearing, supra note 103, at 20 (statement of Donald Banner, on

behalf ofABA); id. at 30 (statement of Gary L. Griswold, Board Member, AIPLA).

226 ADVISORY CoMM’N. REPORT, supra note 103, at 50. The Advisory Commission ap-

parently felt that this additional independent-creation requirement was necessary to ensure

that derivation had not occurred. The Commission’s report stated that “[t]he key to this

concept of independent creation is that the prior user should not be able to take advantage

of the patentee’s pre—filing disclosures to create the right which will subsequently be used

to avoid liability under the later-issued patent.” Id. The AIA’s § 273, however, already ef—

fectively precludes the possibility ofderivation from such disclosures by requiring that prior
commercial use be established at least one year before a public disclosure of the invention

that qualified for the exception from prior art under § 102(b). Leahy—SInith America Invents

Act, sec. 5(a), § 273(a) (2) (B), 125 Stat. at 297.

227 HR. 2235 sec. 2, § 273(c)(7).

228 1995H0use /aeuring, supra note 103, at 13 (statement ofDieter Hoinkes, Senior Counsel,

Oflice of Legislative and International Affairs, USPTO). An industry witness at the 1992

Joint Committee hearing also appeared to assume that the bill under review——vvhich only

imposed the same non—derivation requirement that appears at § 273 (6) (2), see S. 2272, 103d

Cong., sec. 2, § 273 (e) (2) (A) (1994)——would require proofthat the prior user independently

invented the subject matter. See 1994 Semzzte /rearing, supra note 103, at 25 (statement of

Roger S. Smith, President, IPO) (“Rigidly enforced qualifications for establishing the prior

user right, including the requirements of independent innovation and actual reduction to
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Obviousl , however, non—derivation does not mean the same thin asY g

independent invention. A prior user who legitimately obtained subject matter
from a third at did not inde endentl invent that sub'ect matter, but heP P Y 1

also did not derive it from the patentee.

The Committee Report for the 1996 Moorhead—Schroeder Patent Reform

Act” confirmed this point?” The Report made clear that non—derivation is
a different re uirement than is an inde endent—invention re uirement, andq P (1

that the non—derivation lan ua e does not re uire that the riot user be an8 8 ‘T P

independent developer of the invention.“ The 1996 Report stated:

The prior user does not have to be a prior inventor in order to assert a defense based

on prior use. Prior user rights may be claimed whether the party asserting the right
conceived the invention or a third party conceived the invention, so long as the

technology that is the basis of the prior use defense was not obtained directly or

indirectly from the patenteem

7. Subsection(e) (3): Not a General License

Section 273 (e) provides:

(3) Not a general license.——The defense asserted by a person under this section is not

a general license under all claims of the patent at issue, but extends only to the specific

subject matter for which it has been established that a commercial use that qualifies
under this section occurred, except that the defense shall also extend to variations in

the quantity or volume ofuse of the claimed subject matter, and to improvements in

the claimed subject matter that do not infringe additional specifically claimed subject

matter of the patent.”

Nearly identical language appeared in pre—AIA § 273 (b) (3)(C) .1“ The same

language also was proposed in Representative Moorhead’s 1995 bill,” and
similar limitations were recommended in the 1992 Report of the Advisory
Commission on Patent Law Reform.“

Other than as provided in subsection (e) (3) , the prior—user defense is limited

by subsection (a) to the “subject matter” that the defendant established that

practice, will ensure that the right will be invoked infrequently, and if invoked, sustained

only where truly merited”).

229 H.R. 3460, 104th Cong. (1996).

23” SeeH.R. REP. No. 104-784, at 70 (1996).

231

232

233 Leahy-Smith America Invents Act, sec. 5(a), § 273(e) (3), 125 Stat. at 297, 298.

234 Compare £41., with 35 U.S.C § 273 (b) (3) (C) (2006), amended by Leahy—Smith America

invents Act sec. 5(a), § 273 (e) (3), 125 Stat. at 298.

2” See HR. 2235, 104th Cong., sec. 2, § 273(c)(1) (1995).

136 See ADVISORY CoMM’N. REPORT, supra note 103, at 50. The report states:

[Umprovements to the prior use should be permitted to the extent they do not fall

Within the scope of other claims in the patent. . . . The prior user should be able to
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he commercially used.” The term “subject matter” has a relatively narrow

meaning in patent law and does not include, for example, obvious variants
of the subject matter.” Subsection (e) (3) restates this limit (“ [the defense]
extends only to the specific subject matter for which it has been established
that a commercial use that qualifies under this section occurred’’),”9 but then

creates two important exceptions to this “subject matter” limit.
First, the third clause of subsection (e) (3) provides that the defense “shall

also extend to variations in the quantity or volume of use of the claimed

subject matter.”“° Many other jurisdictions’ prior—user—rights laws limit “any
continued activity [by the prior user] to a scope commensurate with the

previous activity that triggered the prior user rights.’”‘‘‘ The third clause ensures
that § 273 will not be construed the same way that these jurisdictions’ laws
have been construed.”

reasonably expand the prior use to meet reasonable market demands within the United
States, rather than being restricted to only the pre—filing volume of use.

Id.

237 Leahy—Smith America Invents Act sec. 5(a), § 273(a), 125 Stat. at 297.

238 See Matal, supra note 1, at 484-85. Senator Kyl noted this point in the September

2011 debates, stating that, other than as provided in subsection (e) (3), the § 273 defense

is a “relatively narrow one” that “only allows the defendant to keep making the infringing

commercial use” that he made before the one—year period, because “ [t] he words ‘subject mat-

ter,’ as used in subsection (a), refer to the infringing acts of the defendant, not to the entire

patented invention.” 157 CONG. REC. S5430 (daily ed. Sept. 8, 2011) (statement of Sen.

Kyl). Similarly, an academic witness who testified with respect to the Patent System Har-

monization Act of 1992, S. 2605, 102d Cong. (1992), which proposed a prior—user defense

that also was limited to the “subject matter” that had been commercially used, but which

did not include the subsection (e)(3) exceptions, see id. sec. 3(b)(1), expressed the View that
the prior-user right would limit a defendant to the embodiments for which he established a

prior commercial use, and that use obvious variants would be outside the scope of the right.

See 1992joint bearing, supra note 103, at 90 (Letter of Professor Robert Merges, School of

Law, Boston University, responding to written questions from Senator DeConcini); see also

1994 Home /aeczring, supra note 103, at 41 (statement of Professor Robert Merges, School

of Law, Boston University).

239 Leahy—Smith America Invents Act sec. 5(a), § 273(c)(3), 125 Stat. at 298.
240 I61.

2“ U.S. PATENT &TRADEMARK OFFICE, REPORT ON THE PRIOR USER RIGHTS DEFENSE 23

(2012) [hereinafter “PTO REPORT’? , http://Www.uspto.gov/aia_implementation/20120113-

pur_report.pdf.

242 Senator Kyl noted this exception during the September 2011 debates on the AIA,

stating that the third clause “allows the defendant to increase the quantity or volume of the
use that he establishes that he made of the invention.” 157 CONG. REC. S5430 (daily ed.

Sept. 8, 2011) (statement of Sen. Kyl).
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The second exception to the “subject matter” limitation is found in the the
final clause of subsection (e) (3). This clause allows the prior user to Vary the

nature of his use, and go beyond the subject matter that he initially used, so

long as the new use would only infringe patent claims with respect to which
he has established a prior—user defense.” Awitness at the 1994 Senate hearing
on the Patent Prior User Rights Act of 1994,“ which included a provision

substantially similar to § 273(e)(3),“5 gave the following illustration of how
the final clause was understood to work:

The limit of permitted activity under the patent right is defined by the Wording of the
patent claim or claims under which the activity, at the time of the filing or priority
date, fell. The right does not extend to any other claims. For example, consider a

process patent containing a broad claim specifying “applying heat” and a narrow claim
specifying a critical heat range between 170 and 180 degrees C. If the prior use had
been heating at 160 degrees, then the right would extend to heating in general except
that it would not extend to the critical range specific in the narrow claim, 170 to 180

degrees. If the prior use was heating to 174 degrees, then the prior use right would
include the critical 170 to 180 degree rangem

Language nearly identical to subsection (e) appeared in the prior-user
right proposed in 1996 by the Moorhead—Schroeder Patent Reform Act.”
The Committee Report for that bill said the following about this provision:

In other words, if the prior user must infringe additional claims of the patent in order

to implement an improvement in the claimed subject matter, the prior user would
not be able to rely on the defense provided in this section. To determine whether an
alteration in the “commercial use” would infringe additional claims of a patent, one

should first determine which claims of the patent would have been infringed by the

original prior use but for the operation of section 273(b). If the prior user alters its
activities after the filingdate ofthe patent application in awaythatwould infringe claims
other than those identified above, the prior user will be liable for patent infringement

with respect to those additional clairns.m

8. Subsection (e) (4): Abandonment ofUse

Section 273 (e) (4) provides:

(4) Abandonment ofuse.——Aperson who has abandoned commercial use (that qualifies

under this section) of subject matter may not rely on activities performed before the

243 Leahy—Smith America Invents Act sec. 5(a), § 273(e) (3), 125 Star. at 298.

2“ s. 2272, 103d Cong. (1994).

245 Compare id. sec. 2, § 273(c)—(d), with Leahy—Smith America invents Act § 5(a),
§ 273(c)(3), 125 Stat. at 298.

M6 1994 Semzte bearing, supra note 103, at 30 (statement of Gary L. Griswold, Board
Member, AIPLA).

247 Compare Leahy—Smith America invents Act, sec. 5(a), § 273(e)(3), 125 Stat. at 298,

with H.R. 3460, 104th Cong., sec. 302, 273(c)(2) (1996).

248 I-LR. REP. No. 104-784, at 70 (1996). The AIPA Committee Report’s discussion of

this subsection simply repeats the statutory text. See H.R. REP. No. 106-287, at 48 (1999).
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date ofsuch abandonment in establishing a defense under this section with respect to
actions taken on or after the date of such abandonment.”

The same provision (minus the clarifying parenthetical) appeared in the

pre—AIA § 273 in subsection (b) (5).”°
Senators Blunt and Kyl both commented on this provision during the

September 2011 debates on the AIA. Senator Blunt suggested that a “use
may only occur once a year after each growing season” and still qualify for
the § 273 defense?“ And Senator Kyl stated that subsection (e) (4) “should

not be construed to necessarily require continuous use of the subject matter.

It is in the nature ofsome subject matter that it will be used only periodically

or seasonally. If such is the case, and the subject [matter] has been so used,
its use has not been abandoned.’’”2

Finally, during the 1994 Senate hearing on the Patent Prior User Rights Act
of 1994,” which included a provision substantially similar to § 273 (e) (4),”"

a witness commented with respect to that provision that:

[A] defense ofprior use may not be employed by someone who had abandoned the use

prior to the filing date of the patent. Certain activities, however, are naturally periodic
or cyclical. Intervals ofnon—use between such period activities, such as seasonal factors
or reasonable intervals between contracts, would not be considered abandonment so

long as there is no positive corroborating evidence of abandonment.”

9. Subsection (e)(5): University Exception

Section 273(c)(5) provides:

(5) University eXception.——

(A) In general.——A person commercially using subject matter to which subsection (a)

applies may not assert a defense under this section ifthe claimed invention with respect
to which the defense is asserted was, at the time the invention was made, owned or

subject to an obligation ofassignment to either an institution ofhigher education (as
defined in section 101(a) of the Higher Education Act of 1965 (20 U.S.C. 1001 (a)),

or a technology transfer organization whose primary purpose is to facilitate the

commercialization of technologies developed by one or more such institutions of

higher education.

249 Leahy-Smith America invents Act sec. 5(a), § 273 (e) (4), 125 Stat. at 298.

25° See 35 U.S.C § 273(b)(5) (2006), amended by Leahy—Smith America Invents Act

sec. 5(a), § 273(c)(4), 125 Stat. at 298.

25‘ 157 CONG. REC. S5427 (daily ed. Sept. 8, 2011) (statement of Sen. Blunt).

252 Id. at 85431 (statement of Sen. Kyl).

2” s. 2272, 103d Cong. (1994).

25‘ See in’. sec. 2, § 273(e)(2)(B).

255 Z994 Semzte /aezzring, supra note 103, at 30—31 (statement of Gary L. Griswold, Board

Member, AIPLA). This statement appears to be quoted (though without attribution) in

the committee report for the Moorhead—Schroeder Patent Reform Act. See H.R. REP. No.

104784, at 71 (1996).
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(B) Exception.—-Subparagraph (A) shall not apply if any of the activities required to

reduce to practice the subject matter of the claimed invention could not have been
undertaken using funds provided by the Federal Government.“

No provision analogous to subsection (e)(5) appeared in pre—AIA § 273.257

Senator Kyl noted during the September 2011 debates on the AIA that this

provision was part of the compromise agreement that was reached with
universities in the House of Representatives.”

The 1992 Report of the Advisory Commission on Patent Law Reform

considered and rejected a proposal to preclude assertion ofa prior—user defense

against universities and other research facilities.” The Report stated:

The proposed exclusion of non—manufacturing entities was viewed as overbroad in
its scope and seen as possibly chilling industry/university collaboration. Even though
prior user rights could not be transferred once created, Government agencies and
universities could exercise prior user rights based upon developmental activities that
were undertaken by others through contract.“

University representatives, however, advocated for a university exception to

any prior—user defense during the 1992 Joint Committee hearings on patent

legislation.”“

During the September 2011 Senate debates on the AIA, Senators Leahy
and Kohl engaged in a colloquy about the applicability of subsection (c) (5)
to university technology—transfer organizations. Senator Leahy expressed his
agreement with Senator Kohl’s statement that:

It is my understanding that the term “primary purpose” in this exception is intended
to be consistent with and have a similar scope as the “primary functions” language in

the Bayh—Dole Act. In particular, ifa nonprofit entity is entitled to receive assignment
of inventions pursuant to section 207(c)(7) of title 35 because one of its primary

functions is the management of inventions, presumably it falls under the primary

purpose prong of the prior user rights exception.“

236 Leahy—Smith America invents Act, sec. 5(a), § 273(e) (5), 125 Stat. at 298-99.

257 Compare id, wit/a 35 U.S.C § 273 (2006), amended lay Leahy—Smith America Invents

Act sec. 5(a), § 273(c)(5), 125 Stat. at 298-99.

258 157 CONG. REC. S5430 (daily ed. Sept. 8, 2011) (statement ofSen. Kyl) (“The House

compromise also precludes assertion ofthe defense against most university—owned patents”).

259 See ADVISORY CoMM’N. REP., supra note 103, at 51.
250

2“ Z992joz'm‘ /aeczring, supra note 1035, at 130 (statement of Howard W Bremer, former

patent counsel, Wisconsin Alumni Research Foundation, on behalf of the Association of

University Technology Managers) (“It is therefore strongly suggested that universities and

federal laboratories should be exempt from the assertion of prior user rights against their

first-filed patented inventions”); see also id. at 139-40; supra notes 135—139 and accom~

panying text (arguing that allowing prior-user rights would negatively impact universities).

262 157 CONC. REC. S5427—28 (daily ed. Sept. 8, 2011) (statements of Senator Kohl

and Senator Leahy); see zzlro id. at S5431 (statement of Sen. Kyl) (“Subsection (e)(5)(A), the
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Senator Kyl also noted in passing during the September 2011 debates that:

Subparagraph (B), the exception to the university exception, is only intended to

preclude application ofsubparagraph (A) when the federal government is affirmatively
prohibited, whether by statute, regulation, or executive order, from funding research
in the activities in question.263

Subsection (e) (5) incorporates by reference a definition of “institution of

higher education” that is limited to institutions that are public or nonprofit,
have been accredited or “granted preaccreditation status,” and are located “in

any State.”2“ Thus for—profit, unaccredited, and foreign universities’ inventions

would remain subject to a prior—user defense.

One aspect of subsection (e) (5) that may undermine American manufac—
turers’ ability to rely on the AlA’s new prior—user right is that the “university

exception” is not limited to patents that are owned byuniversities?“ Subsection
(e) (5) makes a patent immune to a prior—user defense so long as the invention

was owned or assigned to a university “at the time the invention was made.’”“
There is no requirement in subsection (e) (5) that the university continue to

own the patent in order for the exception to continue to apply, nor is there

any limit as to whom the university may transfer an interest in the patent.”
And unfortunately, it appears that universities sell a substantial number of

their patents to patent trolls.“

10. Subsection (g): Invalidfiy

Section 273(g) provides:

(g) Invalidity.——A patent shall not be deemed to be invalid under section 102 or 103
solely because a defense is raised or established under this section.269

A nearly identical provision appeared in subsection (b) (9) of pre—AlA
§ 273.27" The Committee Report for the AIPA gave the following description

of this provisions purpose:

university exception, was extended to also include university technology—transfer organiza»

tions, such as the Wisconsin Alumni Research Foundation”).

263 [d

264 Leahy—Smith America lnvents Act, sec. 5(a), § 273 (e)(5), 125 Stat. at 298-99 (citing

Higher Education Act of 1965, 20 U.S.C. § 1001 (2006)).

265 Leahy~Smith America lnvents Act sec. 5(a), § 273 (e) (5), 125 Stat. at 298—99.
266

267 [d

258 See Thomas Ewing 86 Robin Feldman, 7776 Gz'am‘sAmzmg Us, 2012 STAN. TECH. L. REV.

1, 55 31, 36-40, available at http://stlr.stanford.edu/pdf/feldman—giants—among—us.pdf

269 Leahy-Smith America lnvents Act sec. 5(a), § 273 (g), 125 Stat. at 299.

27° Compare z'a’., with 35 U.S.C § 273(b)(9) (2006), amenalea’ by Leahy-Smith America

lnvents Act sec. 5(a), § 273(g), 125 Stat. at 299.

41



580 THE FEDERAL CIRCUIT BAR JOURNAL VOL. 21, No. 4

Subsection (b) (9) specifies that the successful assertion of the defense does not mean

that the affected patent is invalid. Paragraph (9) eliminates a point of uncertainty

under current law concerning the validity ofpatents, and strikes a balance between the

rights ofa later inventor who obtains a patent and an earlier inventor who continues to
use its method or process in the conduct of its business. Under current law, although

the matter has seldom been litigated, a party who commercially used an invention in

secrecy before the patent filing date and invented the subject matter before the patent
ovvner’s invention may argue that the patent is invalid under [section 102(g)] of the

Patent Act. Arguably, commercial use of an invention in secrecy is not suppression

or concealment of the invention within the meaning of §l02(g), and therefore the

party’s earlier invention will invalidate the patent.“ The bill provides that a party
who a uses a process or business method commercially in secrecy before the patent

filing date and establishes a § 273 defense is not an earlier inventor for purposes of

invalidating the patennm

A provision identical to § 273(g) also appeared in the Moorhead—Schroeder
Patent Reform Act.“ The Committee Report for that bill said with respect

to this provision that “[a]ny determination under section 102 or 103 must

be established separately, although evidence used to establish a defense of

prior use could be used in connection with establishing invalidity under
those sections.”’"

It is not apparent that subsection (g) serves any purpose. The AIPA

Committee Reports concerns about § 102(g) do not appear to be vvell—founded.
An inventor who indefinitely and commercially uses his invention in secrecy

will inevitably be found to have “abandoned, suppressed, or concealed”
his activities, thereby rendering § 102(g) inapplicable.” In any event, even

if § 102(g) invalidity could be established based on indefinite secret use,
whatever facts are available to assert a prior—user defense could also be used to

independently show such invalidity. Nothing in § 273(g) precludes making
such an independent § 102(g) showing.“

271 A footnote that appears in the Report at this point cites to Dunlop Holdings Ltd. v.

Ram Golf Corp., 524 E2d 33 (7th Cir. 1975).

2” H.R. Rm». No. 106—287, at 49 (1999).

273 HR. 3460, 104th Cong., sec. 302, § 273(6) (1996).

1“ H.R. REP. No. 104-784, at 72 (1996).

Z75 See Dow Chem. Co. v. Astro—Valcour, Inc., 267 F.3d 1334, 1342 (Fed. Cir. 2001),

re/fig and rely}; en kzmc denied, 2001 U.S. App. LEXIS 27636 (Fed. Cir. Dec. 6, 2001) (“The

failure to file a patent application, to describe the invention in a published document, or

to use the invention publicly within a reasonable time after first making the invention may

constitute abandonment, suppression, or concealment”) (citations omitted); see also Check-

point Sys., lnc. V. U.S. lnt’l Trade Comm’n, 54 F.3d 756, 762 (Fed. Cir. 1995) (discussing

the holding of Palmer 22. Dudzi/e, 481 F.2d 1377, 1387 (C.C.P.A. 1973) and observing that

“to negate a finding of suppression or concealment, the public must have gained knowledge

of the invention which will ensure its preservation in the public domain”).

276 Leahy—Smith America lnvents Act, sec. 5(a), § 273(g), 125 Stat. 299 (2011).
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Finally, it bears mention that to the extent that § 273 (g) was enacted because
ofconcerns about the scope § 102(g), it is only relevant to the limited universe

ofpatents that are issued after the enactment of the AIA (and thus to which
the new § 273(g) applies) and which contain, or contained at any time, a

claim to subject matter with an effective filing date before March 16, 2013,
since § 102(g) is repealed with respect to patents whose only elfective—filing
dates are after that date.”

J. 35 U.S.C. § 282: Repeal of the Best—Mode Defense

Section 15 ofthe AIA amends 35 U.S.C. § 282 to provide that “the failure

to disclose the best mode shall not be a basis on which any claim of a patent

may be cancel[l]ed or held invalid or otherwise unenforceable.””“ Section 15

also amends sections 119 and 120 of title 35 to provide that a patent may not

be denied the benefit or right of priority of an earlier applications filing date

because of that earlier application’s failure to disclose the best mode.” The

AIA does not, however, repeal the best—mode requirement of35 U.S.C. § 1 12.

The best—mode requirement thus still applies to applications for a patent?“

The background section of the final Committee Report described the
reason for these changes:

Man have at ued in recent ears that the best mode re uirement, which is uni ue
Y 8 Y 28‘ Cl ‘1

to American patent law, is counterproductive. They argue that challenges to patents

based on best mode are inherently subjective and not relevant by the time the patent

277 See id. sec. 3(n), 125 Stat. at 293.

"8 Id. sec. 15(a), 125 Stat. at 328.

279 See id. sec. 15(b), 125 Stat. at 328; see also 157 CONG. REC. S1378 (daily ed. Mar. 8,

2011) (statement of Sen. Kyl) (“In section 15 of the bill, a conforming subsection (b) has

been added to ensure that the best—mode requirement cannot be used to challenge a patent’s

entitlement to a right of priority or to the benefit of an earlier filing date.”).

28° See 8. REP. No. 111—18, at 25 (2009) (“ [T]l1e best mode disclosure requirement will

remain in [section 112], where it serves as an aifirrnative requirement for patentability and

as a basis for rejection of a claim . . . 3’); HR. REP. No. 110-314, at 44 (2007) (“Failure to

include best mode in the written description is still grounds for rejecting an application”);

157 CONG. REC. E1175 (daily ed. June 23, 2011) (statement of Rep. Pence) (noting that

AIA section 15 “retains best mode as a specifications requirement for obtaining a patent”

but that “[o]nce the examiner is satisfied that the best mode has been disclosed, the issue is

settled forever”).

281 A footnote that appears at this point in the Report states: “Among those who have so

argued are the National Academy of Sciences, the Biotechnology Industry Organization,

the American Intellectual Property Law Association, the Intellectual Property Owners As-

sociation, and Pharmaceutical Research and Manufacturers of America.” H.R. REP. No.

112—98, at 52 n.54 (2011).
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is in litigation, because the best mode contemplated at the time of the invention may

not be the best mode for practicing or using the invention years latenm

Representative Mike Pence elaborated on the reasons for retracting the
best—mode requirement during the House floor debates on patent—reform

legislation in September 2007, emphasizing the burden that is imposed by

litigation over this issue:

[T]he best mode requirement ofAmerican law imposes extraordinary and unnecessary

costs on the inventor and adds a subjective requirement to the application process,

and I believe public interest is already adequately met in ensuring quality technical

disclosures for patents.

Increasingly in patent litigation defendants have put forth best mode as a defense
and a reason to find patents unenforceable. It becomes virtually a satellite piece of

litigation in and of itself detracts from the actual issue of infringement, and literally
costs American inventors millions in legal fees.283

A witness at a 2007 hearing before the House Intellectual Property

Subcommittee explained that litigation over the best—mode requirement is

burdensome and costly because of the extensive discovery that it entails:

[T]he “best mode” re uirement is the most rué 'ectz'z/e validi assessment in all of atent(1 J P

law. It requires knowing what the inventor contemplated on the day the inventor filed
his atent a lication.P PP

[It] requires discovery of every mode the inventor knew at the time the patent was

sought. This means reviewing everydocument the inventorwrote—or read—relating to
a mode for carrying out the invention. Discovery on “best mode” is then a confluence
of“what did the inventor know and when did the inventor know it” with “what might,

therefore, have the inventor contemplated and when might those contemplations

have taken place.’’284

282 Id at 52; see also id. at 80 (“This section amends [section 282(b)] by removing the

failure to disclose the best mode under section 112 as a basis for canceling or holding either

invalid or unenforceable a patent claimf’); S. REP. No. 111-18, at 24-25 (2009); HR. REP.

No. 110-314, at 43-44 (2007); 157 CONG. REC. E1175 (daily ed. June 23, 2011) (state-

ment of Rep. Pence); id. at S1366 (daily ed. Mar. 8, 2011) (Republican Policy Committee

Legislative Notice).

283 153 CONG. REC. H10,303—04 (daily ed. Sept. 7, 2007) (statement of Rep. Pence).

2“ 2007 Home hearing, supra note 58, at 58-59 (statement of Gary L. Griswold, Presi-

dent and Chief IP Counsel of 3M Innovative Properties Companies). But see 2005 Senate

/Jearing, supra note 175, at 116 (Steven J. Lee, Kenyon 86 Kenyon, on behalf ofTeva North

America) (“It is not an overstatement to say that th[e] [best—mode] requirement is a large

part of the reason for the United States’ technological success”); id. at 95-96 (statement

of Christine J. Siwik, Partner, Rakoczy Molino Mazzochi Siwik LLP, Outside Counsel for

Barr Laboratories, Inc.).
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An early version ofA1A § 15 first appeared in the patent-reform bill that
was ordered reported by the House Judiciary Committee in July 2007.285 The

provision was added to the bill by an amendment that was offered by Rep-
resentative Pence, who later noted that he “first supported an amendment

which would have repealed best mode in full,” but settled for an amendment

that only “endeavored to remove best mode from litigation.””°

During floor consideration of the House bill in September 2007, the
House adopted another Pence amendment that expanded the best—mode
repeal by also making the failure to disclose the best mode unavailable as a
basis for cancelling claims in post—grant revievs/.287 Oddly, however, the Pence
civil—litigation provision did not appear in the bill that was introduced in
the House of Representatives in 2009,288 though the bills introduced in both
the House and Senate kept the Pence post—grant—revieW amendmennm and
a section barring best—mode invalidity challenges in civil litigation was added
to the Senate bill during committee markup in April 2009.290

In March 2010, Senators Leahy and Sessions announced a managers’
substitute amendment that included a new best—mode section that was

identical to what appeared in all subsequent bills and in the final public law.“
Section 15(c) ofthe AIA makes the section’s best—mode changes applicable

to all “proceedings” commenced after enactment of the Act.“ During the
Senate’s March 2011 floor debates on the AIA, Senator Kyl noted that the

word “proceedings” was used “in order to make clear that the section’s changes

285 See H.R. 1908, 110th Cong., sec. 13 (as ordered reported by the House Judiciary

Committee, July 2007).

286 See 153 CONG. REC. H10,303—04 (daily ed. Sept. 7, 2007) (statement ofRep. Pence).

In June 2011, Representative Pence submitted an extension of remarks for the Record in

which he reiterated his support for a full repeal. He noted that “I have maintained since 2007

that best mode should be repealed in full, and I would continue to support a full repeal if

possible today.” 157 CONG. REC. E1175 (daily ed. June 23, 2011) (statement ofRep. Pence).

287 See H.R. 1908, 110th Cong., sec. 6(f)= § 324(2) (engrossed bill, as passed by House);

see also 153 CONG. REC. 1-110,304 (daily ed. Sept. 7, 2007) (statement ofRep. Pence) (“ [T]he

amendment today makes it clear that arguments about best mode cannot serve as the basis

for post—grant review proceedings”).

2” H.R. 1260, 111th Cong. (2009).

2” See H.R. 1908, 110:1. Cong., sec. 6(f), § 324(2) (2007); s. 515, 111:1. Cong.,

sec. 5(h), § 324(2) (as introduced in Senate, Mar. 3, 2009).

29° 533 S. 515, 111th Cong, sec. 14 (as reported by Senate, Apr. 2, 2009); see also S. REP.

NO. 111-18, at 31 (2009).

2”‘ Compare s. 23, 112th Cong., sec. 15 (2011), zmdH.R. 1249, 112th Cong., sec. 14 (as

introduced in House, Mar. 30, 2011), with Leahy—Smith America lnvents Act, sec. 15, 125

Stat. at 328. With respect to the Leahy—Sessions managers’ amendment, see supra note 60.

292 Leahy—Smith America lnvents Act sec. 15(c), 125 Stat. at 528.
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to the law will be immediately applicable not just in litigation but also in

post—grant reviews of patents under chapter 32.””’
The legislative history provides no explanation for Congress’s failure to

simply repeal the best—mode requirement entirely. Nor is one apparent.

Finally, it bears noting that, although courts have interpreted 35 U.S.C.
§ 119(a) to require a foreign application to disclose the best mode in order to

be entitled to a right of priority in the United States,“ AIA section 15 does
not repeal the best—mode requirement from § 119(a) .295 This is because there
is no best—mode language in § 119(a) to repeal?” The courts have sought “to

preserve symmetry of treatment between sections 120 and 119,””7 and since
pre—AIA § 120 expressly required best—mode disclosure in a domestic parent
application, § 119(a) was read to also require such disclosure in a foreign

application?” Now that the best—mode requirement has been repealed from
§ 120, however, the same “symmetry” rationale requires that best mode be
read out of § 119(a) as Well.

Such a result also is compelled by the text of § 119(a).’” Subsection (a)

provides that a foreign priority application “shall have the same effect as the
same application would have if filed in this country.’’”‘’‘’ Because of the AIA’s
amendments to § 120, a domestic parent application that fails to disclose

the best mode nevertheless can entitle the applicant to the benefit of its filing

date?“ And § 1 19 (a) expressly requires that an identical foreign—filed application
“shall have the same effect” as if it were a U.S.—filed patent application?” By

the very Words of § 119(a), therefore, if a domestic parent application that
fails to disclose the best mode would entitle the applicant to its filing date,

a foreign—filed application that fails to disclose the best mode also must be
entitled to a right of priority.

293 157 CONG. REC. S1378 (daily ed. Mar. 8, 2011) (statement of Sen. Kyl).

294 See, e.g., Standard Oil Co. v. Montedison, S.p.A., 494 F. Supp. 370, 387—88 (D. Del.
1980).

295 Leahy—Smith America invents Act sec. 15, 125 Stat. at 328.

”‘ See 35 U.S.C. § 119(a) (2006).

29’ In re Jacques Gosteli, 872 F.2d 1008, 1011 (Fed. Cir. 1989), re/fg denied, 1989

US. App. LEXIS 7522 (Fed. Cir. May 18, 1989).
298 See id.

2” See 35 USC. § 119(a) (2006).

300 Id.

Sm Leahy—Srnith America Invents Act sec. 15(b), 125 Star. at 328.

3°’ 35 U.S.C. § 119(a).
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K. 35 U.S.C. § 287: Virtual Marking

Section 287(a) of title 35 limits the damages that can be recovered by a

patent owner (or his licensee) who makes, sells, or imports a product covered
by the patent to those damages incurred after the infringer received actual
notice of the infringement, unless the product was marked as patented?” Pre-
AIA subsection (a) required that the word “patent” or “pat.” and the patent

number itself be affixed to the product or, where this was not practical, to a

label attached to the product or its packaging?“

Section 16(a) of the AIA amended § 287 by allowing the patent number

in such a mark to be replaced with “an address of a posting on the Internet,

accessible to the publicwithout charge for accessing the address, that associates

the patented article with the number of the patent.”3°5 This change allows a
manufacturer to add newly issued patents to the list of patents with which

a product is “marked” without making physical changes to the product or

its labeling.

The virtual—marking provision was added to the bill during the Senate

Judiciary Committee markup in March 2009.“ The final Committee Report

said the following about this provision:

The Act permits patent holders to “virtually mark” a product by providing the address
of a publicly available website that associates the patented article with the number
of the patent. The burden will remain on the patent holder to demonstrate that the
marking was effective. This amendment will save costs for producers of products that
include technology on which a patent issues after the product is on the market, and
will facilitate effective marking on smaller products.3°7

3°?’ 35 U.S.C. § 287(a) (2006), amended by Leahy—Sn1ith America Invents Act sec. 16(a),

125 Stat. at 328. It is notable that “§ 287 do [es] not apply where the patent is directed to

a process or method,” Crown Packaging Tech., Inc. V. Rexam Beverage Can Co., 559 F.3d

1308, 1316 (Fed. Cir. 2009), nor does it apply to “a patent owner who neither sells nor

authorizes others to sell articles covered by the patent,” Loral Fairchild Corp. v. Victor Co. of

Japan, Ltd., 906 F. Supp. 813, 816 (E.D.N.Y. 1995).‘The purpose of§ 287 is not to require

that all infringers receive notice before damages accrue, but simply to “provide[] protection

against deception by unmarked patented articles.” Wine Ry. Appliance Co. V. Enter. Ry.

Equip. Co., 297 U.S. 387, 398 (1936). Section 287 effectively makes it harder for a patent

owner who manufactured a product covered by his patent to recover damages than it is for

a non—practicing patentee or the owner of a process patent to do so.

3°" 35 U.S.C. § 287(a).

305 Leahy—Smith America invents Act, sec. 16(a), 125 Star. at 328.

306 See S. 515, 111th Cong., sec. 4(e) (as reported by Senate, Apr. 2, 2009).

3°’ I-LR. REP. No. 11298, at 52-53 (2011); see 4150121. at 80; s. REP. No. 111-18, at

14 (2009).
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L. 35 U.S.C. § 292: False Marking

The false—marking qui tam action, which was enacted in 18423” is repealed
entirely by section 16(b) of the ALA?” The civil penalty for false marking is
maintained, but theAIA adds a conforming limitation that “ [0] nly the United

States may sue for th[is] penalty.”3‘° The AIA also provides that marking a
product with a patent that once applied to the product but has expired “is
not a violation of this section.’’“ Finally, the AIA makes all of these changes

retroactive, applying them to “all cases, without exception, that are pending
on, or commenced on or after,” the date of the AIA’s enactment.”

These provisions first appeared in the Leahy—Sessions managers’ amendment
that was announced in March 2010.” The final Committee Reports

background section explained the reason for these changes:

The Federal Circuit’s recent decision in Forest Group, Inc. 1/. Boa 77201 Co.,W] which
held that section 292’s $500 fine is assessed for each product that is falsely marked, has

created a surge in false—marking qui tam litigationfm] Though one might assume that
section 292 actions are targeted at parties that assert fictitious patents in order to deter

competitors, such a scenario is almost wholly unknown to false—marking litigation.
False-marking suits are almost always based on allegations that a valid patent that

308 Patent Act of 1842, ch. 263, § 5, 5 Stat. 544 (1842). For a thorough account of the

origins and history ofthe false—rnarking qui tam action, see Elizabeth I. \Winston, 7776 Flawed

Nature ofthe Fake Marking Statute, 77 TENN. L. REV. 111, 112—32 (2009).

309 Leahy—Smith America invents Act sec. 16(b) (2), 125 Stat. at 529.

3*" Ia. sec. 16(b)(1), 125 Stat. at 329.

5“ Ia sec. 16(b)(3), 125 Stat. at 329.

5” Ia’. sec. 16(b)(4), 125 Stat. at 329. Senator Kyl commented on this effectiVe—date

provision during the March 2011 Senate debates, noting that it made the repeal of the qui

tam action “fully retroactive,” and ensured that it would apply “to cases pending at any

level of appeal or review.” 157 CONG. REC. S1372 (daily ed. Mar. 8, 2011) (statement of

Sen. Kyl). He also noted that paragraph (4)’s retroactivity language was adopted from the

Military Commissions Act of2006, Pub. L. No. 109666 (2006), which had been given an
“authoritative construction” in Boumediene v. Bush, 476 F.3d 981 (D.C. Cir. 2007). Ia’.

313 The same provisions also appeared in sec. 2(k) of the 2011 Senate bill. See S. 23,

112th Cong., sec. 2(k) (2011). With respect to the Leahy—Sessions managers’ amendment,

see supra note 60.

3“ 590 F.3d 1295 (Fed. Cir. 2009).

315 A 2009 laW—revieW article no ted that “[i]n 2008, over a dozen actions named the false

marking statute as a count . . . .”Winsto11, supra note 302, at 112 n.5. Forest Grp., Inc. V.

Bon Tool Co. was decided in December 2009. See 590 F.3d at 1295. In March 2011, during

a House Intellectual Property Subcommittee hearing on the AIA, a witness noted that “over

800 [false marking] qui tam actions have been filed since the Boa 7220! decision was handed

down.” AI/1 /aeariug, supra note 103, at 76 (statement of Steven W Miller, Vice President

and General Counsel for Intellectual Property, Procter «SC Gamble Company); see also Texas

Data Co., LLC. v. Target Brands, lnc., 771 F.Supp.2d 630, 634-35 (E.D. Tex. 2011).
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did cover the product has expired, but the manufacturer continued to sell products

stamped with the patent; or that an existing patent used to mark products is invalid
or unenforceable; or that an existing and valid patents claims should not be construed

to cover the product in question.

Indeed, a recent survey ofsuch suits found that a large majority involved valid patents

that covered the products in question but had simply expired. For many products,

it is difficult and expensive to change a mold or other means by which a product is

marked as patented, and marked products continue to circulate in commerce for some

period after the patent expires. It is doubtful that the Congress that originally enacted
this section anticipated that it would force manufacturers to immediately remove

marked products from commerce once the patent expired, given that the expense to
manufacturers of doing so will generally greatly outweigh any conceivable harm of

allowing such products to continue to circulate in commerce.”

To address the recent surge in litigation, the bill replaces the qui tam remedy for false

marking with a new action that allows a party that has suifered a competitive injury

as a result of such marking to seek compensatory damages. The United States would

be allowed to seek the $500—per—article fine, and competitors may recover in relation

to actual injuries that they have suffered as a result offalse marking, but the bill would
eliminate litigation brought by unrelated, private third parties.”

Senator Kyl also commented on and characterized the AIA’s false—marking

provisions during the September 2011 Senate debates on the bill:

Currently, such suits are often brought by parties asserting no actual competitive injury

from the marking——or who do not even patent or manufacture anything in a relevant

industry. Many cases have been brought by patent lawyers themselves claiming the

right to enforce a fine of $500 for every marked product. One manufacturer ofplastic
cups who stamped his patent number on his cups was recently sued by a lawyer for
$500 for each disposable cup that was sold, for a gargantuan total of $9 trillionfml

3“ I-LR. REP. No. 112-98, at 53 (2011) (citations omitted); see also AI/1 bearing, supra

note 103, at 75 (statement of Steven W. Miller, Vice President and General Counsel for

Intellectual Property, Procter 85 Gamble Co.) (“The Vast majority of these suits are based

on situations where products marked with a valid patent number continued to be sold for

a time after the patents expiration”).

5” H.R. REP. No. 112-98, pt. 1 at 53; see also in’. at 80; 157 CONG. REC. S1372 (daily

ed. Mar. 8, 2011) (statement ofSen. Kyl). The final Committee Reports section—by—section

analysis also described a third provision, concerning a 3-year safe harbor for expired patents,

that was subsequently eliminated from the bill by the House floor managers’ amendment.

Compare H.R. REP. No. 112—98, at 80, with 157 CONG. REC. H4448 (daily ed. June 22,

2011) (text of floor managers’ amendment).

3”’ It appears that the total damages sought in the case that Senator Kyl described were

actually $10.8 trillion. See Pequignotv. Solo Cup Co., 608 F.3d 1556, 1359, 1359 n.1 (Fed.

Cir. 2010), re/fig“ and reifg en bpmc demed, 2010 U. S. App. LEXIS 21 187 (Fed. Cir. Sept. 15,

20 10). The Federal Circuit noted that the United States’ 50% share ofthe award being sought

“would be sufficient to pay back 42% of the country’s total national debt.” Id. at 1359 n.1.
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In reality, the bulk of these suits settle for their nuisance value, the costs ofcontinuing
to liti ate. The re resent a tax that atent la ers are im osin on domesticg Y P P WY P g

manufacturing—a shift inwealth to lawyers that comes at the expense ofmanufacturing
jobs. . . . [T] his bill prevents such abuses by repealing the statute’s qui tam action while
still allowing parties who have [suflferedm] actual injury from false marking to sue and
allowing the United States to enforce a $500—per—product fine where appropriate?”

During the March 2011 Senate debates on the AIA, Senator Kyl also
questioned whether any purpose is served by allowing parties other than
competitors who have suffered actual injury to bring suits for false marking:

[Ht is not entirely clear how consumers would suffer any tangible harm from false
marking that is distinct from that suffered when competitors are deterred from
entering a market. Patent markings primary purpose is to inform competitors, not

consumers, that a product is patented. I doubt that consumers would take any interest,

for example, in whether a disposable plastic cup is subject to a patent, to take one case
recently decided by the courts. Even less clear is how the consumer would be harmed
by such marking, absent a deterrence of competition. Current section 292(b) creates
an incentive to litigate over false marking that is far out of proportion to the extent of
any harm actually suffered or the culpability of a manufacturer’s conduct?“

Little else was said about the AlA’s repeal of the 169-}/'ear—old qui tam

statute during the congressional debates on the bill. Shortly after the Senate’s
initial passage ofthe AIA, in March 201 1, Senator Claire McCaskill criticized
the false—marking provision on the floor, arguing that its application to the
recent surge of lawsuits would penalize “[s]mall businesses and inventors.’””
Representative John Conyers, the ranking member of the House Judiciary
Committee, also expressed objections to this provision?“ And during the
Senate’s March 201 1 debates on the AIA, Senator Grassley expressed support

for the A1A’s repeal of the false—marking qui tam statute, but emphasized that
“[i]t would be a serious miscalculation for anyone to imply or attempt to

319 Because of a transcription error, the Word “separate,” rather that the word “suffered,”

appears in the Congressional Record. See 157 CONG. REC. S5321 (daily ed. Sept. 6, 2011)

(statement of Sen. Kyl).

32° Id at 55320-21; see also id. at $5321 (“By repealing the false marking qui tam statute,

the AIA will allow American companies to spend money hiring new workers rather than

fighting offfrivolous false marking suits”); id. at H4426 (daily ed. June 22, 201 1) (statement

ofRep. Goodlatte) (describing the AIA’s amendments to section 292 as “ensur[ing] that abu-

sive false marking litigation is put to an end”); id. (statement of Rep. Gallegly) (expressing

support for AIA section i6(b)’s elimination of “these nuisance lawsuits”).

32' 157 CONG. REC. S1372 (daily ed. Mar. 8, 2011) (statement of Sen. Kyl).

322 Id. at $1545 (daily ed. Mar. 10, 2011) (statement of Sen. McCaskill).

323 See H.R. REP. No. 1 1 2-9 8, at 162-63 (201 1) (Dissenting Views).
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characterize” his support of the AIA provision “as a starting point for striking

or reforming the False Claims Act qui tam provisions.””‘
IftheAIA’s changes to the false—marking statute operate as Congress intended,

they probably will become a provision of the AIA that will be almost entirely

forgotten a decade after the AIA’s enactment, because false—marking litigation
will have virtually ceased to exist.

M. 35 U.S.C. § 298: Advice of Counsel

Section 17 of the AIA adds a new § 298 to title 35, titled “Advice of

Counsel,” which provides that:

The failure ofan infringer to obtain the advice ofcounsel With respect to any allegedly

infringed patent, or the failure of the infringer to present such advice to the court or

jury may not be used to prove that the accused infiinger willfully infringed the patent
or that the infringer intended to induce infringement of the patent.”

This provision first appeared in the Leahy—Sessions managers’ amendment
that Was announced in March 2010.32‘ The final Committee Report provided

the following explanation of this new section:

The Act includes a new provision that bars courts and juries from drawing an adverse

inference from an accused infringer’s failure to obtain opinion of counsel as to

infringement or his failure to waive privilege and disclose such an opinion. Section

298 of title 35 is designed to protect attorney—client privilege and to reduce pressure

on accused infringers to obtain opinions of counsel for litigation purposes. It reflects

a policy choice that the probative value of this type of evidence is outweighed by the
harm that coercing a waiver of attorney—client privilege inflicts on the attorney—client

relationship. Section 298 applies to findings of both willfulness and intent to induce
infringement—and thus legislativelyabrogates the Federal Circuits decision in Broozdcom

Corp. 1/. Qualcomm 1725.527

Senator Kyl also commented on the policies served by section 298 during
the Senate’s March 2011 debates on the AM:

324 157 CONG. REC. S 1368 (daily ed. Mar. 8, 201 1) (statement ofSen. Grassley). Butree id.

at S5321 (daily ed. Sept. 6, 201 1) (statement ofSen. Kyl) (“Qui tam statues are a relic ofthe

19th century and generally produce far more litigation than is in the public interest. Almost

all of these statutes have been repealed. The America Invents Act continues this trend”); see

also Winston, supra note 308, at 118 (noting that “[t]he peculiar nature of qui tam actions

renders them particularly subject to abuse,” and that the United Kingdom has repealed all,

and the United States most, previous statutes authorizing such actions).

325 Leahy—Smith America Invents Act, sec. 17(a), § 298, 125 Stat. at 329.

326 The same provision also appeared in sec. 4(d) of the 2011 Senate bill. See S. 23,

112th Cong, sec. 4(d) (2011). With respect to the Leahy—Sessions managers’ amendment,

see supra note 60.

327 I-LR. REP. No. 112-98, at 53 (citation omitted). The citation for Brozzdcom is 543

F.3d 683, 699 (Fed. Cir. 2008).
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Permitting adverse inferences from a failure to procure an opinion or waive privilege
undermines frank communication between clients and counsel. It also feeds the cottage

industry of providing such opinions——an industry that is founded on an unhealthy

relationship between clients and counsel and which amounts to a deadweight loss

to the patent system. Some lawyers develop a lucrative business of producing these

opinions, and inevitably become aware that continued requests for their services are
contingent on their opinions’ always coming out the same way—-that the patent is

invalid or not infringed. Section 298 reflects legislative skepticism of the probative

value of such opinions.”

One noteworthy flaw in this provision as enacted by the final public law

is that it was not given its own effective date.” As a result, this section is

governed by the AIA’s default effective date, at section 35 of the Act, which
provides that provisions of the bill without their own effective dates “shall
take effect upon the expiration of the 1~year period beginning on the date of
the enactment ofthis Act and shall apply to any patent issued on or after that

effective date.””° In other words, unless this matter is remedied in subsequent

legislation, the applicability of § 298 of title 35 will depend not on when the
lawsuit in which § 298 is sought to be applied was filed, but rather on when

the patent in suit was issued.

N. 35 U.S.C. § 299: Limits on Joinder ofDefendants and

Consolidation ofTrials

Section 19(d) of the AIA adds a new § 299 to title 35.351 This new section

provides:

(a) Joinder ofAccused I11fringers—-With respect to any civil action arising under any

Act of Congress relating to patents, other than an action or trial in which an act of
infringement under section 271 (e) (2) has been pled, parties that are accused infringers

may be joined in one action as defendants or counterclaim defendants, or have their
actions consolidated for trial, or counterclaim defendantswl only if—

(1) any right to reliefis asserted against the parties jointly, severally, or in the alternative

with respect to or arising out ofthe same transaction, occurrence, or series oftransactions

or occurrences relating to the making, using, importing into the United States, offering

for sale, or selling of the same accused product or process; and

3” 157 Com. REC. S1374 (daily ed. Mar. 8, 2011) (statement of Sen. Kyl).

329 See Leahy—Smith America Invents Act, sec 17, 125 Stat. at 329. In the bill that passed

the Senate in March 2011, the advice—of—counsel provision was included in section 4 of the

bill, and that whole section Was made applicable by its subsection (e) to any civil action

commenced on or after enactment of the Act. See S. 23, sec. 4(e).

33° Leahy—Smith America Invents Act, sec. 35, 125 Stat. at 341.

331 Leahy—Smith America Invents Act, sec. 19(d), 125 Stat. at 332-33.

332 These three words——“or counterclaim defendants”—are a scrivener’s error that crept

into the bill when it was engrossed after House passage. See 157 CONG. REC. H4446 (daily

ed. June 22, 201 1) (text of managers’ amendment).
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(2) questions of fact common to all defendants or counterclaim defendants will arise
in the action.

(b) Allegations Insuificient for ]oinder—For purposes of this subsection, accused

inftingers may not be joined in one action as defendants or counterclaim defendants,
or have their actions consolidated for trial, based solely on allegations that they each

have infringed the patent or patents in suit.

(c) \Waiver——-A party that is an accused infringer may waive the limitations set forth
in this section with respect to that party.”

This provision was a relatively late addition to the AIA. It first appeared as

part ofa managers’ amendment that was adopted during the House Judiciary
Committee’s markup of the bill in April 2011.534

The final Committee Report noted that this provision restricts both joinder
under Rule 20 and consolidation oftrials under Rule 42.3” The Report stated:

The Act also addresses problems occasioned by the joincler of defendants (sometimes

numbering in the dozens) who have tenuous connections to the underlying disputes

in patent infringement suits.

The Act amends chapter 29 of the Patent Act by creating a new [§ 299] that addresses

joinder under Rule 20 and consolidation of trials under Rule 42. Pursuant to the
provision, parties who are accused infringers in most patent suits may be joined as
defendants or counterclaim defendants only if: (1) relief is asserted against the parties,

jointly, severally, or in the alternative, arising out ofthe same transaction regarding the
manufacture, use, or importation ofthe accused product or process; and (2) questions
of fact common to all of the defendants will arise in the action. New [§ 299] also

clarifies that joinder will not be available if it [is] based solely on allegations that a
defendant has infringed the patent(s) in question.“

Afootnote appended to this statement noted that “ [S] ection 299 legislatively

abrogates the construction of Rule 20(a)” that was adopted in seven cases
that are cited by the footnote.” The footnote concluded by noting that

§ 299 “effectively conform [3] these courts’ jurisprudence to that followed by
a majority of jurisdictions.””" As support for this proposition, the footnote
cited to Rudd 2/. Lux Products Coigpf” a district court decision that stated in

relevant part that:

533 Leahy—Smith America Invents Act, sec. 19(d), 125 Stat. at 332-33.

334 See I-LR. 1249, 112th Cong. (as reported by House, June 1, 2011).

3“ H.R. REP. No. 112—98, at 54 (2011).

336 Id. at pt. 1, 54-55; see also id. at pt. 1, 81; 157 CONG. REC. H4426 (daily ed. June

22, 2011) (statement of Mr. Goodlatte).

53’ H.R.R1~:p.No. 112-98, at 55 n.61.

338

3” No. 09—cv—6957, 2011 WL 148052 (N.D. Ill. Jan. 12,2011).
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After researching the issue, the Court determines that [the approach of1%}/Mail Ltd.
1/. America Online, 1720.340] . . . is in the minority. This Court follows the prevailing

approach of this District and numerous others that have concluded that a party fails
to satisfy Rule 20(a)’s requirement of a common transaction or occurrence where
unrelated defendants, based on diiferent acts, are alleged to have infringed the same

patent. . . . Moreover, allegations that unrelated defendants design, manufacture and
sell similar products does not satisfy Rule 20(a)’s requirement.”

During the September 2011 Senate debates on the AIA, Senator Kyl
commented on the expansion of§ 299 in the House floor managers’ amendment
to limit consolidation of trials as Well as joinder. He noted that “[a] review

of legal authority. . . reveals that under current law, even if parties cannot be
joined as defendants under rule 20, their cases can still be consolidated for
trial under rule 4273“ He expressed support for the final bill’s extension of

§ 299 to also limit consolidations under Rule 42, stating:

Ifa court that was barred from joining defendants in one action could instead simply

consolidate their cases for trial under rule42, section 299% purpose ofallowingunrelated

patent defendants to insist on being tried separately would be undermined.”

Section 299 should put an end to a practice that had become a favorite

tactic ofpatent trolls: suing a large number of unrelated patent defendants in

a single action. Because courts typically do not increase the time for presenting
evidence during a trial by a multiple of the number of defendants who are
sued, the Eastern District of TeXas’s interpretation of Rule 20 resulted in a

substantial denial of due process to defendants?“ Each defendant was given

a sharply abbreviated amount of time to present its case, despite the fact that
most, if not all, of the defendants made different products whose alleged

infringement of the patent presented different factual questions?”

3” 223 F.R.D. 455 (ED. Tex. 2004). M3/Mail is cited by the 2011 Committee Report

as one of the cases that is abrogated by the AIA. See H.R. REP. No. ].12—98, at 55 n.61.

3“ No. O9—cv—6957, 2011 WL 148052, at*3 (ND. 111. Jan. 12, 2011) (citations omitted);

see also id. (“Plaintiffs cannot satisfy Rule 20(a)’s same transaction or occurrences require-

ment based on their allegations that Defendants’ alleged infringing thermostats operate in

a nearly identical manner as it relates to the asserted parents”). The court also rejected the

argument “that Rule 20(a)’s same transaction or occurrences requirement is satisfied because
Defendants’ affirmative defenses and counterclaims are nearly identical.” Id. at *4.

341 157 CONG. REC. S5429 (daily ed. Sept. 8, 2011) (statement of Sen. Kyl).
543

‘"4 See Beth Shaw, Wash. Legal Found, Reform Law Aims to Prevent Aéase offoimier in

Patent Suits, 20 LEGAL OPINION LETTER, Nov. 24, 2011, at 1, available at http://www.wlf.

org/upload/legalstudies/legalopinionletter/ 1 1-4-1 1ShaW_LegalOpinionLetter.pdf
345 See id. ; Charles Gorenstein,/imerz'ca Im/entsActExercz'5es “Con-Y%o1l”o2/erPateatlitzgation,

IPWATCHDOG (Sept. 19, 2011, 3:50 PM EDT), http://wWW.ipwatchdog.com/201 1/09/ 19/

con—troll«over—patent—litigation/id: 1 9279/.
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Section 2995 anticipated effectiveness was demonstrated even before the
ALA became law. In an apparent effort to escape the section’s application to
‘cases filed on or after the AIA’s enactment,” patent trolls filed an unusually

large number of multi—defendant actions during the week before the AIA
was signed into lavvf"

O. 35 U.S.C. § 301: Submission ofWritten Statements Regarding

Claim Scope

Section 6(g) of the AIA recodifies and adds substructure to § 301 of title
35, and also makes a substantive addition to the section: new subsection (a) (2)

allows any party to submit to the USPTO “statements of the patent owner

filed in a proceeding before a Federal court or the Office in which the patent
owner took a position on the scope of any claim of a particular patent.”“
The AIA also adds a subsection (c) to § 301 which provides that “ [a] party

that submits a written statement pursuant to subsection (a) (2) shall include

any other documents, pleadings, or evidence from the proceeding in which
the statement was filed that addresses the written statemei1t.”“” Finally, a

new subsection (d) provides that these claim—scope statements and related
materials “shall not be considered by the Office for any purpose other than

to determine the proper meaning of a patent claim” in a reexamination or in

an inter partes or post—grant review?”

The final Committee Report described the purpose ofthese new provisions:

The Act expands the category of documents that may be cited in a reexamination

proceeding to include written statements of the patent owner that have been filed in
a proceeding before a Federal court or the USPTO regarding the scope ofclaims. This
addition will counteract the ability ofpatent owners to offer differing interpretations of

prior art in different proceedings. These Written statements, which include documents,
pleadings or evidence from proceedings that address thepatent owner’s statements, shall
not be considered for any purpose other than to determine the proper meaning ofthe

claims that are the subject of the request in a proceeding. Specifically, the Committee
does not intend these statements to be a basis for the institution of a reexamination

346 See Leahy—Smith America invents Act, sec. 19(e), 125 Stat. at 333.

347 See Shaw, supra note 344, at 2; Ru:/9 to fudgmeiztx New Dis:/oinder Rules and Non—

PmcticingEnritz'es, PATENTLYO (Sept. 20, 2011, 3:10 PM EDT), http://www.patentlyo.com/

patent/Z01 1 /09/rush—to—j udgment—new~dis—joinder—rules—and-non—practicing-entities.html.

One plaintiff filed complaints asserting three patents against 175 different defendants dur-

ing the last /7020" before the ALA took effect. See CyberF0ne Sys., LLC V. Cellco Partnership,

2012 WL1509504, *1 (D. Del.) (Apr. 30, 2012).

348 Leahy—Smith America Invents Act sec. 6(g)(1), § 501(a) (2), 125 Stat. at 311-12.

3*’ Id. sec. 6(g)(1), § 301(c), 125 Stat. at 312.

35° Id sec. 6(g)(1), § 301(d), 125 Stat. at 312.
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roceedin . Reexaminations will continue to be available onl on the basis of “ atents
g 351 y P

or printed publications.”

A footnote appended to the end of this paragraph stated:

The scope of “patent and printed publication” prior art in the amended section 301
is intended to be coextensive with these terms in current section 102 of the title 35.

Further, amendments made by Section 21352] of the Act, which expand and contract the

definition ofcertain other forms ofprior art, are not intended to change the particular

“patent or printed publication” prior art, which will continue to be the sole basis for
initiating reexamination proceedings.”

During the Senate’s March 2011 debates on the ATA, Senator Kyl also
commented on the purposes of the new § 301(a) (2)’s authorization for

parties to file with the USPTO written statements of the patentee regarding
claim scope:

This information should help the Office understand and construe the key claims of a

patent. It should also allow the Oflice to identify inconsistent statements made about
claim scope—-—for example, cases where a patent owner successfully advocated a claim
scope in district court that is broader than the “broadest reasonable construction” that
he now urges in an inter partes review.“

P. 35 U.S.C. § 303: Director—Initiated Reexamination

Section 6(h)(1) of the AIA amends § 303 of title 35 to expand the sources

ofthe patents—and—printed—publications prior art that the Director may use to

identify a substantial new question ofpatentabilitywith respect to apatent and
to order a reexamination on his own initiative?” The pre—A1A § 303 limited

the Director to using patents and printed publications that he discovered on

his own or that Were cited under the provisions of § 301.3” The AIA adds a

citation to § 302,557 which authorizes requests for ex parte reexamination?”

The final Committee Report explained that this provision “amends the ex

parte reexamination procedure to allowthe Director to institute a reexamination

55‘ H.R. REP. No. 112—98, at 46 (2011).

352 The Report presumably means sec. 3 of the Act. The provisions of sec. 3 Previously

Were located in sec. 2 of the Act. Compare HR. 1249, 112th Cong., sec. 2 (as introduced

in House, Mar. 30, 2011), wit/7 HR. 1249, 112th Cong., sec. 3 (as reported by House,

June 1, 2011).

3” H.R. REP. No. 11298, at 4611.42.

354 157 CONG. REC‘ S1375 (daily ed. Mar. 8, 201 1) (statement of Sen. Kyl).

355 Leahy—Smith America invents Act, sec. 6(h)(1),§ 303,(a) 125 Stat. at 312.

356 35 U.S.C. § 303 (2006), ameizded by Leahy—Smith America lnvents Act sec. 6(h)(1),

§ 303(a), 125 Stat. at 312.

337 Leahy—Srnith America Invents Act sec. 6(h)(1), § 303(a), 125 Stat. at 312.

3” 35 U.S.C. § 302 (2006).
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on the Director’s own initiative if a substantial new question of patentability

is raised by patents or publications.”‘”

It is not apparent that this change has any substantive effect. Section
302, the source of prior art that the AIA added to § 303, itself only allows

reexamination “on the basis of . . . prior art cited under the provisions of

section 301 .”“° Moreover, if prior art is cited in a request for reexamination

under § 302, the Director is required to determine if a substantial new

question of patentability was raised, and to order an ex parte reexamination
if he finds that such a question was raised?“ The legislative record does not

indicate that different procedures or consequences are expected to attach to

an ex parte reexamination that is ordered pursuant to a request under § 302,
as opposed to one that is ordered on the Director’s own initiative pursuant
to information cited under § 302.3”

Earlier bills’ versions of this provision amended § 303 by allowing the

Director to also initiate an ex parte reexamination on his own initiative on

the basis of information cited pursuant to § 311, which authorizes a request

for inter partes reexainination?" The 2007 House Committee Report noted
that this change would have “permit[ted] the Director to order an ex parte
reexamination based on art submitted in a request by a third party for an

interpartes reexamination.”3“ The citation to § 311 was eliminated from this
provision when it appeared in sec. 6(h)(1) ofthe AI ,3“ probably at the behest
of parties who objected to its purpose of allowing requests for inter partes

reexamination to be involuntarily converted into ex parte reexarninations. It

359 H.R. REP. No. 112-98, at 46 (2011); see also id. pt. 1, at 77 (supporting the same

proposition with reference to the specific code sections).
3'” 35 U.S.C. § 302.

3“ Id. §§ 303-304.

362 One possibility is that a Director—initiated § 302—based reexamination will not be

deemed a reexamination ordered pursuant to the request of a third party, and the third

party that cited the information therefore will not be entitled to reply to an initial statement

submitted by the patent owner, as is otherwise provided in § 304, fourth sentence. Id. § 304.

However, § 304 does not distinguish between Director—initiated and third—party initiated

reexamination. 1:1. It simply requires that notice and an opportunity to reply to the patent

owner’s initial statement he provided to “the person who has requested reexamination under

the provisions of section 302.” Id. Nor is there any indication in the record that Congress
intended such an unfair result.

563 E.g., S. 515, 111th Cong., sec. 5(b) (as reported by Senate, Apr. 2, 2009). See also S.

REP. No. 1 11-18, at 35 (2009) (stating that section 303 “is amended to clarify that the Direc-

tor may determine whether to initiate reexamination on the Director’s own initiative based

on citations by any person other than the owner of the patent under section 302 or 311”).

3“ H.R. REP. No. 110-314, at 34 (2007).

365 Leahy—Smith America Invents Act, sec. 6(h)(1), § 303(a), 125 Stat. at 312.
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is possible that allowing such conversions was the only original purpose of
this provision, and that the additional citation to § 302 had simply been an
afterthought———one that has no substantive effect.

Q. 35 U.S.C. § 306: Relief by Civil Action of BPAI Review of an
Ex Parte Reexamination

Section 6(h) (2) of the AIA amended § 306 of title 35 by striking § 306’s

reference to § 145 as one of the provisions under which a patentee “may seek
court review” of an adverse PTAB (formerly BPAI) decision on review of an

ex parte reexarninationf“ Section 145 authorizes de novo review of PTAB
decisions in district court.”

The final Committee Report simply noted that “§ 306 is amended to

conform to the changes made by § 4605 oftheAmerican Inventors Protection
Act of1999368 . . . to §§ 134 and 141 oftitle 357369

This change first appeared in the Leahy-Sessions managers’ amendment
that was announced in March 2010.37” Senator Kyl gave a more detailed

explanation of this provision during the Senate’s March 2011 debates on the
AIA. He stated that section (6) (h) (2):

addresses an issue raised by a recent publicationlam . . . [that] criticizes the [2010
Leahy—Sessions managers’ amendment] . . . on the ground that it eliminates authority
for a patent owner to have relief by civil action under section 145 from an adverse
decision in the BPAI on review of an ex parte reexamination. It is fairly apparent,

however, that this authority was intended to be eliminated by the amendments made

by section 4605 of the American Inventors Protection Act of 1999 . . . to sections
134 and 141 of title 35?”

Prior to the enactment of the AIPA, § 141 provided in relevant part:

An applicant dissatisfied with the decision in an appeal to the Board of Patent Appeals
and Interferences under section 134 ofthis title may appeal the decision to the United

55“ Leahy-Smith America Invents Act sec. 6(h)(2), § 306, 125 Stat. at 312.

"7 See 35 U.S.C. § 145; Kapposv. Hyatt, 132 s.Ct. 1690 (2012).

3“ Pub. L. No. 106-113, § 4605, 113 Stat. 1501A—570—71 (1999).

3” H.R. REP. No. 11298, at 77 (2011) (citation omitted).

37° With respect to the Leahy—Sessions managers’ amendment, see supra note 60.

5" Charles E. Miller 8: Daniel P. Archibald, How the Senate Patent Reform Bill Would

Abridge t/ye Rig/JtofjudicialReview in PatentReexaminations——andW/ay ItMatL‘ers, LANDSLIDE,
Nov./Dec. 2010, at 21, 22; see also Charles E. Miller 86 Daniel P. Archibald, Attenuatedfu-

elieial Review ofPatent and Yiraelemar/e Oflfee Decisions.‘ “Tee/Jnical Amendment; ” or Stac/eing

t/ae Dec/e Against Inventorsf, MED. INNOVATION 85 BUS. J., Summer 2010, at 89, 91, available

at http://www. ipadvocateorg/mibj/pdfs/Miller_PTO%20Review:pd£

572 157 Cong. Rec. S1368, S1377 (daily ed. Mar. 8, 2011).
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States Court ofAppeals for the Federal Circuit. Byfiling such an appeal t/Je applicant
waives his or /oer right to proceed under section 145 of this title.”

In other words, under pre-AIPA § 141, all decisions rendered by the BPAI
under section 134, whether reviews of initial examinations or reviews of

reexaminations, could be further reviewed in a civil action in district court

under § 145 (so long as the applicant or patentee did not file a Federal Circuit

appeal).
In 1999, however, the AIPA amended § 141 so that it read in relevant

part as follows:

An applicant dissatisfied with the decision in an appeal to the Board ofPatent Appeals
and interferences under section 134 of this title may appeal the decision to the United

States Court ofAppeals for the Federal Circuit. By filing such an appeal the applicant

waives his or her right to proceed under section 145 of this title. A patent owner in

any reexamination proceeding dissatisfied with the final decision in an appeal to the
Board of Patent Appeals and Interferences under section 134 may appeal t/Je decision

only to dye United States Court of/lppealsfbr t/7e Federal Circuit.“

The AIPA’s changes to § 141 clearly were intended to treat reviews of
reexaminations differently than reviews of original examinations of a patent,

and to allow the BPAI decision in a reexamination to be appealed “only to- 25375

the United States Court ofAppeals for the Federal Circuit.

Senator Kyl concluded his March 2011 commentary on section 6(h) (2)

by noting that:

The AIPA neglected, however, to eliminate a cross reference to section 145 in section

306 of title 35, which delineates the appeals available from ex parte reexaminations.

The maintenance of this cross reference in section 306 created an ambiguity as to

whether the AIPA did, in fact, eliminate a patent owner’s right to seek remedy in the
district court under section 145 from an adverse BPAI decision on review of an ex

parte reexamination . . . Section 5(h) (2) of the present bill eliminates this ambiguity
by striking the citation to section 145 from section 306 of title 35.576

375 35 U.S.C. § 141 (1994), amended6}/American Inventors ProtectionAct of 1999, Pub.

L. No. 106—1 13 sec. 4605(b), 113 Stat. 1501, 1501A*570—71 (1999) (emphasis added).

374 35 U.S.C. § 141 (2000), amended 6y Leahy—Smith America invents Act, sec. 7(c), 125

Stat. at 314 (emphasis added).
375

376 157 CONG. REC. S1377 (daily ed. Mar. 8, 2011). Senator Kyl cited Sigram Sc/aindler

Beteiligangsgesellxc/aafi‘ m6HV. Kappos, 93 U.S.P.Q.2d 1752 (E.D. Va. 2009) (Ellis, J.), which
stated that that “the fact that [section 306] continues to cross—reference [sections] 141 to

145 following the AIPA’s enactment appears to be in tension with the AIPA amendment to

[section 141].” Id.
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R. 35 U.S.C. chapters 31 and 32: Inter Partes and Post-Grant
Review

1. Overview

Section 6 of the AIA rewrites chapter 31’s authorization of inter partes

proceedings and creates an entirely new administrative proceeding titled
“post—grant review.”377 The 2011 Committee Reports background section
provides the following general summary of these new review proceedings:

The Act converts inter artes reexamination from an examinational to an adudicativeJ

proceeding, and renames the proceeding “inter partes review.” The Act also makes the
followin im rovements to this roceedin 28 P P 8

“Reasonable likelihoodofsuccess” for institutinginterpartes review. The threshold

for initiating an inter partes review is elevated from “significant new question of

patentability”—a standard that currently allows 95% ofall requests to be granted——to
a standard requiring petitioners to present information showing that their challenge
has a reasonable likelihood ofsuccess. Satisfaction ofthe new threshold will be assessed

based on the information presented both in the petition for the proceeding and in the

patent owner’s response to the petition.

“Reasonably could have raised” estoppel applied to subsequent administrative

proceedings. A party that uses inter partes review is estopped from raising in a

subsequent PTO proceeding (such as an ex parte reexam or inter partes review) any

issue that it raised or reasonably could have raised in the inter partes review.

Repeal ofthe 1999 limit. The limit on challenging patents issued before 1999 in inter

partes reexamination is eliminated; all patents can be challenged in inter partes review.

Preponderance burden. Petitioners bear the burden ofproving that a patent is invalid

by a preponderance of the evidence in inter partes review.

Time limits during litigation. Parties who want to use inter partes review during

litigation are required to seek a proceeding within 12 months of being served with
a complaint alleging infringement of the patent, and are barred from seeking or
maintaining an inter partes review if they file an action for a declaratory judgment

that the patent is invalid.

Discovery. Parties may depose witnesses submitting affidavits or declarations and seek
such discovery as the Patent Oflice determines is otherwise necessary in the interest

of justice.

12- to 18-month deadline. Inter partes review must be completed within 1 year of

when the proceeding is instituted, except that the Office can extend this deadline by

6 months for good cause.

Oral hearing. Each party has the right to request an oral hearing as part of an inter

partes review.

Three-judge panels. Inter partes reviews will be conducted before a panel of three

AP]s. Decisions will be appealed directly to the Federal Circuit.

377 Leahy-Smith America Invents Act sec. 6(d), §§ 321-329, 125 Stat. at 305—06.
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Newchallenge proceeding. TheAct also creates a new post—grant opposition procedure
that can be utilized during the fitst 12 months after the grant of a patent or issue ofa

reissue patent. Unlike reexamination proceedings, which provide only a limited basis

on which to consider whether a patent should have issued, the post—grant review

proceeding permits a challenge on any ground related to invalidity under section 282.

The intent of the post—grant review process is to enable early challenges to patents,

while still protecting the rights of inventors and patent owners against new patent

challenges unbounded in time and scope.m

A few passages of the final Committee Report’s background section on

“post-grant review proceedings” are somewhat incongruous with the final
public law. For example, the Report highlighted the fact that the USPTO
had received “only 53 requests for inter partes reexamination” during the

first five years of the proceedings existence, and stated that the bill’s changes
are “intended to remove current disincentives to current administrative

processes.”379 The final law, however, not only maintains the could—have-raised
estoppel “disincentive” to use of inter partes proceedings, it also imposes an
elevated threshold for instituting those proceedings.38° These incongruities
between the final public law and the 2011 Report probably stem from the

fact that these passages ofthe Report, which principally addressed the history

378 H.R. REP. No. 1 12-98, at 46-48 (201 1). The final Committee Report also brieflysum—

marized each section of new chapters 31 and 32 in its sectior1—by-section analysis. See id. pt.

1, at 75-77. Three aspects of the Report’s summary were rendered inaccurate by subsequent

changes to the bill: (1) post-grant review is required to be instituted nine months after the

grant of the patent, not the twelve months that the Report noted, see Leahy—Smith America

invents Act sec. 6(d), § 321(c), 125 Stat. at 306; (2) a person who files a petition for inter

partes or post—grant review is barred from seeking, but not from maintaining, a (previously

or simultaneously filed) action for a declaratory judgment that the patent is invalid, but any

such action will be stayed until the patent owner countersues for infringement, see id. sec.

6(a), (d), §§ 315(a), 325(a), 125 Stat. at 300-01, 307; and (3) a petitioner who completes"

a post—grant review of a patent will subsequently be estopped in a civil action from raising

not only those issues that were raised and decided in the post—grant review, but also those

issues that he could have raised in the post-grant review, see id. sec. 6(d), § 325(c)(2), 125

Stat. at 308. This last “discrepancy” is discussed infia at nn.499—504 and accompanying text.

37’ H.R. REP. No. 112498, at 46, 48 (2011).

58° See Leahy—SmithAmerica invents Act sec. 6(a), §§ 314(a), 315(e), 125 Stat. at 300-02;

566 also 157 CONG. REC. at S1367 (daily ed. Mar. 8, 2011) (statement of Sen. Kohl); id.

at S1352 (daily ed. Mar. 8, 2011) (statement of Sen. Udall) (“Rather than expanding the

opportunities to use the inter partes reexamination process, the America invents Act before

us today imposes standards that are more restrictive than current law.’’); 157 CONG. REC.

S952 (daily ed. February 28, 2011) (statement of Sen. Grassley) (noting the AiA’s “higher

threshold for initiating a proceeding” and “strengthened estoppel standard”).
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ofpost—issuance review proceedings and their general objectives, largely were

carried over from previous committee reports for earlier bills?“

2. History

The case for creating a post—grant review proceeding in which a patent can

be challenged early in its life on all validity grounds was explored in a series

of congressional hearings that were held between 2001 and 2006.382 During
that period, the main patent—law professional organizations, as well as various

reports and studies, called for establishing such a proceeding?”
At a 2004 House Intellectual Property Subcommittee hearing, AlPLA’s

Executive Director presented the main argument for authorizing post—grant

review: that it is often prohibitively expensive or even impossible to test the

validity ofa newly—issued patent that is ofdubious validity, and the continued

existence of such a patent can disrupt product development in a field of

technology for years.“ The witness stated:

Any time patents are issued which, on their face, appear to be ofquestionable validity,
it reflects ne ativel on the atent s stem and undermines the confidence of business8 Y P Y
and consumers. While the validi ofsuch atents ma be tested throu h liti ation or exP Y 8 8

parte or interpartes reexamination, these proceedings all suffer substantial disadvantages.

3*” Compare H.R. Rm». No. 112—98, pt. 1, at45—46,48 (2011), with 8. Rap. No. 111—18,
at 14-15, 17-18 (2009), and S. REP. No. 110—259, at 18-19 (2007).

382 See generally Perspectives on Patents: Post~Grant Review Procedures and other Litigation

R€fb7"7’}25.‘ Hearing oefore t/re Suocomm. on Intellectual Prop. oft/7e S Comm. on tnefudiciary,

109th Cong. (2006) [hereinafter 2006Senate bearing] ; 2005 Senate /rearing supra note 175;

Patent Quality Improvement: Post—Grant Opposition: Hearing before the Sulreomm. on Courts,

t/ae Internet, and Intellectual Prop. of t/ae H. Comm. on t/ae judiciary, 108th Cong. (2004)

[hereinafter 2004 House /rearing] ; PatentReexamination and SmallBusiness Innovation: Hear-

ing before the Sulrcomm. on Courts, the Internet, and IntellectualProp. ofthe H. Comm. on t/ae

judiciary, 107th Cong. (2002); Patents: Improving Quality and Curing Defects: Hearing before

t/re Subcomm. on Courts, the Internet, andIntelleetzazl Prop. oft/ae H. Comm. on t/aefudiciary,

107th Cong. (2001) [hereinafter 2001 House /rearing].

383 See 2004 House /rearing, supra note 383382, at 29~30 (statement of Michael Kirk,

Executive Director, AIPLA) (“The call for an effective, efficient post—grant system to review

patents has reached a crescendo. It is time to act.’’); id. at 10-1 1 (statement ofjames Toupin,

General Counsel, USPTO) ; id. at 52 (Letter ofBiotechnologyIndustry Organization (“BIO”))

(listing reports and groups). For a history of the events leading to the enactment of inter

partes reexamination in 1999, see 2001 House /rearing supra note 383382, at 13 (statement

of Michael Kirk, Executive Director, AIPLA); id. at 23-24 (statement of Jeffrey Kushan,

Powell, Goldstein, Frazer, and Murphy).

384 2004 House /rearing, supra note 383382, at 29 (statement ofMichael Kirk, Executive

Director, AIPLA).
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Litigation is very expensive . . . . According to the most recent [AIPLA] Economic
Survey, the average cost of patent litigation, including the costs of discovery, ranges

between $500,000 and $3,995,000 per party, depending on the amount at risk.

In addition, it is only possible to test a patent’s validity through litigation ifthe patentee

brings an infringement action against a competitor or provides the competitor with
standing to bring a declaratoryjudgment action based on threats by the patentee. Thus,

a competitor cannot challenge a patent in litigation before the competitor incurs the
costs and risks of developing and marketing a product.

Even where litigation is available to test the validity of a patent, the recent National
Academy of Sciences reportw] . . . [noted] that such litigation typically does not
occur until 7 to 10 years after the patent is issued and final decision is not reached for
another 2 to 3 years. Until the litigation has been concluded, there is uncertainty in
the marketplace and uncertainty in the technology as to the scope ofthe patent rights“

Another reason for authorizing post—grant review of patents before the

USPTO is simply that the “USPTO is a particularly appropriate venue for
makingvaliditydeterminations in a cost-effective and technically sophisticated
environment.”387

At the 2004 House Intellectual Property Subcommittee hearing, AIPLA

submitted a draft bill that is substantially identical in almost all respects to the

post—grant review that was enacted seven years later by the AIA.388 Th6 path
from the AIPLA proposal to the AIA, however, did not follow a straight line.

AIPLA’s draft bill would have limited the period for seeking post—grant

review to the nine months after a patent is granted?” The early House and
Senate bills, however, proposed an all—issues post—grant review that could be

invoked throughout the life of a patent by any party that had been accused

385 SeeNAT’L RESEARCH CoUNC1L,APATENT SYSTEM FORTHE ZIST CENTURY95—96 (2004).

386 2004 Home /gearing, supra note 383382, at 29 (statement of Michael Kirk, Execu—

tive Director, AIPLA); see also id. at 15 (statement ofJeflrey Kushan, Sidley Austin Brown

85 Wood, on behalf of Genentech, Inc.); 157 CONG. REC. S1326 (daily ed. Mar. 7, 2011)

(statement of Sen. Sessions) (opining that post—grant review “will allow invalid patents that

were mistakenly issued by the PTO to be fixed early in their life, before they disrupt an

entire industry or result in expensive litigation”); ia’. at S952 (daily ed. February 28, 2011)

(statement ofSen. Grassley); ia’. at S1097 (daily ed. Mar. 2, 201 1) (statement ofSen. Hatch).

537 2005 Senate bearing, supra note 383175, at 51 (statement of Q. Todd Dickinson,

Vice President and Chief intellectual Property Counsel, General Electric C0,, and former

USPTO Director).

3” See 2004 Home /aearing, supra note 383382, at 34—37 (appendix to statement of

Michael Kirk, Executive Director, AIPLA); see also ia’. at 30—31 (bullet—point summary of

AIPLA proposal).
389 Id. at 30.
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by the patent owner ofinfringementm or who presented a “substantial reason
to believe” that the patent caused him “significant economic harm.”391

These early proposals responded to concerns expressed by some businesses,

particularly in the high—technology sector, that a proceeding that could only be

invoked early in the life ofa patentwould not be useful to them.392 Witnesses at
House and Senate hearings argued that, because ofthe large number ofpatents

that could apply to the many components in high—technology products, and

because ofthe protean character ofmany patent claims in this field, companies

in this sector cannot reasonably identify the patents that may be relevant to

the companies’ products during the first year after the patents are issued.”
It was also important that the USPTO was favorably disposed toward a

broad post—grant review in the early 2000s. Noting the extremely limited

use of inter partes reexamination up to that time, the USPTO lamented that

“none of [the existing] procedures have fully utilized the OfHce’s ability to
review issued patents.’’394 in 2003 and 2004, the USPTO endorsed proposals

to establish a post-grant review that could be invoked by accused infringers

throughout the life of the patent?”
The early legislative proposals for a life—of—the—patent post—grant review,

however, drew a sharply negative reaction from many businesses, universities,

and patent~law professional organizations.“ A witness at the 2007 House

3”" See H.R. 2795, 109th Cong., sec. 9(f), § 323 (2005).

3”’ See 3. 1145, 110th Cong. sec. 6(e), § 322(2)(A) (2007); HR. 1908, 110th Cong.

sec. 6(e), § 322(2) (A) (2007) (as introduced); S. 3818, 109th Cong., sec. 6(a)(1), § 312(2)

(2006).

3” See 2006Senate /aearing, supra note 383382, at 40, 44-45.

593 See id at 44-45 (statement of Mark Chandler, Senior Vice President and General

Counsel, Cisco Systems) (suggesting that “limiting post—grant review to the period imme-

diately after the grant of the patent will doom the post—grant review process to irrelevancy”);

see also 2007 Senate bearing, supra note 58, at 258 (statement of Mary Doyle, Senior Vice

President and General Counsel, Palm, Inc.).

394 2004 House /rearing, supra note 3832, at 5 (statement of James Toupin, General

Counsel, USPTO); see also U.S. PATENT sz TRADEMARK OFFICE, REPORT TO CONGRESS ON

lNTER PARTES REEXAMINATION 3—5 (2004), available at http://www.uspto.gov/web/oflices/

dcom/olia/reports/reexam__report.htm.

395 See2004House bearing, supra note 383382, at 10 (statement ofjames Toupin, General

Counsel, USPTO); U.S. PATENT AND TRADEMARK OFFICE, PosT—GRANT REVIEW oF PATENT

CLAIMS, http://wvvw.uspto.gov/web/offices/com/strat21/action/sr2.htin (last visited Mar.

25, 2012).

3% See 2007 Senate bearing, supra note 58, at 223-24, 227 (statement of Kathryn Bib-
erstein, Senior Vice President and General Counsel, Alkerrnes, Inc., on behalf of B10)

(listing opponents); id. at 230-34 (Letter signed by opponents); id. at 209—~22 (statement

of Bruce Bernstein, Chief Intellectual Property and Licensing Oflicer, InterDigital Com-
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Intellectual Property Subcommittee hearing presented the main objections

to such a proceeding. Condemning the 2007 House bill’s open—ended review
as “most unwise,”39.7 he argued that: (1) such a proposal would subject patent
owners to “serial post—grant challenges” and would deny patent owners the

“right to expect quiet title at some point without facing an endless series of
challenges;’’398 (2) if review could be sought later when a defendant is sued,
big businesses would lose the incentive to challenge bad patents early in
their life, and, as a result, “the public will face the consequences of living

with an invalid patent for years and years;”399 and (3) it is unfair to patent
owners to allow patents to be challenged many years after the fact under only

a preponderance burden of proof on the basis of uncertain events such as
“public use and oral disclosures.”4°°

Also, as the number ofrequests for inter partes reexamination grew sharply
over the course of the 20005,” the USPTO’s enthusiasm for undertaking

additional post—issuance responsibilities waned, and the USPTO began to

munications Corp.); 2007 House /Jearing, supra note 58, at 139 (statement of California

Healthcare Institute); 2006 Senate /tearing, supra note 383382, at 62-63 (statement of

Philip Johnson, Chief Patent Counsel, Johnson SC Johnson). For additional testimony in

opposition to a life—of—the-patent post—grant review, see 2007 House /rearing, supra note 58,

at 38-40 (statement ofKevin Sharer, CEO and Chairman ofthe Board, Amgen, Inc.) ; ia’. at

83-84 (statement of\William Tucker, Executive Director, Research and Administration and

Technology Transfer, University of California); 2005 Senate bearing, supra note 383175, at

28 (statement for Amgen, Inc.) ; PatentAct of2005: Hearing oefore the Suocomm. on Courts,

the Internet, andIntellectual Prop. ofthe H. Comm. on tnefudzfiary, 109th Cong, at 25-26

(2005) [hereinafter 2005 House /aearing] (statement of Carl Gulbrandsen, Managing Direc-

tor, Wisconsin Alumni Research Foundation).

397 2007 House /rearing, supra note 58, at 55 (statement of Gary Griswold, President

and Chief IP Counsel, 3M Innovative Properties Co., on behalf of the Coalition for 21st

Century Patent Reform).

398 151.; see also ta’. at 39 (statement of Kevin Sharer, CEO and Chairman of the Board,

Amgen, Inc); id. at 83—84 (statement ofWilliam Tucker, Executive Director, Research and

Administration and Technology Transfer, University of California). _

3” Ia’. at 55 (statement of Gary Griswold, President and Chief IP Counsel, 3M Innova-

tive Properties Co., on behalf of the Coalition for 21st Century Patent Reform); see also

2007 Senate nearing, supra note 58, at 211 (statement ofBruce Bernstein, Chief Intellectual

Property and Licensing Officer, InterDigital Communications Corp.).

4°" 2007House nearing, supra note 58, at 55 (statement of Gary Griswold, President and

ChiefIP Counsel, 3M Innovative Properties Co., on behalfofthe Coalition for 2 1 st Century

Patent Reform); see also 2007 Senate /oearing, supra note 58, at 223 (statement of Kathryn

Biberstein, Senior Vice President and General Counsel, Alkermes, Inc., on behalf of B10).

4°‘ See U.S . PATENT AND TRADEMARK OFFICE, INTER PARTES REEXAMINATION HISTORICAL

STATISTICS (201 1), http://www.uspto.gov/patents/IP__quarterly_report_September_201 1.pdf.
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express concern about its ability to manage the review proceedings proposed
by the early billsfm

In July 2007, the House bill was amended in committee to limit the
availability of post—grant review to the one—year period after a patent is

issued.4°3 The Senate sponsors successfully resisted such restrictions during
that year,“ but in early 2009 they, too, acceded to opposition demands to
impose a one—year limit on post—grant review, and to limit the issues that can
be raised in inter partes reexamination to patents and printed publicationsfmfi
In early2010, the Leahy—Sessions managers’ amendment convertedinter partes

reexamination into an adjudicative proceeding that is similar to post—grant

review (though still limited in scope to patents and printed publications), and
it imposed elevated thresholds for instituting both post—grant and inter partes
review4°6——-changes that had been sought by the USPTO.4°7 In addition, the
managers’ amendment added procedural limits to both proceedings in order
to address patent owners’ complaints about serial challenges to patentsfm

The remaining parts of this section discuss legislative materials that are
relevant to particular provisions of inter partes and post—grant review. It

should be emphasized at the outset, however, that not only is the USPTO

not bound by any statement made in the legislative record; but because most
of the elements of these new proceedings are required to be implemented

W See 2007 Senate bearing, supra note 58, at 11—12 (statement of Jon Dudas, Direc-

tor, USPTO); id. at 243 (Department of Commerce Views Letter) (expressing “concerns

about the USPTO’s ability to effectively handle the potential workload” of the post—grant

review proposed in S. 1145, 110th Cong (2007)); see also S. REP. NO. 111-18, at 56 (2009)

(Minority Views of Sens. Kyl, Feingold, and Coburn) (“Shortly after [H.R. 1908, 110th

Cong.] passed the House, senior career staff at the [USPTO] made clear to some of us that

the post-grant review system proposed by that bill was unadministrable, would strain the
[USPTO]’s resources, a11d would create an enormous backlog at the Otficef’); 157 CONG.

REC. S1040 (daily ed. Mar. 1, 2011) (statement of Sen. Kyl).

403 See H.R. 1908, 110th Cong., sec. 6 (2007) (as reported).

W See S. 1145, 110th Cong., sec. 6 (2008) (as reported).

405 See S. 515, 111th Cong., sec. 5(a), (f) (2009) (as reported).

4°“ With respect to the Leahy—Sessions managers’ amendment, see supra note 60. For

the parallel provision in the 2011 Senate bill, see S. 23, 112th Cong., sec. 5(a), (d) (2011).

407 See 157 CONG. REC. S1326 (daily ed. Mar. 7, 2011) (statement of Sen. Sessions); id.

at S1041 (daily ed. Mar. 1, 2011) (statement of Sen. Kyl).

“°* See 8. 23, 112th Cong., sec. 5(a), (d) (2011); 157 CONG. REC. S1326 (daily ed. Mar.

7, 2011) (statement of Sen. Sessions); id. at S1367 (daily ed. Mar. 8, 2011) (statement of

Sen. Kohl); see also 2007 Senate /rearing, supra note 58, at 223~24 (statement of Kathryn

Biberstein, Senior Vice President and General Counsel, Alkermes, Inc., on behalf of BIO);

2005 House /rearing, supra note 397396, at 26 (statement of Carl Gulbrandsen, Managing

Director, Wisconsin Alumni Research Foundation); supra note 399.
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through regulations, the USPTO also has substantial discretion in construing

and applying the statutory text of chapters 31 and 32.409

3. Efléctive Date andRepeal ofthe November 29, 1999 Limit

Pre—AIA inter partes reexamination could only be requested for patents

with an efFective—filing date on or after November 29, 1999——the date of the
enactment of the AIPA.41° All patents will be subject to challenge in the AIA’s
newinterpartes review, which comes into effect on September 16, 2012.4” Pre—
ALA chapter 31 will continue to govern requests for inter partes reexamination
that are filed before that date,“ as will the pre-AIA law governing appeals.“

Two oftheAIA’s changes apply to requests for inter partes reexamination that

are filed before September 16, 2012: (1) the Director is authorized to intervene

in an appeal from the decision entered in an inter partes reexamination by
the BPAI;414 and (2) the AIA’s elevated threshold for instituting an inter partes

review—“reasonable likelihood” ofinvalidity——is applied to requests for inter

partes reexamination that are filed between the date of the AIA’s enactment
and the date that the new inter partes review takes efl‘ect.415

Sections 6(c)(2)(B) and 6(f)(2)(B) of the AIA allow the USPTO to set a

limit on the number of inter partes and post-grant reviews that are instituted

during the first four years that the new proceedings are in eficectfm In the
case of inter partes review, that limit cannot be lower than the number of

409 See Leahy-Smith America Invents Act, sec. 6(a), (Cl), §§ 316(a), 326(a), 125 Star. at

302, 308 (2011). Considerations that the Oflice is required to weigh when promulgating

regulations are listed in sections 6(a) and 6(d), 125 Star. at 303, 309 (to be codified at 35

U.S.C. §§ 316(1)), 326(b)).

41° American Inventors Protection Act of 1999, Pub. L. No. 106-113 § 4608, 113 Stat.

150 1A—572.

4” See Leahy—Smith America Invents Act sec. 6(c)(2) (A), 125 Stat. at 304; see also 157

CONG. REC. S1374 (daily ed. Mar. 8, 2011) (statement of Sen. Kyl).

4” See Leahy—Smith America Invents Act sec. 6(c) (3) (C), 125 Stat. at 305.

4” See in’. sec. 7(e)(2), 125 Stat. at 315. The PTAB will be deemed to be the BPAI for

the purpose ofentertaining appeals of inter partes reexaminations under pre—AIA 35 U.S.C.

§ 134. See z'd., sec. 7(e)(3), 125 Stat. at 315.

4” See id. sec. 7(e)(4), 125 Stat. at 315.

“*5 See id. sec. 6 (<:)(3)(A)—(B), 125 Stat. at 304-05 ; see also 157 CONG. REC. S1375, S1377

(daily ed. Mar. 8, 2011) (statement of Sen. Kyl) (noting that the “reasonable likelihood”

threshold is made effective immediately in order “to ensure that requesters seeking to take

advantage of the lax standards of the old system do not overwhelm the Oflice with requests

for inter partes reexamination during the year following enactment of the bill”).

4” See Leahy—Smith America Invents Act sec. 6(c) (2) (B), (2) (B), 125 Stat. at 304, 311.
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inter partes reexaminations that were ordered in the last fiscal year that ended
before the new proceeding takes effect.”

Commenting on the USPTO’s authority to set numerical limits on the
new proceedings, Senator Kyl suggested that the USPTO should make clear

when petitions are rejected because ofthese limits, in order to avoid prejudice

to the petitioners:

It is understood that if the Office rejects a petition during this period because of this

numerical limit, it will make clear that the rejection was made because of this limit

and not on the merits of the validity challenges presented in the petition. Otherwise,

even a challenger with strong invalidity arguments might be deterred from using inter

partes or post—grant review by fear that his petition might be rejected because of the
numerical limit, and the fact of the rejection would then be employed by the patent

owner in civil litigation to suggest that the experts at the Patent Office found no merit

in the challengers arguments.”

Finally, § 6(f) (2) (A) ofthe AIA provides that only patents that are subject
to the first-to—file rule and the new definition ofprior art may be challenged

in post—grant review.” This additional limitation was added to the bill in
March 2011 by the Senate floor managers’ amendment.“ The Republican
Policy Committees summary of the floor managers’ amendment explained
that this limit was adopted because “[first—to—invent] patents raise discovery—

intensive invention—date and secret—prior—art issues that would be difficult

to address in an administrative proceeding. This also effectively gives PTO a

much easier ramp up for [post—grant review] 7421

4. 35 U.S.C. §§ 312, 322: Petitionsfor Review

Sections 3 12 and 322 list information thatmustbe included in or accom an
422 P y

a etition for review. Both sections, at subsection (a 2 , re uire that thep 423 q
petitioner identifyhis real parties in interest. During the March 201 1 Senate
debates on theAIA, Senator Kyl statedwith respect to this provision that “ [t]he

Office anticipates that patent owners will take the initiative in determining

417 Id. sec. 6(c) (2) (B), 125 Stat. at 304. Because the new proceeding takes effect on Sep—

tember 16, 2012, the relevant fiscal year is that which ended on September 30, 2011. See ia’.

““ 157 CONG. REC. S1377 (daily ed. Mar. 8,2011).

419 Leahy—Smith America Invents Act sec. 6(f) (2) (A), 125 Stat. at 311.

42” The text of the amendment is printed in the Congresional Record at 157 CONG. REC.

S1037~39 (daily ed. March 1, 2011).

4“ 157 Com. REC. S1366 (daily ed. Mar. 8, 2011).

422 Leahy—Smith America invents Act sec. 6(a), (d), §§ 312(a)(2)—(4), 322(a) (2)—(4),
125 Star. at 300, 506.

423
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whether a petitioner is the real party in interest or privy of a party that is

barred from instituting a proceeding with respect to the patent.”424

5. 35 U.S.C. §§ 314, 324: Ylzres/Jolclfor Instituting Review

Section 314 allows the Director to institute an inter partes review only

if he finds that the information presented in the petition and any response

“ [show] that there is a reasonable likelihood that the petitioner would prevail

with respect to at least 1 of the claims challenged in the petition.”425 Section
324 allows the Director to institute a post—grant review ifhe finds either that:

(1) the information presented in the petition, “if such information is not

rebutted, would demonstrate that it is more likely than not that at least 1 of
the claims challen ed in the etition is un atentable'”426 or 2 “the etitiong P P 1 P

raises a novel or unsettled legal question that is important to other patents

or patent appliCations.”427
Senator Sessions commented on these elevated thresholds durin the March2%

2011 debates on the AIA. He noted that:

The bill also makes structural reforms to post—grant review that were sought by the

PTO. It . . . elevates the threshold for starting post—grant proceedings. The PTO has

insisted that a higher threshold is critical to its ability to administer these proceedings.

By raising the threshold for starting an inter partes review to a showing ofa “reasonable

likelihood” that a patent is invalid, the bill will allow the PTO to avoid accepting

challenges that were unlikely to win in any eventfm

Also during the March 2011 debates, Senator Kyl characterized § 314(a)
as imposing a “reasonable~likelihood—of—success threshold” that will “require

petitioners to present information that creates serious doubts about thepatents
validity.”429 He stated that this test “is currently used in evaluating whether
a party is entitled to a preliminary injunction, and effectively requires the
petitioner to present a prima facie case justifying a rejection of the claims in
the patent.”45° Commenting on the policies served by this new standard, he
noted that:

W 157 CONG. REC. S1375 (daily ed. Mar. 8, 2011). Both Senator Kyl, see z'a.'., and the

2011 Committee Report, see H.R. REP. No. 112—98, at 75 (2011), described §§ 312 and

322 as also requiring the petitioner to disclose “privies.” The final public law, however, only

requires identification of “all real parties in interest.” Leahy-Smith America lnvents Act,

sec. 6(a), (d), §§ 312(a)(2), 322(a)(2), 125 Stat. at 300, 306.

425 Id. sec. 6(a), § 514(a), 125 Stat. at 500.

426 Id. sec. 6(d), § 324(a), 125 Star. at 306.

4" Id. sec. 6(d), § 324(b), 125 Stat. at 307.

4” 157 Com. REC. S1326 (daily ed. Mar. 7, 2011).

"9 M. at 81375 (daily ed. Mar. 8, 2011).
430
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The elevated threshold will require challengers to front load their case. Also, by

requiring petitioners to tie their challenges to particular validity arguments against
articular claims, the new threshold will revent challen es from “mushroomin ”P P g g

after the review is instituted into additional arguments employing other prior art or

attacking other claims.”

During House consideration of the AIA in June 2011, Representative
Lamar Smith submitted an extension of remarks in which he commented

on the section 18 business—methods review program and its incorporation of

§ 324(a)’s preponderance threshold for instituting reviewfm He stated that:
[I]t bears repeating that defendants cannot even start this program unless they can

persuade a panel of [administrative patent] judges at the outset ofthe proceeding that

it is more likely than not that the patent is invalid. This is a high threshold, which

requires the challenger to present his best evidence and arguments at the outset. Very

few patents that [meet this threshold and] undergo this review are likely to be valid
patentsfm

Senator Kyl also commented on the § 324(a) threshold during the Senate’s

March 201 1 debates. He characterized it as a “slightly higher threshold” than

§ 314(a)’s “reasonable likelihood” test,“ and stated that chapter 32 uses the

higher standard because:

some of the issues that can be raised in post—grant review, such as enablement and

section 101 invention issues, may require development through discovery. The Office

wants to ensure that petitioners raising such issues present a complete case at the outset,

and are not relying on obtaining information in discovery in the post—grant review

in order to satisfy their ultimate burden of showing invalidity by a preponderance of
the evidencefm

Althoughsections 3 14(a) and 324(a) require astronger showing ofinvalidity
than does the “substantial new question of patentability” standard, in one

way the new tests are more permissive: neither § 314(a) nor § 324(a) requires
the petitioner to present a “new” question that was not previously considered
by the USPTO.436 Even after pre—A1A 35 U.S.C. § 312(a)°s “substantial new
question” test was liberalized by a 2002 amendment,” it still required a

451 Id. at S 1376; see also id. at S1041—42 (daily ed. Mar. 1, 2011) (statement of Sen. Kyl).

432 In’. at E1 I8 3-84 (daily ed. June 23, 2011) (statement of Rep. Smith).
4” Id. at E1184.

434 Id. at S1375 (daily ed. Mar. 8, 2011) (statement of Sen. Kyl).
435

436 Leahy—Smith America invents Act, sec. 6(a), (d), §§ 314(a), 324(a)—(b), 125 Stat. at
500, 306.

437 Patent and Trademark Oflice Authorization Act of 2002, Pub. L. No. 107-273

§ 13105(a), 116 Stat. 1758, 1900 (2002) (amending 35 U.S.C. § 312(a) by adding the

following sentence immediately after the “substantial new question” test: “The existence

of a substantial new question of patentability is not precluded by the fact that a patent or

printed publication was previously cited by or to the Oifice or considered by the Oflice.” ).
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reexamination request to present a new question——and the Federal Circuit

has made clear that “an argument already decided by the Office, whether

during the original examination or an earlier reexamination, cannot raise a

new question of patentability.”438 Under the second sentence of the newly
enacted § 325(d) of title 35, the USPTO has discretion to reject a request for

a reexamination or a petition for inter partes or post—grant review on the basis

that “the same or substantially the same prior art or arguments previously

were presented to the Office.”439 But the USPTO is not required to reject such
petitions, and thus the question of “newness” will no longer be fodder for
litigation on appeal to the Federal Circuit.“

During the 112th Congress, no one commented directly on § 324(b)’s
alternative threshold, which allows a post-grant review to be instituted upon

a showing of a “novel or unsettled legal question” that is important to other
patents or applications. Senator Kyl, however, noted that this additional
threshold was adopted from an earlier bill that he had introduced in 2008.441
His remarks at the time included the following explanation of the § 324(b)

threshold for instituting review:

Subsection (b) . . . is designed to allow parties to use first—wind0W proceedings to

resolve important legal questions early in the life of such controversies. Currently, for

example, if there is debate over whether a particular subject matter or thing is really

patentable, parties who disagree with PTO’s conclusion that it is patentable must

wait until a patent is granted and an infringement dispute arises before the question
can be tested in court. In such a situation, subsection (b) would allow parties with an

economic interest in the matterwzl to raise the question early in its life. IfPTO is wrong

and such a thing cannot be patented, subsection (b) creates an avenue by which the

question can be conclusively resolved by the Federal [C]ircuit before a large number

of improper patents are granted and allowed to unjustifiably disrupt an industry.
Obviously, subsection (a) alone would not be enough to test the view that PTO has

4” In reSwanson, 540 F.3d 1368, 1380 (Fed. Cir. 2008) (internal quotation marks omitted).

439 Leahy—Smith America invents Act sec. 6(d), § 325(d), 125 Stat. at 307-08. This

provision is discussed infiu at subsection 8 of this section.

44" Ia’. A showing of “newness” also is not required for requests for inter partes reexami-

nation that are filed during the year after the AlA’s enactment (and that otherwise remain

subject to pre—AIA chapter 31). Item (aa) of section 6(c) (3) (A) (i) (I) of the AIA replaced

the “substantial new question of patentability” standard with the “reasonable likelihood”

of invalidity threshold for requests for inter partes reexamination that are filed during this

period. Id. sec. 6(c), § 312(a), 125 Stat. at 304-05.

4“ See 157 CONG. REC. S1375 (daily ed. Mar. 8, 2011) (statement ofSen. Kyl). The 2008

bill is S. 3600, 110th Cong., which included an alternative chapter 32 threshold identical

to that of§ 324(b). See S. 3600, 110th Cong. sec. 5(c), § 327(1)) (2008).

442 The bill that Senator Kyl was discussing also would have required a post—grant review

petitioner to Show that he “has a substantial economic interest adverse to the patent.” S. 3600

see. 5(c), § 32i(a). The AlA’s post—grant review does not impose such a requirement.
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reached an incorrect conclusion on an important legal question, because subsection

(21) requires the petitioner to persuade'PTO that a claim appears to be unpatentable,
and PTO is unlikely to be so persuaded if it has already decided the underlying legal

question in favor ofpatentability. Subsection (a) is directed only at individual instances
oferror that PTO itself appreciates, while subsection (b) allows PTO to reconsider an

important legal question and to eifectively certify it for Federal [C] ircuit resolution
when it appears that the question is Worthy of early conclusive resolution.”

During the March 2011 Senate debates on the AIA, Senator Kyl also
noted that the USPTO will implement the section 314 and 324 thresholds

via regulations,“ and that when issuing regulations, the USPTO is required
to consider its “ability . . . to timely complete [inter partes and post—grant

review] proceedings.”445 Senator Kyl argued that these provisions create a “safety
valve” that will allow the USPTO “to decline to institute further proceedings

if a high volume of pending proceedings threatens the USPTO’s ability to
timely complete all proceedings.”446 He stated that the inclusion ofthe “timely
complete” factor reflected “a legislativejudgment that it is better that the Ofi‘ice
turn away some petitions that otherwise satisfy the threshold for instituting
an inter partes or post—grant review than it is to allow the USPTO to develop
a backlog of instituted reviews” that prevents it from meeting the one—year
deadline for completing proceedingsfm Finally, Senator Kyl suggested that if
the USPTO turns away a petition for these reasons, “rather than on the basis
of a failure to satisfy the substantive standards of the thresholds in section

314 or 324,” then it should “make this fact clear when rejecting the petition,”

so that the rejection does not prejudice the petitioner in civil litigation.”
Finally, when introducing his 2008 bill, Senator Kyl suggested that when

the USPTO institutes a petition for review, it should identify the issues that
were found to justify I.‘€V1€VV.449 He stated that “ [s] uch a practice would help
to expedite proceedings in many cases, as it would limit the issues, and it
would also give the patent owner a sense ofwhat issues are important to the
board and where he ought to focus his amendments.”45°

443 154 CONG. REC. S9988 (daily ed. Sept. 27, 2008) (statement of Sen. Kyl).

4“ 157 Com. REC. S1377 (daily ed. Mar. 8,2011).

445 Leahy—SmithAmerica InventsAct, Pub. L. No. 1 12—29, sec. 6(a), (d), §§ 316(b), 326(b),

125 Stat. 303, 309 (2011). The requirement to implement the review thresholds through

regulations is found in sections 6(a) (§ 314(a)) and 6(d) (§ 324(a)). 125 Stat. at 300, 306.

446 157 CONG. REC. S1377 (daily ed. Mar. 8, 2011) (statement of Sen. Kyl).

447 Id. 'l11e one—year deadline is imposed by 35 U.S.C. §§ 316(a)(11) and 326(a)(11). See

Leahy—Smith America invents Act sec. 6(a), (d), 125 Stat. at 302, 309 (amending §§ 316(a)

(11) and 326(a)(1

448 157 CONG. REC. S1377 (daily ed. Mar. 8, 2011) (statement of Sen. Kyl).

‘"9 154 Com. REC. S9988 (daily ed. Sept. 27, 2008).
430
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6. 35 U.S.C. §§ 315(4) and (6), 32501) and (6): Lz'tigatz'on—Related
Time Limits

The final Committee Reports section—by—section analysis described the

operation of sections 315(a) and 325(31):

Review may not be instituted if the petitioner has previously filed a civil action
challen in the validi of the atent. The etitioner ma , however, file a declarator —3 g P P Y Y
'ud ment action challen in the validi of one or more claims in the atent on orJ 5 g g P

after the day that he files the review petition, but such action is automatically stayed
until the patent owner countersues for infringement.”

Subsection (a)’s bar is triggered only by the filing ofa declaratory judgment
action by the petitioner or his real parties in interestfm It is not triggered by
an action filed by a privy of the petitioner.“ As a result, the manufacturer
of an allegedly infringing product would not be precluded from seeking

post-grant or inter partes review if one of his customers or retailers received
a demand letter from the patent owner and brought a declaratory—judgment

action challenging the validity of the patent.

During the September 2011 Senate debates on the final bill, Senator Kyl
noted that the Senate version ofthe AIA would have barred a petitioner from

maintaininga reviewproceeding ifhe subsequently fileda declaratoryjudgment
action challenging the validity of the patent.“ Such a rule effectively would
have precluded a party seeking USPTO review ofa patent from also pursuing

a declaratory judgment action. Senator Kyl explained that the purpose of the
final bill’s provision allowing a declaratory—judgment action to be filed (but
stayed pending countersuit) on or after the day that the review petition is

filed “is to allow the accused infringer to file the first [civil] action and thus

be presumptively entitled to his choice of venue” if the patent owner later
countersues in another district.“

With respect to § 3 1 5 (b) , the 201 1 Committee Report noted that it requires

that “ [i] nter partes review must be sought by a party within 12 months of
the date when the party is served with a complaint for infringement.”456 The
bill passed by the Senate in March 2011 had imposed a 6-month deadline.”
During the September 2011 debates, Senator Kyl discussed why the House

and Senate bill managers had agreed to a longer deadline:

““ H.R. Rm». No. 11298, at 75 (2011).

452 121.; see also Leahy~Smith America Invents Act sec. 6(a), (d), §§ 315(a)(1), 325(a)(1),
125 Stat. 300-01, 307.

453 See Leal1y—Smith America Invents Act sec. 6(a), (cl), §§ 315(a)(1), 325(a)(1), 125
Stat. 300-01, 307.

454 157 CONG. REC. S5429 (daily ed. Sept. 8, 2011) (statement of Sen. Kyl).
455

4“ H.R. REP. No. 112—98, 112th Cong., at 76 (2011).

457 56.63. 23, 1 12th Cong. sec. 5 (3.), § 315(b) (2011) (engrossed bill as passed by the Senate).
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High—technology companies, in particular, have noted that they are often sued by

defendants asserting multiple patents with large numbers ofvague claims, making it

difficult to determine in the first few months of the litigation which claims will be

relevant and how those claims are alleged to read on the defendants products. Current

[i.e., pre—AIA,] law imposes no deadline on seeking inter partes reexamination. And

in light of the present bill’s enhanced estoppels, it is important that the section 315(b)

deadline afford defendants a reasonable opportunity to identify and understand the

patent claims that are relevant to the litigation. It is thus appropriate to extend the
section 3l5(b) deadline to one year.”

The final Committee Report also noted that under § 325(b) of title 35,

“[i]f a patent owner sues for infringement within 3 months of the patents

issue, a pending petition for post—grant review or the institution of such a

proceeding may not serve as a basis for staying the court’s consideration ofthe
patent owner’s motion for a preliminary injunction.”459 Senator Kyl described
the reasoning behind this provision during the March 2011 debates, noting

that “ [a] patent owner who sues during this period is likely to be a market

participant who already has an infringer intruding on his market, and who

needs an injunction in order to avoid irreparable harm.”46° He also noted that
§ 325 (b) “strengthens and carries over to post—grant review the rule of”461
Procter C5“ Gaméle Co. V. KmfiF00d5 Gloéal, Inc. ,462 a case that applied the same
rule to consideration of a request for an injunction during the pendency of

a BPAI appeal of an inter partes reexamination.“
Finally, it should be noted that pre—AlA § 317(b) oftitle 35 , which required

that an inter partes reexamination be terminated if a civil action involving

the inter partes requester resulted in a final judgment that the patent is not
invalid,“ was not maintained by theAIA in inter partes or post—grant review.465

7. 35 U.S.C. §§ 315(c) and325(c):]oz'mler

As the final Committee Report noted, under §§ 315(c) and 325(c), “ [t] he

Director may allow other petitioners to join an inter partes or post—grant

review.”466 During the Senate’s March 2011 debates on the AIA, Senator Kyl
stated that the USPTO expected to allow liberal joinder of reviews:

The Office anticipates that joinder will be allowed as ofright—ifan inter partes review

is instituted on the basis of a petition, for example, a party that files an identical

“” 157 Com. REC. S5429 (daily ed. Sept. 8, 2011).

‘$9 H.R. REP. No. 112-98, 112th Cong., at 76 (2011).

46° 157 CONG. REC. S1375 (daily ed. Mar. 8, 2011) (statement of Sen. Kyl).
4°‘ Id. at S1376.

‘“ 549 F.3d 842 (Fed. Cir. 2008).

“3 Id. at 847.

‘“ See 35 Use. § 317(1)) (2006).

4“ Seal-LR. REP. No. 112-98, pt. 1, at 145 (2011).
466 Id. at 76.
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petition will be joined to that proceeding, and thus allowed to file its own briefs and

make its own arguments. Ifa party seeking joinder also presents additional challenges

to validity that satisfy the threshold for instituting a proceeding, the Office will either

join that party and its new arguments to the existing proceeding, or institute a second
proceeding for the patent.”

Senator Kyl also emphasized, however, that §§ 315(c) and 325 (c) give the
USPTO discretion over whether to allow joinderfm He noted that “ [t] his
safety valve will allow the Office to avoid being overwhelmed ifthere happens

to be a deluge of joinder petitions in a particular case.”469
Senator Kyl also commented on the time limit for allowing joindenm He

noted that “ [t] he Office has made clear that it intends to use this authority to

encourage early requests for joinder and to discourage late requests.”m He also
noted the following litany offactors that the USPTO had informally indicated

that it would consider when deciding whether and when to allow joinder:

differences in the products or processes alleged to infringe; the breadth or unusualness

of the claim scope that is alleged, particularly if alleged later in litigation; claim-

construction rulings that adopt claim interpretations that are substantially different

from the claim interpretatio used in the first petition when that petitiorfs interpretation

was not manifestly in error; whether large numbers ofpatents or claims are alleged to

be infringed by one or more of the defendants; consent of the patent owner; a request

ofthe court; a request by the first petitioner for termination of the first review in View

of strength of the second petition; and whether the petitioner has offered to pay the

patent owner’s costsfm

Finally, in his 2008 remarks on a substantially identical joinder provision

in the bill that he introduced that year, Senator Kyl commented on the

requirement that a joinder petition be “properly file[d].”473 He noted that

these yzords were a term of art that had been given meaning in three recent
cases, 7 and that

[t]he gist of these decisions is that a petition is properly filed when it is delivered and

accepted in compliance with applicable rules governing filings, though particular

467 157 CONG. REC. S1376 (daily ed. Mar. 8, 2011) (statement of Sen. Kyl).
463 See id.

469

47° Id. (noting that this time limit is set pursuant to 35 U.S.C. § 316(a)(5)).
471

472

475 l54 CONG. REC. S9988 (daily ed. Sept. 27, 2008) (statement of Sen. Kyl). The sub-

stantially identical provision is in S. 3600, 110th Cong. sec. 5(c), § 325 (b) (2008).

"4 154 CONG. REC. S9988 (daily ed. Sept. 27, 2008) (statement of Sen. Kyl). The three

cases that Senator Kyl cited are Artuz V. Bennett, 531 U.S. 4 (2000); Allen V. Siebert, 552

US 3 (2007); and Pace V. DiGuglielmo, 544 US. 408 (2005).
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claims within filings be barred on other procedural grounds, and that time deadlines

for filing petitions must be complied with in all cases.“

8. 35 U. S. C. §§ 315(d) and325'(d): Multiple Proceedings and

Repetitive Challenges

As noted in the final Committee Report, §§ 315(d) and 325(d) allow the

USPTO to “consolidate multiple proceedings or matters concerning the same

patent and decline requests for repeated proceedings on the same question.’’476
Of articular note is the second sentence of § 325(d), which rovides:P P

In determining whether to institute or order a proceeding under this chapter, chapter

30, or chapter 31, the Director may take into account whether, and reject the petition

or request because, the same or substantially the same prior art or arguments previously

were presented to the Officefm

During the March 2011 debates, Senator Kyl stated that this provision

“allows the Patent Oflice to reject any request for a proceeding, including

a request for ex parte reexamination, if the same or substantially the same

prior art or arguments previously were presented to the Office with respect

to that patent.”478 Senator Kyl also commented on the interplay between this
provision and the administrative estoppel created by subsection (e)(1) of
§§ 315 and 325:

The second sentence of section 325 (d) complements the protections against abuse of

ex parte reexamination that are created by sections 315(e) and 325(e). The estoppels

in subsection (e) will prevent inter partes and post—grant review petitioners from

seeking ex parte reexamination of issues that were raised or could have been raised
in the inter partes or post—grant review. The Office has generally declined to apply

estoppel, however, to an issue that is raised in a request for inter partes reexamination

ifthe request was not granted with respect to that issue. Under section 325 (cl), second
sentence, however, the Office could nevertheless refuse a subsequent request for ex

parte reexamination with respect to such an issue, even if it raises a substantial new

question of patentability, because the issue previously was presented to the Office in

the petition for inter partes or post-grant review.“

As noted reviousl ,48° the second sentence of§ 325 (cl effectivel re laces,Y 7 P

for inter partes and post—grant review, the “newness” test that was imposed

475 154 CONG. REC. S9988 (daily ed. Sept. 27, 2008) (statement of Sen. Kyl).

476 H.R. REP. No. 112—98, at 76 (2011); see also 154 CONG. REC. S9988 (daily ed. Sept.

27, 2008) (statement of Sen. Kyl) (commenting on a parallel provision in S. 3600, 110th

Cong. (2008): “Section [325(d)] gives the PTO broad discretion to consolidate, stay, or

terminate any PTO proceeding involving a patent if that patent is the subject ofa postgrant

review proceeding”).

477 Leahy—Smith America Invents Act, sec. 6(d), § 325 (cl), 125 Stat. at 308.

478 157 CONG. REC. S1042 (daily ed. Mar. 1, 2011) (statement of Sen. Kyl).

479 157 CONG. REC. S1376 (daily ed. Mar. 8, 2011) (statement of Sen. Kyl).

480 See supra notes 438-441 and accompanying text).
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by pre—AIA § 312(a)’s “substantial new question ofpatentability” standard.””
The “newness” test required hair—splitting inquiries into whether previously

considered prior art “is now being considered for a substantially diiferent
purpose.’””” The Federal Circuit looked to legislative history for guidance as
to whether a question of patentability was sufliciently “new,” but one could
be forgiven for failing to appreciate the difference between the prohibition
on requests that “just question[] the judgment of the examiner,’””” and the
authorization to entertain requests “based on prior art . . . that the examiner

failed to adequately consider.’””4
The “newness” test also required a “context—specific approach” that “require [d]

an analysis of the record of prior [USPTO] proceedings to determine if and
how the examiner used the reference in making his initial decisions.””” Because
this fact—intensive inquiry Was jurisdictional, substantial analysis often was

needed on appeal simply in order to determine whether the examiner had

possessed the authority to reach the merits ofthe reexamination.“ Presumably,
after a reexamination and BPAI appeal had resulted in cancellation of all

claims in a patent, the Federal Circuit could find that the prior art in question

Was not being considered in the reexamination for a “substantially different
purpose,’””7 and the court would be forced to vacate the entire proceeding
and reinstate the patent.

The substantive standard of§ 325 (d), second sentence, is very similar to the

“newness” element of the “substantial new question of patentability” test.“
However, because application of the § 325 (d), second sentence, standard is

discretionary with the USPTO, a PTAB panel could institute an inter partes
review based on the same prior art and the same argument that previously had

“I Id The “newness” test presumably is still required to be applied to requests for ex parte

reexamination. See 35 U.S.C. § 303(a).

4” See In re Swanson, 540 F.3d 1368, 1380 (Fed. Cir. 2008).

4” Id. (quoting H.R.’REp. No. 107420, at 3 (2001)).

484 Id. (quoting 147 CONG. REC. H5359 (daily ed. Sept. 5, 2001) (statement of Rep.
Berman)).

*8‘ 14 at 1380-81.

48” See, e.g., id. at 1381; In re NTP, Inc, 654 F.3d 1268, 1278 (Fed. Cir. 2011), re/agmzd

rekg en banc denied, 2011 U.S. App. LEXIS 24881 (Fed. Cir. Nov. 17, 2011).
W In re Swzmson, 540 F.3d at 1380.

48” The scope of section 325(d), second sentence, is somewhat broader than pre-AIA

§ 312(a)’s “substantial new question” test, because the former allows a request or petition to

be rejected solely because the “same or substantially the same prior art” previously had been

presented to the Office, whereas under the latter test, as modified by the 2002 amendment,

see supra note 438, “a reference may present a substantial new question ofpatentability”—and

thereby require the USPTO to order a reexamination—“even if the examiner considered or

cited [the] reference for one purpose in earlier proceedings.” In re Swzznson, 540 F.3d at 1380.
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been considered by the examiner during the original examination—so long as

thepanelwas persuadedthat the information showed that therewas a reasonable
likelihood that the patent is invalid (and other applicable requirements were
met).489 Because the use of § 325(d), second sentence, is discretionary, and

the Director’s decision to institute a review is “final and nonappealable,”49°
the AIA should eliminate Federal Circuit appeals over whether a petition for

review met the substantive standards for starting a proceeding.

9. 35 U.S.C. §§ 315(e) and325(e): Estoppel

Sections 315(e) and 325 (6) provide that if a petitioner completes a post-

grant or inter partes review, that petitioner, as well as his real parties in
interest and privies, will thereafter be estopped from raising in civil litigation,

ITC proceedings, or any subsequent USPTO proceeding any issue that the
petitioner actually raised and that was decided in the review, or any issue that

the petitioner “reasonably could have raised” in the review.” These estoppels
apply as soon as the PTAB enters a final written decision pursuant to § 318(a)
or § 328(a); their efl’ect is not delayed pending completion of an appeal to
the Federal Circuit.“

Earlier patent-reform bills limited the estoppel effect of an inter partes

reexamination or post-grant review to only those issues that were actually
raised and decided in the reexamination or reviewfm In the final public law,

however, the estoppels were extended——~for both proceedings—to issues that

the petitioner “reasonably couldhave raised.”494 Thiswas done forvery different
reasons for each proceeding.

In the case ofinter partes review, many patent owners objected to repealing
could—have~raised estoppel, arguing that such a change would result in

“duplicative administrative and judicial challenges.”495 The inter partes review

439 See Leahy~Srnith America Invents Act, sec. 6(d), § 325 (d), 125 Stat. at 308 (2011); see

u/so 154 CONG. REC. S9988 (daily ed. Sept. 27, 2008) (statement of Sen. Kyl).

49° Leahy—Srnith America Invents Act sec. 6(a), § 325(d), 125 Stat. at 300.

491 Leahy—Smith America Invents Act sec. 6(a), (d), §§ 315(e), 325(e), 125 Stat. at
301-02, 308.

491

493 See S. 515, 111th Cong. sec. 5(d), (f), § 335 (2009) (as reported); HR. 1260, 111th

Cong. sec. 6(f), (h), § 335 (2009); S. 1145, 110th Cong. sec. 5(c), § 338 (2008) (as reported);

HR. 1908, 110th Cong. sec. 6(d), (f), § 335 (2007) (engrossed bill as passed by the House).

494 Leahy—SrnithAmerica InventsAct sec. 6(a), (d), §§ 315(e), 325 (e), 125 Stat. at 301, 308.

495 2007 Semzte /rearing, supra note 58, at 210 (statement of Bruce Bernstein, Chief

Intellectual Property and Licensing Officer, InterDigital Communications Corp.) ; see ulro

2005 Home /aeuriug, supra note 397396, at 26 (statement of Carl Gulbrandsen, Managing

Director, Wisconsin Alumni Research Foundation); Patent Quality Improvemem‘: Hearing

before tke Subcomm. on Courts, Z‘/76 Internet, and Intellectual Prop. ofthe House Comm. on the
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proposed bythe 2010 Leahy—Sessions managers’ amendment thus maintained
could—haVe—raised estoppel,“ as did all subsequent bills.”

Businesses and patent—law professional associations, however, almost all
advocated limiting the estoppel that results from a post—grant review only
to those issues that were actually raised and decided in the proceedingfm As
A1PLA’s Executive Director explained during a House Intellectual Property

Subcommittee hearing in 2004:

A very important aspect of any post—grant—opposition proceeding is the effect the
decision will have on the parties. If the estoppel provision is too harsh, no one will use

the procedure . . . . If it is too lenient, patentees may be subject to needless repetitive
challenges by the same party. Therefore, we believe that a determination with respect

to any issue ofvalidity actually raised by an opposer should be preclusive against that
opposer in any subsequent proceeding . . . . Given the relatively short, nine—month
period for initiating an opposition and the limited discovery available to the parties,
We believe this would strike the right balance.”

The final AIA, however, was changed to apply could—have—raised estoppel
even to civil litigation following the completion of a post~grant review.5°

fudiciarj/, 108th Cong, at 9 (2003) (statement of Charles Van Horn, Partner, Finnegan,
Henderson, Farrabow, Garret 5C Dunner, on behalf of AIPLA); 157 CONG. REC. S1326

(daily ed. Mar. 7, 2011) (statement of Sen. Sessions) (“The bill also includes many protec-

tions that were long sought by inventors and patent owners. It preserves estoppel against

relitigating in court those issues that an inter partes challenger reasonably could have raised

in his administrative challenge”); id. at S1367 (daily ed. Mar. 8, 2011) (statement of Sen.

Kohl) (“Patent protection will be stronger with the inclusion of ‘could have raised’ estoppel

[and] strong administrative estoppel”).

4% With respect to the Leahy—Sessions managers’ amendment, see supra note 60.

‘*9’ SeeS. 23 sec. 5(a), § 315(e)(2011);I-LR.1249,112th Cong. sec. 5(3), § 315(e) (2011).

498 See 2007House bearing, supra note 58, at 98 (statement ofAnthony Peterman, Direc-

tor, Patent Counsel, Dell Inc); 2006 Senate /searing, supra note 383382, at 45~46 (state—

ment ofMark Chandler, Senior Vice President and General Counsel, Cisco Systems); 2004

House /rearing, supra note 383382, at 32 (statement of Michael Kirk, Executive Director,

AIPLA); id. at 17 (statement ofjeffrey Kushan, Sidley Austin Brown 8C Wood, on behalf of

Genentech, Inc.). But see 2006Senare bearing, supra note 383382, at 40 (statement ofKevin

Sharer, CEO and Chairman of the Board, Amgen, Inc.) (“challengers who pursue [a post-

grant] opposition should be prohibited from later disputing the patents validity in court”).

499 2004 House /rearing, supra note 383382, at 32 (statement of Michael Kirk, Executive

Director, AIPLA).

50° See Leahy—Smith America lnvents Act, sec. 6(d), § 325(e) (2), 125 Stat.at 308. All

versions of the bill in the 112th Congress did, however, apply could—have—raised estoppel to

administrative proceedings that followed the completion of a post—grant review. See 8. 23,

112th Cong. sec. 5(d), § 325(e)(1) (2011); HR. 1249, 112th Cong. sec. 5(Cl), § 325(e)(1)

(as introduced).
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Nothing in the record explains or even mentions this marked shift.“ This is
because the change appears to have been made in error by staff charged with
making technical corrections to the bill when it was reported by the House
Judiciary Committee.” Unfortunately, no one caught the error during the
three and a half months between the time when the bill was reported by the

committee and when it Was signed by the President. It remains to be seen

whether Congress will be able to correct this error in future legislation.5°3
Pre—AIA inter partes reexamination applied estoppel in subsequent civil

litigation to issues that the requester “couldhave raised” in the reexamination?“
The AIA changed this standard to “reasonably could have raised.”5°5 During
the March 2011 debates, Senator Kyl commented on this change:

50] Indeed, the 2011 Committee Report, which was written to accompany and explain

the committee—reported bill, continued to describe the bill as limiting estoppel only to those

issues actually raised in the post—grant review. See H.R. REP. N0. l12—98, at 48 (2011)

(“[A] final decision in a post—grant review process will prevent the petitioner, a real party

in interest, or its privy from challenging any patent claim on a ground that was raised in

the post—grant review process”); in’. pt. 1, at 76 (“Post—grant petitioners are only estopped

from raising in civil litigation of ITC proceedings those issues that they actually raised in

the post—grant reviewf’).

502 See H.R. 1249, 112th Cong. sec. 6(d), § 325(e) (2) (2011) (as reported). The bill that

was introduced in the House, as well as the earlier Senate—passed bill, limited civil—litigati0n

estoppel following a post—grant review only to those issues that were actually raised. See S. 23,

112th Cong. sec. 5(d), § 325(c)(2) (2011); HR. 1249, 112th Cong. sec. 5(d), § 325(c)(2)

(2011) (as introduced).

5” inevitably, perhaps, revisionists have begun to argue that “Congress well knew what

they were doing when they included ‘reasonably could have raised” estoppel in post grant

review; that such an estoppel was “central to the debate” on the bill; and that “there would

have been absolutely no chance that the America invents Act would have passed if the es-

toppel provisions for post-grant review only applied to issues actually raised.” Gene Quinn,
Beware t/ae NOT So 7Z’c/mica! AM 725/mz'calAmendmem‘s/, IPWATCHDOG (Feb. 20, 2012,

3:45 PM EST), http://www.ipwatchdog.com/20 1 2/02/20/beware—the-not—so—technical—aia—

technical—amendments/. The last assertion——that the AIA would not have passed Congress

without a coulc1—have—raised estoppel for post—grant review——is in tension with the fact that

on March 8, 2011, such a bill passed the Senate by a vote on 956. 157 CONG. REC. S1381

(daily ed. Mar. 8, 2011). During that bill’s consideration, no Senator offered or even filed

an amendment that proposed to apply could—have—raised estoppel to post—grant review. The

first two assertions are belied by the complete absence in the record of the debates in either

the House or Senate of a single statement even indicating an awareness that the bill applied

could-have—raised estoppel to post—grant review——much less a statement expressing reliance

on or support for such a change. See supra notes 501—503 and accompanying text.

5°‘ 35 U.S.C. § 315(c) (2006).

505 See Leahy—Sn1ith America Invents Act sec. 6(a), § 315(e) (2), 125 Stat. at 301—02.
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The present bill also softens the could—have~raised estoppel that is applied by inter

partes review against subsequent civil litigation by adding the modifier “reasonably.”

It is possible that courts would have read this limitation into current law’s estoppel.

Current law, however, is also amenable to the interpretation that litigants are estopped

from raising any issue that it would have been physically possible to raise in the inter

partes reexamination, even if only a scorched-earth search around the world would

have uncovered the prior art in question. Adding the modifier “reasonably” ensures

that could—have—raised estoppel extends only to that prior art which a skilled searcher. . . - 506

conducting a diligent search reasonably could have been expected to discover.

During the March 201 1 debates, Senator Kyl also commented on the A1A’s

administrative estoppel, noting that it would effectively preclude petitioners

from bringing subsequent challenges to the patent in USPTO proceedings~—
and that the USPTO would need to require that ex parte reexamination

requesters identify themselves to the USPTO in order for this new estoppel
to be enforced:

Under paragraph (1) of sections 315(e) and 32‘5(e), a party that uses inter partes or

post—grant review is estopped from raising in a subsequent PTO proceeding any issue

that he raised or reasonably could have raised in the post—grant or inter partes review.

This eflectively bars such a party or his real parties in interest or privies from later

using inter partes review or ex parte reexamination against the same patent, since the

only issues that can be raised in an inter partes review or ex parte reexamination are

those that could have been raised in the earlier post—grant or inter partes review. The

Office recognizes that it will need to change its regulations and require that ex parte

reexamination requesters identify themselves to the Oflice in order for the Office to
be able to enforce this new restriction.”

Finally, §§ 3 1 5 (e) and 325 (e) applythe new estoppels to the reviewpetitioner

and to the “real party in interest or privy” of the petitioner.5°8 During the
March 2011 Senate debates, Senator Kyl commented on the meaning of the

word “privy”:

The present bill also incorporates S. 3600’s extension of the estoppels and other

procedural limits in sections 315 and 325 to real parties in interest and privies of the
petitioner. As discussed [earlier,]W] privity is an equitable rule that takes into account
the “practical situation,” and should extend to parties to transactions and other activities

relating to the property in question. ldeally, extending could—have«raised estoppel to

privies will help ensure that if an inter partes review is instituted while litigation is

pending, that review will completely substitute for at least the patents—and-printed-

publications portion of the civil litigation. Whether equity allows extending privity

506 157 CONG. REC. S1375 (daily ed. Mar. 8, 2011) (statement of Sen. Kyl).

507 Id. at S1376; see also id. at S1041 (daily ed. Mar. 1, 2011) (statement of Sen. Kyl)

(“The bills enhanced administrative estoppel will elfectively bar a third party or related

parties from invoking ex parte reexamination against a patent if that third party has already

employed post-grant or inter partes review against that patent”).

508 Leahy—SrnithArnerica Invents Actsec. 6(a), (d), §§ 315(e), 325 (e), 125 Stat. at 301, 306.

509 See 154 CONG. REC. S9987 (daily ed. Sept. 27, 2008) (statement of Sen. Kyl).
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estoppel to codefendants in litigation, however, will depend in large measure upon

the actions of the patent owner, and whether he has made it reasonably and reliably

clear which patent claims he is asserting and what they mean. If one defendant has

instituted an inter partes review, but other defendants do not have an opportunity to

join that review before it becomes reasonably clear which claims will be litigated and
how they will be construed, it would be manifestly unfair to extend privity estoppel
to the codefendantsfm

10. 35 U.S.C. §§ 3I6(a)(4) and (e) dnd326(d)(4) and (e):

Acfiudicative Proceedings andBurden ofProof

Sections 31 6(a) (4) and 326(a) (4) provide that the Director shall promulgate

regulations “establishing and governing [inter partes and post—grant] review

under this chapter and the relationship of such review to other proceedings
under this title.”5” Sections 316(e) and 326(e) provide that “the petitioner

shall have the burden of proving a proposition of unpatentability by a

preponderance of the evidence.’’512
During the March201 1 debates, Senator Kyl commentedon these provisions

and the fact that the firstwould allow——and the second effectivelyrequires—that

inter partes and post—grant review be conducted as adjudicative proceedings:

One important structural change made by the present bill is that inter partes

reexamination is converted into an adjudicative proceeding in which the petitioner,

rather than the Office, bears the burden ofshowing unpatentability. . . . In the present

bill, section 316(a) (4) gives the Oifice discretion in prescribing regulations governing

the new proceeding. The Office has made clear that it will use this discretion to

convert inter partes into an adjudicative proceeding. This change also is effectively

compelled by new section 3 16(e), which assigns to the petitioner the burden ofproving

a proposition ofunpatentability by a preponderance of the evidence. Because of these
changes, the name of the proceeding is changed from “inter partes reexamination” to

“inter partes review?”

5'0 157 CONG. REC. S1376 (daily ed. Mar. 8, 2011) (statement of Sen. Kyl); see also id.

at S5432 (daily ed. Sept. 8, 2011) (statement of Sen. Schurner) (“A ‘privy’ is a party that

has a direct relationship to the petitioner with respect to the allegedly infringing productI )3

or service. ).

5“ Leahy—Smith America Invents Act sec. 6(a), (Cl), §§ 316(a)(4), 326(a)(4), 125 Stat.
at 302, 308.

512 Id. sec. 6(a), (cl), §§ 316(e), 326(e), 125 Stat. at 303, 309.

5” 157 CONG. REC. S1375 (daily ed. Mar. 8, 2011) (statement of Sen. Kyl); see dim id.

at S1366 (Republican Policy Committee Legislative Notice); id at S1042 (daily ed. Mar. 1,

2011) (statement of Sen. Kyl). During his introduction of S. 3600 in the 110th Congress,

Senator Kyl also discussed why the exarninational system used by inter partes reexamination

had proven unworkable in an adversarial proceeding. See 154 CONG. REC. S9987 (daily ed.

Sept. 7, 2008) (statement of Sen. Kyl).
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11. 35 U.S.C. §§ 316(a)(5) and326(a)(5).- Discovery

During the March 2011 debates on the AIA, Senator Kyl noted that the
bill’s standards for discovery in inter partes and post—grant review are identical

to those in the patent—reform bill that he introduced in 2008.514 During his
introduction of the 2008 bill, Senator Kyl stated that the discovery allowed

in inter partes review is more limited, “out of recognition of the fact that

the issues that can be raised in that proceeding are few and thus the need for

discovery is less 7515 Also, because interpartes reviewcan be instituted manyyears
after the patent is issued, the proceeding “is more burdensome for the patent
owner. Limiting second—window discovery limits that burden.”5l6 Senator Kyl
also commented on inter partes reviews “in the interest ofjustice” discovery

standard, noting that it “restricts additional discovery to particular limited

situations, such as minor discovery that PTO finds to be routinely useful, or

to discovery that is justified by the special circumstances of the case.”W He
also noted that, “ [g] iven the time deadlines imposed on these proceedings, it

is anticipated that, regardless of the standards imposed in [sections 316 and
326], PTO will be conservative in its grants of discovery.’’518

12. 35 U.S.C. §§ 316(a)(6) and326(a)(6): Sanctions

Sections 316(a)(6) and 326(a)(6) require the USPTO to promulgate

regulations “prescribing sanctions for abuse of discovery, abuse of process,

or any other improper use of the proceeding, such as to harass or to cause

unnecessary delay or an unnecessary increase in the cost ofthe proceeding.’’519
The 2007 House Committee Report, commenting on an identical provision

in the 2007 House bill,52° stated that the Director “may impose sanctions in

the form ofmonetary fines (or payments to other parties) or restrictive orders

relating to the proceedings, including dismissal of petitions or cancellation
of claims.”521

5“ 157 com. REC. 81375-76 (daily ed. Mar. 8, 2011); see also s. 3600, 110th Cong.,

sec. 5(c), § 329(a)(5), (b) (3) (2008) (bill’s proposed discovery provisions).

5” 154 CONG. REC. S9988 (daily ed. Sept. 27, 2008) (statement of Sen. Kyl).
516

517

518 Id. at 9988-89.

5” Leahy—Smith America invents Act, sec. 6(a), (cl), §§ 516(a) (6), S26(a)(6), 125 Star.
at 302, 308—O9.

52° See H.R. 1908, 110th Cong. sec. 6(f), § 326(b) (4) (2007) (as reported).

5“ H.R. RE1>.No. 110614, at 73 (2007).

83



622 THE FEDERAL CIRCUIT BAR JOURNAL VoL. 2:, No. 4

13. 35 U.S.C. §§ 316(a)(I1) and326(a)(11): Time Limitfor
Review

Sections 3 1 6(a) (1 1) and 326 (a) (1 1) require the USPTO to complete an inter

partes or post—grant review within one year after the proceeding is instituted,
except that this deadline may be extended by six months for good cause.”

2

Senator Kyl noted during the March 2011 debates that pre—A1A inter partes

reexaminations usually lasted for 3 to 5 yearsm Senator Kyl also stated the
USPTO is “confident” that it will be able to meet the new deadlines because

ofprocedural reforms to inter partes proceedings thatwere made by theA1A.524
These expediting reforms included:

the shift from an examinational to an adjudicative model, and the elevated threshold

for instituting proceedings. The elevated threshold will require challengers to front load
their case. Also, by requiring petitioners to tie their challenges to particular validity

arguments against particular claims, the new threshold will prevent challenges from
“mushrooming” after the review is instituted into additional arguments employing
other prior art or attacking other claims.”

14. 35 US. C. §§ 318(c) and328(c): Intervening Rights

The AIA was amended in the House Judiciary Committee in April 2011

to apply intervening rights to new or amended claims that are incorporated
into a patent in inter partes or post—grant reviewm The provision appears as
subsection (c) of §§ 318 and 328.527

Senator Kyl commented on this addition during the Senate’s September
2011 debates on the bill:

The final bill also extends intervening rights to inter partes and post—grant review. The

bill does not allow new matter to be introduced to support claims in IPR and PGR and

does not allow broadening of claims in those proceedings. The aspect of intervening

rights that is relevant to IPR and PGR is section 252, first paragraph, which provides
that damages accrue only from the date of the conclusion of review if claim scope
has been substantively altered in the proceeding. This restriction applies even if the
amendment only narrowed the scope of the claims. [For example,] Engineered Data

Products, Inc. v. GBS C0I}7).m8i . . . notes that “the Federal Circuit has routinely applied

the intervening rights defense to narrowing amendments.” When patent—defeatingprior
art is discovered, it is often impossible to predict whether that prior art will be found
to render the entire invention obvious, or will only require a narrowing amendment.

522 Leahy—Smith America Invents Act, sec. 6(a), (d), §§ 316(a)(11), 326(a)(11), 125 Stat.
at 302, 309. 0523

See 157 CONG. REC. S1376 (daily ed. Mar. 8, 2011) (statement of Sen. Kyl).
524

525

H.R. REP. NO. 112-98, at 58, 150, l55—56 (2.011).
526

527

528

506 F. Supp. 2d 461, 467—68 (D. Colo. 2007).
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When a challenger has discovered such prior art, and wants to practice the invention,

intervening rights protect him against the risk ofgong forward~—provided, of course,
that he is correct in his judgment that the prior art at least requires a substantive
narrowing of clairnsm

II. Uncodified Sections of the AIA

A. AIA § 3(m): Report on Prior-User Rights

Section 3(m) of the AIA required the USPTO Director to submit to

Congress a report on his “findings and recommendations . . . on the operation
ofprior user rights in selected countries in the industrialized WOI‘lCl.”530 During
consideration of the AIA, Representative Lamar Smith, Senator Leahy, and

others commented on the proposed report, and noted that Congress may

consider further legislation to expand prior—user rights in light of the report’s
recommendations?‘ The USPTO released the report in January 2012,S32 and
the House Judiciary Committees Subcommittee on Intellectual Property,

Competition and the Internet held a hearing on the Report on February 1
of that year. 533

In his testimony presenting the Report, the USPTO Director noted his

finding that the AIA’s § 273 generally “strikes the right balance,”534 but he also
recommended that Congress consider the following changes to the section:

(1) repealing the one—year requirement, which provides that a commercial use
be established a full year before the patents effective filing date or a public
disclosure of the invention; (2) allowing a prior user to establish the defense

by making substantial preparations for commercial use ofthe invention, rather
than requiring that full commercial use itself occur; and (3) expanding the
defense to apply to all subject matter, rather than just processes and products
used in commercial pr0cesses.535

529 157 CONG. REC. S5429 (daily ed. Sept. 8, 2011) (statement of Sen. Kyl).

53° Leahy—Srnith America Invents Act, sec. 3(m), 125 Stat. at 292.

531 See 157 CONG. REC. E1219 (daily ed. June 28, 2011) (statement of Rep. Smith)

(“Upon release of the forthcoming PTO report, We may introduce legislation that imple-
ments its conclusions and refines the nature and scope of the prior-user rights defense”); id

at S 5440 (daily ed. Sept. 8, 2011) (statement of Sen. Leahy) (“It is my hope and expectation

that Congress will act quickly on any recommendations made by the I’TO.”); id. at S5430

(statement of Sen. Kyl).

332 See PTO REPORT, supra note 241.

533 Prior C/Ever Rig/.2tr.' Strengt/yening U.S. Monufizctu2*ing and Innovation.‘ Hearing before

Subcomm. on IntellectualProp, Competition, anddye Intemetoftbe H. Comm. on tbefudiezkzry,

112th Cong. 2 (2012).

5“ Id. at 7 (statement of David Kappos, Director, USPTO).
5” See id. at 12.
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With respect to me first recommendation, the Director noted inhis testimony
that “the [AlA’s] one year limitation is significantly more restrictive than the

approach used in any other country,” andwarned that “this one year limitation
[may] unnecessarily prevent[] use of the defense by U.S. manufacturersffiaé
He also stated that allowing the defense to be established by a showing of
“substantial preparations” for commercial use “would be more harmonized
with the approach taken successfully by other countries and more in keeping
with modern commercial reality.”537

B. AIA § 9: Venue

Section 9 of the AIA amends several statutes to make the Eastern District

ofVirginia, rather than the District of Columbia, the venue in which various
USPTO decisions may be challenged?” The final Committee Report offered

the following explanation of this change:

In 1999, as part oftheAmerican Inventors ProtectionAct (AIPA), Congress established
that as a general matter the venue of the USPTO is the district where it resides. The
USPTO currently resides in the Eastern District of Virginia. However, Congress

inadvertentlyfailed to make this change uniformly throughout the entire patent statute.

As a result, certain sections of the patent statute (and one section of the trademark
statute) continue to allow challenges to USPTO decisions to be brought in the District

of Columbia, a place where the USPTO has not resided in decades.

Because the USPTO no longer resides in the District of Columbia, the sections that

authorize venue for litigation against the USPTO are consistently changed to reflect
the venue where the USPTO currently resides?”

C. AIA § 10: Fee—Setting Authority

Section 10 of the AIA allows the USPTO to adjust all of its fees by

regulation?“ The fees must be set only to recover the aggregate cost of
carrying out the USPTO’s functions?“ Also, the USPTO is required to
provide advanced notice to the public of any proposed fee adjustment, seek
comment from the Patent (or Trademark) Public Advisory Committee and

the general public, and provide fee reductions to small entities and to micro
entities?“ Finally, the fee—setting authority established by § 10, which takes

536

537

538 Leahy—Smith America invents Act, sec. 9(a), 125 Stat. at 316.

5” I-LR. REP. No. 1l2—98, at 49 (2011); see also id. at 77.

540 See Leahy—Smith America Invents Act, sec. 10, 125 Stat. at 316-18.

5“ Id. sec. lO(a)(2), 125 Stat. at 316.

543 See id. sec. 10(b), (cl), 125 Star. at 316, 317.
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effect upon enactment of the AIA, will terminate after seven years (absent
further legislation extending the authority)”

The final Committee Reports background section explained the reason

for giving the USPTO the authority to set its own fees:

Although the USPTO has had the ability to set certain fees by regulation, most fees (e.g.,
filing fee, issuance fee, maintenance fees) are set by Congress. History has shown that
such a scheme does not allow the USPTO to respond promptly to the challenges that

confront it. The USPTO has argued for years that it must have fee—setting authority

to administer properly the agency and its growing workload.”

Section 105 fee—setting authority is the remnant of an earlier proposal
that first appeared in the 2006 Hatch—Leahy bill and that would have given
the USPTO broad authority to promulgate regulations to “carry out the

provisions of [title 35] or any other law applicable to the [USPTO].”545 A
similar broad authorization of regulatory authority appeared in the bills that
were introduced in 2007,546 but it quickly proved controversial, and was
limited in that year’s Senate Judiciary Committee markup to only allowing
the USPTO to adjust its fees by regulation.” All subsequent bills included
this fee—setting provision.”

The House considered an amendment to strike § 10 of the AIA during

the June 2011 floor debates.” Representative Manzullo, the sponsor of the
amendment, argued that Congress should not “give up more power and

authority to the executive branch,” and that members should oppose fee-

setting authority because the USPTO would use it to increase its fees?” The
amendment was defeated by a Vote of 32992.55‘

543 Id. sec. 10(i)(2), 125 Stat. at 319. The seven—year sunset was added to the bill dur-

ing the House Judiciary Committee markup in April 2011. Representative Goodlatte then

commented on the sunset during the House floor debates in June of that year, noting that

he had secured the provisions inclusion in the bill. See 157 CONG. REC. H4494 (daily ed.

June 23, 2011) (statement of Rep. Goodlatte). He argued that the sunset “will allow the

PTO sufficient to structure its fees but will ensure that Congress continues to have strong

influence over that process.” Id.

5“ H.R. REP. No. 112-98, at 49; see alto in’. at 78.

5” s. 3818, 109th Cong, sec. 9(e) (2006).

5“ See S. 1145, 110th Cong., sec. 11 (2007) (as introduced); H.R. 1908, 110th Cong.,

sec. 11 (2007) (as introduced).

W 533 S. 1145, 110th Cong., sec. 9 (2008) (reported bill); S. REP. No. 110-259, 110th

Cong., at 39 (2008).

543 See S. 23, 112th Cong., sec. 9 (2011); S. 515, 111th Cong., sec. 9 (2009); H.R. 1260,

111th Cong., sec. 11 (2009).

5” 157 com. REC. H4493—94 (daily ed. June 23, 2011).

55° Id at H4493 (statement of Rep. Manzullo).
55‘ Id. at H4501~O2.
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D. AIA § 1 1: Fees for Patent Services

Section 11 codifies the patent fee schedule that was in effect at the time of
the enactment of the AIA?” The final Committee Report noted that “[t] his

schedule represents a reference point for any future adjustments to the fee
schedule by the Director.”553

E. AIA § 18: Review ofBusiness-Method Patents

1. Overview

Section 18 of the AIA creates a new USPTO administrative proceeding in

which a person accused ofinfringing a business—method patent can challenge
the patent on almost all validity grounds throughout the life of the patent.“

The new proceeding “employ[s] the standards and procedures [of] a post-- 3:555

grant review under chapter 32, except that:

(1) the proceeding is limited to “covered business method patent [s] ,” applies to patents
issued before, on, or after the enactment of the AIA, and can be invoked throughout

the eifective life of the patent;556

2) a at ma etition for a roceedin onl if that at or its real arties inP Y P P 8 Y P

interest or privies have been “sued for infringement of the patent or . . . charged with

infringement under that patent;’”57

(3) ifa section 18 proceeding is completed, the petitioner and his real parties in interest

are estopped from raising in civil litigation and ITC proceedings only those issues that
were actually raised and decided in the section 18 review;553

552 See Leahy—Smith America Invents Act, sec. 11, 125 Stat. at 320—25.

"3 H.R. REP. No. 11298, at 78 (2011).

534 See Leahy—Smith America Invents Act, sec. 18, 125 Stat. at 329-31.

535 Id. sec. 18(a)(1), 125 Stat. at 329.

556 Id. sec. 18(a)(1)(A), (E), (a)(2), 125 Stat. at 329—30.

557 Id. sec. 18(a)(1)(B), 125 Stat. at 330. The final Committee Report indicated that

“charged with” infringement means “accused of” infringement. See H.R. REP. No. 112-98,

at 54 (2011) (“A petition to initiate a review will not be granted unless the petitioner is first

sued for infringement or is accused of infringement”). During the September 2011 Senate

debates on the AIA, Senator Schumer indicated that the word “privy” “effectively means

customers of the petitioner.” 157 CONG. REC. S5432 (daily ed. Sept. 8, 2011) (statement of

Sen. Schumer). “\With the addition of the word ‘privy,’ a company could seek a section 18

proceeding on the basis that customers of the petitioner had been sued for [or accused of]

infringement” of the patent. Id.

558 See Leahy—Smith America Invents Act, sec. 18(a)(1)(A), (D), 125 Stat. at 329—30.

Because section 18 does not preclude the application of 35 U.S.C. § 325(e)(1) to its pro-

ceedings, post—grant review’s could-haVe—raised estoppel applies to subsequent administrative

proceedings following the completion of a section 18 proceeding. See id.
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(4) the prior art that can be raised in a section 18 proceeding is limited to that which
is publicly accessible (and thus pre—AIA 35 U.S.C. § 102(b)’s loss—of—right provisions
cannot be asserted against a first—to—invent patent)?” and

(5) a motion for a stay of a copending civil action for infringement is required to be

considered under a special four—factor test, and the parties may seek review of the
district court’s stay decision on interlocutory appeal.56°

The new proceeding becomes efiective on September 16, 2012 and, absent
subsequent legislative extension, the authority to file petitions for review will
terminate on September 16, 2020.561

The final Committee Report provided the following explanation of the
need for section 18:

A number ofpatent observers believe the issuance ofpoor [quality] business—method
patents during the late 1990’s through the early 2000’s led to the patent “troll” lawsuits
that compelled the Committee to launch the patent reform project 6 years ago. At
the time, the USPTO lacked a sufficient number of examiners with expertise in the

relevant art area. Compounding this problem, there was a dearth ofavailable prior art

to assist examiners as they reviewed business method applications. Critics also note

that most countries do not grant patents for business rnethodsféz

The Senate Republican Policy Committee’s563 summary ofthe March 201 1
Senate floor managers’ amendment, which added section 18 to the AIA,
provided the following description of this provision:

[The managers’ amendment also includes] [t] he Schumer—Kyl business—methods

proceeding, as modified to accommodate industry concerns and PTO needs. In its 1998
[State StreetBau/e C)?‘ Trust Co. 2/. Signature Financial Group, I72c.]Wl decision, the Federal
Circuit greatly broadened the patenting ofbusiness methods. Recent court decisions,
culminating in last year’s Supreme Court decision in Bilrkz’ u. Iézpposfm have sharply
pulled back on the patenting ofbusiness methods, emphasizing that these “inventions”
are too abstract to be patentable. In the intervening years, however, PTO was forced

to issue a large number ofbusiness—method patents, many or possibly all ofwhich are
no longer valid. The Schumer proceeding offers a relatively cheap alternative to civil
litigation for challenging these patents, and will reduce the burden on the courts of
dealing with the backwash of invalid business—method patents?“

5” See id. sec. 18(a)(1)(C); see also 157 Com. Rm 81366-67 (daily ed. Mar. 8, 2011)

(Republican Policy Committee summary of Senate floor managers’ amendment) (noting

that the pre—AlA § 102(b) prior art that can be raised in a section 18 proceeding is limited

to that which falls within “[pre—AlA] 102(a)’s publicly-available prior—art scope”).

56° See Leahy—Smith America Invents Act, sec. 18(b), 125 Star. at 331.

5“ See id. sec. 18(a)(2), (3), 125 Stat. at 330_331.

“’ H.R. REP. No. 112-98, at 54 (2011); seealro id. at 80-81.

563 Part I of this Article describes the nature of this committee. See Matal, supra note 1,

at 472 n.248.

5“ 149 F.3d 1368 (Fed. Cir. 1998).

5“ 130 s. Ct. 3218 (June 28, 2010) (italics added).

566 157 CONG. REC. S1367 (Mar. 8, 2011) (statement of Sen. Kyl).
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Section 18 includes a “rule of construction” that the section should not

be interpreted “as amending or interpreting categories of patent—eligible
subject matter set forth under section 101 of title 35 7567 As the above—quoted
explanations and other commentarym confirm, however, section 1 8 obviously
reflects a congressional disapprobation ofthe patenting ofbusiness methods.569

2. History

A version of section 18 was circulated as an amendment and discussed by

Senators Schumer and Kyl at the Senate Judiciary Committee’s February 3,

2011, markup of the bill.57° Circulated amendments, however, are not made
available on the committee’s website or placed in the public record. Thus

when the floor managers’ amendment that included section 18 was filed on
March 1, 2011, and adopted later that day,571 business—method patentees had
been given little advance warning of section 18 or time to mobilize against

567 Leahy—Smith America Invents Act, sec. 18(e), 125 Stat. 284, 331 (2011).

568 See 157 CONG. REC. S1053 (daily ed. Mar. 1, 2011) (statement of Sen. Schumer)

(denouncing “the scourge of business method patents currently plaguing the financial sec-

tor,” and stating that “ [b] usiness method patents are anathema to the protection the patent

system provides”); id. at S5408—10 (daily ed. Sept. 8, 2011) (statement of Sen. Schumer).
569 See Leahy~Smith America Invents Act, sec. 14(d), 125 Stat. at 328 (providing that the

AIA’s ban on tax—strategypatents shall not “be construed to imply that other business methods

are patentable or that other business method patents are valid”); S. REP. No. 110-259, at 63
(2008) (Additional Views of Sen. Kyl) (noting that “there had long been an understanding

that methods of doing business are not patentable,” and suggesting that “Congress should

act to restore” the bar on business methods’ patentability).

57° Unlike committee hearings, committee markups are not published, and there generally

is no publicly accessible oflicial transcript of markups. In recent years, however, the Senate

Judiciary Committee has made vvebcasts of its markups available on its Website. A webcast

of the committees February 3, 2011 markup of the AIA is available at: Executive Business

Meeting.‘ Before the S. Comm. on t/aefudicimy, 112th Cong. (2011) (statements of Sens. Kyl

and Schumer), http://vvwwzjudiciarysenate.gov/hearings/hearing.cfm?id=e65 5f9e2809e547
6862f735da166247a. Senators Schumer and Kyl discussed their proposed business—methods

amendment (the precursor to section 18) at approximately the 45:47 and 49:00 marks.

Although such a Webcast Would be suflicient to render the markup a “printed publication”

for purposes of § 102, me In re Kiopfemtein, 380 F.3d 1345 (Fed. Cir. 2004), re/fig and re/ajg
en banc denied, 2004 US. App. LEXIS 27563 (Fed. Cir. Dec. 8, 2004), this article other-

wise ignores markups because they are not published, members’ remarks at such meetings

generally are not as considered as their floor speeches (Which the members know will be

printed in the Record), and very little ofsubstance is said at markups that is not repeated in

a committee report or floor statement.

571 The text of the managers’ amendment is printed in the Record at 157 CONG. REC.

S1037—39 (daily ed. Mar. 1, 2011). The managers’ amendment was adopted by a vote of
97-2. See id. at S1050.
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it,572 and commentary on the provision from the March 2011 debates largely
consisted only of statements by Senators Schumer and Ky .573

During the spring, however, as the House began its deliberations on the
AIA, section 18 became a major point of contention in that body. Business-

method trolls fought a scorched—earth, office—by—oflCIce lobbyingwarwith banks
and retailers over the provisions“ Opponents of section 18 also launched a
sophisticated public—relations campaign that included the use ofproxies and
efforts to create the appearance of “grass roots” opposition to the provision.”

The House managers of the AIA nevertheless chose to preserve and even

strengthen section 18: theyextended the timeperiod oftheprograms operation,
allowed additional parties to file a petition for review, and expanded the
definition ofthe types ofbusiness—method patents that are eligible for review.576

During House floor consideration ofthe A1Ain]une 201 1, more members
participated in the debate on section 18 than in the debate on any other
provision of the bill.” Representative Shock offered an amendment to
strike section 18 from the bill, denouncing it as an “earmark” that “allows

for retroactive reviews of already—proven patents that have undergone initial

572 See 157 CONG. REC. S1181 (daily ed. Mar. 3, 2011) (statement of Sen. Cantwell).

573 See generally 157 CONG. REC. S1053 (daily ed. Mar. 1, 2011) (statement of Sen.
Schumer); 157 CONG. REC. S1363—65 (daily ed. Mar. 8, 201 1) (statement ofSen. Schumer);

id. at S1368, S1379—80 (statement of Sen. Kyl); see also id. at S1365~67 (daily ed. Mar. 8,

2011) (Republican Policy Committee summary of managers’ amendment).

574 See Zach Carter, 77):: Spoilsmm: How Congress Corrupted Piztem‘ Reform, HUFFING—

TON POST, (Aug. 4, 2011), http://www.huifingtonpost.com/201 1/08/04/patent—reform—

congress__n_906278.htrn1.

575 See 157 CONG. REC. H4496 (June 23, 2011) (statement of Rep. Grimm) (“Infamous

patent trolls . . . . have funded an elaborate propaganda campaign targeting the reforms

in section 18.”); Carter, supra note 575574; see, e.g., AmericaInventsAct, Did You Know

20] I——/imerica Invent: Act 2011 Uncomtitutiomzl, YOUTUBE, (May 5, 2011), http://www.

youtube.com/watch?v=U2V5]6fNh2A. Print and radio ads that were run against section 18

are available at IntellectualVentures, http ://www. intellectualventures.com/Home/Advertise-

mentsaspx (last visited Mar. 19, 2012).

576 Compare S. 23, 112th Cong., sec. 18(b)(1)(B), (3)(A), (d) (engrossed Senate—passed

bill), with HR. 1249, 112th Cong., sec. 18(a)(1)(B), (3)(A), (d) (engrossed House-passed

bill). See H.R. REP. NO. 112—98, at 54 (2011) (noting that a longer period of operation

“ensures that patent holders cannot delay filing a lawsuit over a shorter time period to avoid

reevaluation under the transitional program”); 157 CONG. REC. S5410, S5432 (daily ed.

Sept. 8, 2011) (statement of Sen. Schumer) (commenting on House changes).
5" See 157 CONG. REC. H4387—88, I-14420-21, H4425, H4428—29, H4432 (daily ed.

June 22, 2011) (statements of Reps. Lee, Smith, Kaptur, Manzullo, Quayle, and Lofgren);

id. at H4482, H4491, H4495—97 (daily ed. June 23, 2011) (statements of Reps. Baldwin,

Sensenbrenner, Schock, Grimm, Waters, Crowley, Boren, Goodlatte, Lungren, and Shuster);

id. at E1 190-91 (daily ed. June 23, 2011) (statements of Reps. Hirono and West).
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scrutiny, review, and have even been upheld in court.”578 RepresentativeWaters
argued that section 18 would allow banks “to steal legally issued and valid3) (C 0 I I I

patents, and asserted that [f] inancial seivices—related business methodpatents
have saved financial services com anies billions of dollars.”579 Re resentativeP P

Boren stated that “section 18 will pose a devastating threat to America’s small
business communi 7580 And Re resentative Lun ren contended that, bP g Y

allowing administrative review ofpatents that had previously survivedvalidity
challenges in court, section 18 would violate the separation—of—powers limit
articulated in Plduz‘ v. Spendt/Jrzfi Farm, Inc. 581

Supporters of section 18 countered that the program simply creates an
“inexpensive and faster alternative to litigation,” and that it would “prevent []
nuisance or extortion lawsuitsffisz Representative Grimm described section
18 as “one of the le islation’s most im ortant reforms,” characterizin it as “a

g P 583 g
crackdown on low— uali business method atents.” He also res onded toCl P Po I 3 0 u o 1

Critics assertions thatasection 18 roceedin could onl beinvokedb abank:g Y Y

578 Id at H4496 (daily ed. June 23, 201 1) (statement ofRep. Shock); see also id. at E1 190

(daily ed. June 23, 2011) (statement of Rep. Hirono) (objecting to section 18 because the
“review process is retroactive, and even previously awarded patents whose validity has been

upheld by federal courts would be subject to challenge”).

579 Id at H4496 (daily ed. June 23, 201 1) (statement ofRep. Waters); see also id. at E1 191

(dailyed. June 23, 2011) (statement of Rep. West) (arguing that section 18 review “would

be available only to banks”).

58° Id. at H4497 (daily ed. June 23, 2011) (statement of Rep. Boren).

581 Id (statement ofRep. Lungren); see also id. at E1 191 (daily ed. June 23, 201 1) (state-

ment of Rep. West) (expressing “constitutional concerns with section 18” because it allows

review “even if the patent has already been upheld as valid by the PTO in a reexamination,

or upheld by a federal court jury and/or judge in a trial”); id. at H4428~29 (daily ed. June

22, 2011) (statement of Rep. Manzullo) (suggesting that section 18 constitutes an uncom-

pensated taking ofproperty). The citation for the Pldut case is 514 U.S. 211 (1995). During

the September 2011 Senate debates, Senator Kyl submitted for the Record two letters from

former U.S. Court ofAppeals Judge Michael McConnell that Senator Kyl characterized as

“thoroughly refut[ing]” arguments that section 18 “constitutes a taking or runs afoul of the
rule ofPZaut.” 157 CoNG. REC. S5374~77 (daily ed. Sept. 7, 2011); see also id at H4421

(daily ed.]une 22, 201 1) (statement ofRep. Smith) (quoting McConnell letter); id. at H4496

(daily ed. June 23, 2011) (statement of Rep. Grimm) (same).

582 157 CONG. REC. H4496 (daily ed. June 23, 2011) (statement of Rep. Smith); see also

id. at H4429 (daily ed. June 22, 2011) (statement of Rep. Quayle) (“The tort abuse created

by these [business—method] patents has become legendary. Section 18 . . . will save 90 percent
of the costs incurred in civil litigation”); id. at H4497 (daily ed. June 23, 2011) (statement

of Rep. Goodlatte) (observing that “many of these patents are being used by aggressive trial

lawyers to extort money from deep pockets”); id. at I-14425-26 (daily ed. June 22, 2011)

(statement of Rep. Goodlatte).

583 Id. at H4496 (daily ed. June 23, 2011) (statement of Rep. Grimm).
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This isn’t true. The National Retail Federation and the U.S. Chamber of Commerce

have endorsed this provision. Companies impacted include McDonald’s, Walmart,
Costco, Home Depot, Best Buy, and Lowes. These dorft sound like banks to me?“

Representative Crowley described a business—method patent that claimed
the process of“soliciting charitable contributions on the Internet,” and noted
that it had been asserted in a civil action for infringement against the Red
Cross?“ He concluded:

These patents, and many others in this space, are not legitimate patents that help
advance America. They are nuisance patents used to sue legitimate businesses and

nonprofit business organizations like the Red Cross or any other merchants who
engage in normal activity that should never be patented?“

The Shock amendment to strike section 18 was defeated by a vote of 262—

1 5 8 .537

\When the AIA returned to the Senate in September 2011, debate on

section 18 focused on the changes that had been made to the provision by
the House. Senator Cantwell offered an amendment to restore the original

Senate language——in effect, to terminate the program after four years, to limit
the definition of“covered business-method patent” to language that tracks the

USPTO’s patent class 705, and to bar a party from seeking review based on
suits against its customers and other privies.588 Senator Cantwell argued that
the new definition “is so broad that it will encompass other technologies,”
condemned section 18 as an “earmark rifleshot” for banks, and criticized the

process by which the provision was originally added to the bill in the Senate.”
Senator Schumer spoke in opposition to the Cantwell amendment and

in favor of the House changes to section 18.590 He argued that the previous
four—year sunset was too short because “bad actors would just wait out the
program before bringing their business method suits.”591 He also defended
the Houses expansion of the scope of the program beyond business—method

patents assigned to class 705, noting that “after the bill passed the Senate, it

584 fay

585 Id. (statement of Rep. Crowley).
586 Id

537 See id. at H4503.

588 See id. at S5407—08 (daily ed. Sept. 8, 2011) (statement of Sen. Cantwell).

589 Id.at S5408; see 4150 ii at S5436.

59° See id. at S5408—1O (“I have to acknowledge that the House made some significant

improvements to section 18.”). Senator Schumer also submitted for the Record letters in

support ofsection 18 from the Independent Community Bankers ofAmerica, the Chamber
ofCommerce of the United States, and the National Retail Federation. See id. at S5409~10.

5”‘ Id. at 85410.
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became clear that some offending business method patents are issued in other
sections.”592 The Cantwell amendment was defeated by a vote of 85-13393

During the final day of Senate debate on the AIA, several Senators also
engaged in colloquies or made individual statements about section 18, almost
all ofwhich focused on the section’s definition of “covered business—method

patent.”594

3. .7711: “clause (iz')”Dqfim'tz'0n 0fPrz'orArt

Subsection (a)(1)(C) creates a restricted definition of the types ofprior art

that can be asserted against a first—to—invent patent in a section 18 review.”
Subparagraph (C) provides that an anticipation or obviousness challenge
against such a patent may only be supported With:

(i) prior art that is described by section 102(a) of such title of such title (as in efifect
on the day before . . . [the] effective date [set forth in section 3(n)(1)); or

(ii) prior art that——

(I) discloses the invention more than 1 year before the date of the application for

patent in the United States; and

(II) would be described by section 102(a) ofsuch title (as in effect on the day before the
efliective date set forth in section 3(n)(1)) if the disclosure had been made by another

before the invention thereof by the applicant for patent.5%

The “eflfective date set forth in section 3(n)(l)” is the effective date of the

first—to-file system.” The reference to § 102(a) and (b) “as in effect on the
day before” that date thus means pre—AlA § 102(a) and (b).593

Clause (i) is sirnple——-it refers to pre—AIA § 102(a) prior art?” But clause
(ii) is somewhat complicated. It combines subclause (l),6°° which refers to

592

593 Id. at 55437.

594 See id. at S5428 (daily ed. Sept. 8, 2011) (statements of Sens. Pryor, Leahy, Durbin,

and Schumer); id. at S5428—29 (statement ofSen. Coburn); id. at S5431 (statement ofSen.

Kyl); id. at S 5432 (statement of Sen. Schumet); id. at S5433 (statement ofSen. Kirk); id. at
S5433 (statement ofSen. Durbin); id at S5441 (statement ofSen. Leahy). These statements

are discussed in the subsequent subsections of this section.

595 Leahy—Smith America invents Act, sec. 18(a)(1)(C), 125 Stat. at 330.
596 Iéi.

597 Id sec. 3(n)(1), 125 Stat. at 293.

598 Id. sec. 18(a)(1)(C), 125 Stat. at 330.

5.99 Id

M In the US Code and federal statutes, the order and names of the levels of substruc-

ture below the section level are: (a)—subsection (lovver—case letter); (1)—paragraph (arabic

numeral); (A)—subparagraph (upper case letter); (i)—-clause (lower—case roman numeral);

(l)——subclause (upper—case roman number); and (aa)—item (loWer—case double letter).

(Corporate lawyers also tend to refer to clauses as “romanettes.”) Going up from the section
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pre—AIA § 102(b)’s grace period, with subclause (II), which refers to prior art
that has pre—AIA § 102(a)’s substantive scope and is presumed to fall outside
of pre-AIA § 102(a)’s invent1on—date—based grace period.“ In other words,
subclause (II) creates a hybrid form of prior art that consists of things that

are or would be pre—A1A § 102(a) prior art (we are required to assume that

they are outside of the invention—date grace period) and that do fall outside
the pre—AIA § 102(b) grace period.

The purpose of combining pre—AlA § 102(a)’s substantive scope with
§ 102(b) ’s grace period is to capture that universe ofpre—AIA § 102(b) prior art
that is publicly accessible.6°2 This more limited definition of the prior art that
can be asserted against a first—to—invent business—method patent in a section
18 proceeding was adopted in the same Senate floor managers’ amendment
that limited the types ofpatents that can be challenged in a post—grant review
to only first-to—file patents.“ As the Republican Policy Committees summary
of the managers’ amendment noted, the latter change was made to post-
grant review in part to avoid “secret—prior—art issues that would be diificult
to address in an administrative proceeding.”6°4 The same purpose ofavoiding
discovery—intensive litigation over pre—AL’\ § 102(b)’s loss—of—right provisions
in an administrative proceeding animates clause (ii)°s definition of prior art.

4. fire Definition of“Covered Business MethodPatent”: Exclusion

of “Technological Inventions”

Section 18(d)(1) of the AIA provides that “the term ‘covered business

method patent’ means a patent that claims a method or corresponding
apparatus for performing data processing or other operations used in the
practice, administration, or management of a financial product or service,
except that the term does not include patents for technological inventions.”6°5

Several features of this definition were discussed extensively during the

House and Senate floor debates in 2011. The most important feature of the

definition is its exclusion of “technological inventions.”

During the March 201 1 debates in the Senate, Senator Schumer stated that:

level, title 35, like most of the Code, uses chapters, parts, and finally, titles. Some titles of

the Code, however place “parts” below “chapters.” See, eg, 26 U.S.C. § 1 (2006).

6°‘ 157 CONG. REC. S1367 (daily ed. Mar. 8, 2011).

502 As the Republican Policy Committee summary of the Senate floor managers’ amend-

ment noted, subclause (H) is “effectively, old 102(b) prior art but limited to old 102(a)’s

publicly—available prio r—art scope.” Id. Pre—AIA § 102(a) prior art is limited to what is publicly
accessible. See Woodland Trust v. Flowertree Nursery, lnc., 148 F.3d 1368, 1370 (Fed. Cir.

1998), rebg denied, 1998 U.S. App. LEXIS 24585 (Fed. Cir. Sept. 1, 1998).

6"” 157 Com. REC. S1038 (daily ed. Mar. 1, 2001).

6°“ Id at 81366 (daily ed. Mar. 8, 2011).

605 Leahy—Smith America Invents Act, sec. 8(d)(1), 125 Stat. at 531.

95



634 THE FEDERAL CIRCUIT BAR JOURNAL VOL. 21, No. 4

lhe “patents for technological inventions” exception only excludes those patents whose
novelty turns on a technological innovation over the prior art and are concerned with

a technical problem which is solved with a technical solution and which requires the
claims to state the technical features which the inventor desires to protect. it is not

meant to exclude patents that use known technology to accomplish a business process

or method of conducting business—whether or not that process or method appears
to be novel.6°6

"lhis construction was propounded repeatedly by members of the House

and Senate during the 2011 debates on section 18 of the AlA.6°7
Senators Kirk and Kyl also addressed section 18’s potential application

to software patents. Senator Kirk stated that section 18 should not be “too
broadly interpreted to cover patents on tangible products that claim novel
and non—obvi0us software tools used to execute business methods.”6°8 During

the March 2011 debates, Senator Kyl stated that:

As the proviso at the end ofthe definition makes clear, business methods do not include
“technological inventions.” In other words, the definition applies only to abstract
business concepts and their implementation, whether in computers or otherwise, but

does not apply to inventions relating to computer operations for other uses or the
application of the natural sciences or engineering.”

During the September 201 1 debates on the AIA, Senator Kyl “reiterate[d] ”
his March 201 1 statement about the technological—inventions exception, and

he noted that “inventions in computer operations obviously include software
inventions.”61° He then added that:

6°“ 157 CONG. REC. S1364 (daily ed. Mar. 8, 2011).

607 See id. at I-14497 (daily ed. June 23, 2011) (statement of Rep. Smith); id. at S5428

(daily ed. Sept. 8, 201 1) (statement ofSen. Coburn); id. at 35433 (statement ofSen. Durbin)

(quoting Rep. Smith). All three of these members also expressed the View that a “covered

business method parent” would not include a patent for machinery that counts, sorts, or

authenticates currency.

6” Id. at 35433 (daily ed. Sept. 8, 2011) (statement of Sen. Kirk); see also id. (statement

of Sen. Durbin).

6°” In’. at 81379 (daily ed. Mar. 8, 2011) (statement of Sen. Kyl). Senator Kyl’s reference

to “abstract” business concepts has been construed by some to suggest that section 18 review

may be instituted only if a preliminary showing of § 101 abstractness—invalidity has been

made. His use of that qualifier is better understood, however, as a refiection ofhis View that

because only technological inVentions——thosewhich operate through natural or mathematical

principles (rather than human cognition)——will create reproducible results, zzZZnontechnologi—
cal inventions are in/ieremtly abstract. See id. (noting “the expectation that most ifnot all true

business—method patents are abstract and therefore invalid in light of the Bilski decision”).

Moreover, the text and structure of section 18 clearly allow a business~method patent to be

challenged on any validity ground other than pre—AIA § 102(b)’s loss—of—right provisions.

61° Id. at S5431 (daily ed. Sept. 8, 2011) (statement of Sen. Kyl).
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This does not mean that a patent is ineligible for [section 18] review simply because
it recites software elements or has been reduced to a software program. If that were

the case, then very few of even the most notorious business-method patents could be
reviewed under section 18. Rather, in order to fall within the technological-invention

exclusion, the invention must be novel as software. If an invention recites software

elements, but does not assert that it is novel as software, or does not colorably appear

to be so, then it is not ineligible for review simply because of that software element.
But an actual software invention is a technological invention, and is not subject to
review under section 18.5“

Senator Schumer made a similar point during the March 2011 debates,

emphasizing that simply reciting technological elements in a patent is not
enough to qualify the claimed invention as a “technological invention.”m He
also gave a litany ofexamples ofthings whose mere recitation in a parentwould
not be enough to qualify the patent as disclosing a technological invention:

The technological invention exception is also not intended to exclude a patent simply
because it recites technology. For example, the recitation of computer hardware,

communication or computer networks, software, memory, computer—readable storage

medium, scanners, display devices or databases, specialized machines, such as an

ATM or point ofsale device, or other known technologies, does not make a patent a

technological invention. In otherwords, a patent is not a technological invention because
it combines known technology in a new way to perform data processing operations.“

5. He Definition of“Covered Business Met/codPatent”:
“FinancialProduct or Service”

Section 18(d)(1)’s definition of “covered business method patent” is

limited to processes or things for performing operations “used in the practice,
administration, or management of a financial product or service.”m

This part ofthe business-method definition also was the subject ofextensive
commentary during the House and Senate debates in 201 1 . It has two distinct
elements: (1) “practice, administration, or management”; and (2) “financial615

During the September 201 1 Senate debates on the AIA, Senator Schumer
addressed the second element—“financial product or service.’’616 He stated:
“At its most basic, a financial product is an agreement between two parties

611

an 157 CONG. REC. S1364 (daily ed. Mar. 8, 2011) (statement of Sen. Schumer).

6” Id.; see aim id. at S1379 (statement of Sen. Kyl) (“But if a technological element in a

patent is not even assertedly or plausibly outside of the prior art, the Oflice should not rely
on that element to classify the patent as not being a business-method patent”).

6” Leahy—Smith America invents Act, sec. 8(d)(1), 125 Stat. at 331.
615 See id.

616 See 157 CONG. REC. S4532 (daily ed. Sept. 8, 2011) (statement of Sen. Schumer).
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stipulating movements ofmoney or other consideration now or in the future .”
617

He Went on to list a long series of examples of such things, and concluded

by stating that “[t]o be eligible for section 18 review, the patent claims must
only be broad enough to cover a financial product or service.”

618

During the March 2011 debates, Senator Schumer also addressed the first
element ofthe “financial services” part ofthe “covered business—method patent”
definition———“ ractice, administration, or mana ement.”619 He noted that:P 8

The amendment covers not only financial products and services, but also the “practice,

administration and management” of a financial product or service. This language is

intended to make clear that the scope ofpatents eligible for review under this program

is not limited to patents covering a specific financial product or service. In addition

to patents covering a financial product or service, the “practice, administration

and management” language is intended to cover any ancillary activities related to
a financial product or service, including . . . marketing, customer interfaces, Web
site management and functionality, transmission or management of data, servicing,
underwriting, customer communications, and back oifice operations—eg., payment

processing, stock clearing.”

Senator Schumer expanded on this statement, and on the meaning of the

“practice, administration, or management” element of the “covered business-
method patent” definition, during the September 2011 debates on the AIA:

[S]ection 18 is intended to cover not only patents claiming the financial product or

service itself, but also patents claiming activities that are financial in nature, incidental

to a financial activity or complementary to a financial activity. Any business that

sells or purchases goods or services “practices” or “administers” a financial service by
conducting such transactions. Even the notorious “Ballard patentswl do not refer
specifically to banks or even to financial transactions. Rather, because the patents

apply to administration of business transactions, such as financial transactions, they
are eligible for review under section 18. To meet this requirement, the patent need
not recite a specific financial product or service.m

During the September 201 1 debates, Senator Schumer also responded to a
statement about this part of the “covered business—method patent” definition
that had been made by a member ofthe House during the June 201 1 debates

in that body. That Representative had stated that section 185 definition of

“covered business method patent”:

617

618

619

620

62]

Id

Id; see also id. at S1365 (daily ed. Mar. 8, 2011) (statement of Sen. Schumer).

See 157 CONG. REC. S136-4—65 (daily ed. Mar. 8, 201 1) (statement of Sen. Schumer).
Id.

Senator Kyl also commented on the Ballard patents, describing their role in the genesis

of section 18, during the March 2011 debates. See id. at S1379 (daily ed. Mar. 8, 2011)

(statement of Sen. Kyl).622

[d at 55432 (daily ed. Sept. 8, 2011) (statement of Sen. Schumer).
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is intended to be narrowly construed to target only those business method patents

that are unique to the financial services industry in the sense that they are patents

which only a financial services provider would use to furnish a financial product

or service. . . . Section 18 would not encompass a patent that can be used in other

industries, but which a financial services provider might also use.623

Senator Schumer responded that this interpretation of section 18 “is
incorrect.”624 He stated that:

Nothing in the America Invents Act limits use of section 18 to banks, insurance

companies or other members of the financial services industry. Section 18 does not
restrict itselfto being used bypetitioners Whose primary business is financial products or

services. Rather, it applies to patents that can apply to financial products or services.”

Other supporters ofsection 18 expressed views similar to those ofSenator

Schumer. During the House debates on the AIA in June 201 1, Representative

Lamar Smith submitted an extension ofremarks in which he emphasized that

“ [t] his provision is not tied to one industry or sector———it affects everyone.”626 He
stated that section 18 could be used to review “patents that describe a series of

steps used to conduct everyday business applications in the financial products
and retail service space.”627 During the September 201 1 Senate debates on the
AIA, Senator Leahy also commented on this part ofthe definition of“covered

business method patent.” He stated that “ [a] financial product or service is

not, however, intended to be limited solely to the operation ofbanks. Rather,

it is intended to have a broader industry definition that includes insurance,

brokerages, mutual funds, annuities, and an array of financial companies
outside of traditional banking.”628

Finally, during the March 2011 debates, Senator Kyl suggested that the
USPTO could also look to claim—constructi0n statements—which can now

be filed with the USPTO pursuant to AIA § 6(g) ’s amendments to 35 U.S.C.

§ 30 1—to determine whether apatent relates to a financial product or service. 629

6. Me Dfinition of “Covered Business MethodPatent”: “Or

Other” and “Correspondz'ngAppamtus”

As noted earlier, the House expanded the definition of “covered business

method patent” that had appeared in the bill that had passed the Senate in

March 2011. The earlier Senate definition had been limited, in part, to “data

625 Id. at H4497 (daily ed. June 23, 2011) (statement of Rep. Shuster).

624 Id. at S5432 (daily ed. Sept. 8, 2011) (statement of Sen. Schumer).
G25 1'ti

626 Id. at E1184 (daily ed. June 23, 2011) (statement of Rep. Smith).
627 Id

628 Id. at S5441 (daily ed. Sept. 8, 2011) (statement of Sen. Leahy).

6” Id. at S1379 (statement of Sen. Kyl).
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processing operations.”63° The House replaced this language with the Words
“data processing or other operations.”631

The earlier Senate language “track[ed] the language of Class 7057632 As
Senator Cantwell noted during the final Senate debates, “ [t]he House language,

by adding the word ‘other,’ broadens the definition of [covered business-
method patent in] section 18.’’633 Senator Schumer agreed, stating that “the
House clarifi [ed] that section 18 goes beyond mere class 705 patents.”634 He
argued that the House change was beneficial because “some offending business
method patents are issued in other sections.”635

Section 18’s definition of “covered business method patent” also includes

patents that claim “amethod or corresponding apparatus7636 Senator Schumer
commented on this language during the March 2011 debates:

The definitionofa “covered business methodpatent” includes “amethodor corresponding

apparatus.” The phrase “method or corresponding apparatus” is intended to encompass,
but not be limited to, any type of claim contained in a patent, including, method

claims, system claims, apparatus claims, graphical user interface claims, data structure

claims——Lovvry claims—-and set ofinstructions on storage media clairns—Beauregard

claims. A patent qualifies as a covered business method patent regardless of the type
or structure of claims contained in the patent. Clever drafting of patent applications

should not allow a patent holder to avoid PTO review under this amendment. Any
other result would elevate form over substance.”

7. Oflénsive CollateralEstoppel

During the September 2011 debates on the AIA, Senator Leahy engaged
in a colloquy with Senator Pryor about section 18. Senator Leahy stated at

one point that:

the rule that bars the PTO from reconsidering issues previously considered during

examination or in an earlier reexamination still applies. While a prior district court

decision upholding thevalidity ofa parent may not preclude the PTO from considering
the same issues resolved in that proceeding, PTO officials must still consider the court's

decision and deviate from its findings only to the extent reasonable. As a result, I

expect the USPTO would not initiate proceedings where the petition does not raise a

630 See S. 23, 112th Cong., sec. 18(d) (2011) (engrossed Senate—passed bill).

631 1-LR. 1249, 112th Cong., sec. 18(g)(1) (as introduced); H.R. 1249, 112th Cong.,

sec. 18(d)(1) (engrossed House—passed bill).

632 157 CONG. REC. S1367 (daily ed. Mar. 8, 2011) (Republican Policy Committee sum»

mary of Senate floor managers’ amendment).

635 Id at S5436 (daily ed. Sept. 8, 2011); see also id. at S5408 (daily ed. Sept. 8, 2011)

(statement of Sen. Cantwell) (‘‘What does ‘or other operations’ mean?”).

634 Id. at 85410 (statement of Sen. Schumer); see also id. (“[T]he House bill changes the

definition only slightly so that it does not directly track the class 705 language”).
635 Id

636 Leahy—Smith America Invents Act, sec. 18(d)(1), 125 Stat. at 531.

637 157 CoNG. REC. S1364 (daily ed. Mar. 8, 2011) (statement ofSen. Schumer).
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substantial new question ofpatentability than those that had already been considered
by the USPTO in earlier proceedings.“

It must be noted that Senator Leahy is mistaken. Section 18 does not use

the “substantial new question ofpatentability” test that was employed by pre—

' AIA inter partes reexamination. Instead, section 18 incorporates the threshold
for review that is used by post—grant reviews” That threshold requires the
petitioner to present information which, if“not rebutted, would demonstrate
that it is more likely than not that” a claim in the patent is unpatentableféo
As noted earlier, this threshold requires a strong evidentiary showing, but

it does not require the petitioner to raise a new question ofvalidity.641 The
section 18 threshold allows the Director to institute a proceeding on the basis

of a question that was previously considered by an examiner, so long as the
Director is sufficiently persuaded that the examiner erred.“

Further, there simply is no requirement in the law that the USPTO give

any deference or weight to a district court’s decision with respect to a patent,
much less a requirement that a PTAB panel “deviate from [a district court’s]

findings only to the extent reasonable.”
The Federal Circuit addressed this issue in In re Sweznsonféa It concluded,

with respect to pre—AlA inter partes reexamination, that “Congress did not
intend a prior court judgment upholding the validity ofa claim to prevent the
PTO from finding a substantial new question ofvalidity.”644 In other words,
even under a test that required presentation of a “new” question in order

for an administrative proceeding to be ordered, a previous court judgment

upholding a patent’s validity did not preclude the USPTO from entertaining
a challenge to the patents validity. In re Swanson explained:

PTO examination procedures have distinctly different standards, parties, purposes,

and outcomes compared to civil litigation. In particular, the two forums take different

approaches in determining validity and on the same evidence could quite correctly
come to diflerent conclusions.

638 Id. at S5428 (daily ed. Sept. 8, 2011) (statement of Sen. Leahy).

639 See Leahy—Smith America Invents Act, sec. 18(a)(1), 125 Stat. at 329 (“[t]he transi-

tional proceeding implemented pursuant to this subsection shall be regarded as, and shall

employ the standards and procedures of, a post—grant review under chapter 32” except as

otherwise provided).

640 Id. sec. 6(d), § 324(a), 125 Stat. at 306.

64‘ See supra notes 438-441 and accompanying text.

“Z See Leahy—Smith America Invents Act, sec. 6(d),§ 324(3), 125 Star. at 306. Chapter 32

p0st—grant review—and thus a section 18 proceeding—also allows a review to be instituted

upon a showing that “the petition raises a novel or unsettled legal question that is important

to other patents or patent applications.” In’. sec. 6(d), § 324(b), 125 Stat. at 307.
6“ 540 F.3d 1368 (Fed. Cir. 2008).

5“ Id. at 1378.
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In civil litigation, a challenger who attacks the Validity ofpatent claims must overcome
the resum tion of validi with clear and convincin evidence that the atent isP P 8 P

invalid. If this statutory burden is not met, courts do not find patents valid, only
that the atent challen er did not carr the burden of establishin invalidi in theP 8 V g

particular case before the court. Therefore, a prior holding ofvalidity is not necessarily
inconsistent with a subsequent holding ofinvalidity, and is not binding on subsequent
liti ation or PTO reexaminations.g

In PTO examinations and reexaminations, the standard of proof—-——a preponderance

of evidence——is substantially lower than in a civil case; there is no presumption of
validity; and the examiner is not attacking the validity ofthe patent but is conducting a

subjective examination ofthe claims in light ofprior art. And unlike in district courts,
in reexamination proceedings claims are given their broadest reasonable interpretation,

consistent with the specification. Thus, considering an issue at the district court is not
equivalent to the PTO having had the opportunity to consider it.”

8. Stays ofLitigation

Paragraph (1) of § 18(b) of the AIA codifies a four—factor test that federal
courts must use when a request for a stay of a civil action for infringement of

patent is made on the basis that a section 18 proceeding has been instituted
for that patent.“ Paragraph (2) authorizes a party to take an immediate
interlocutory appeal from the district court’s decision on the motion for a
stay, and provides that “the Federal Circuit shall review the district court’s
decision to ensure consistent application of established precedent.”647

Senator Schurner commented on the four—factor test during the March
2011 debates. He noted that it was a codification of the test announced in

Broadcastlnnowztion, LL. C. 2/. C/mrter Cammuniczztionsfég He explained that:

The amendment employs the Broadcast Innovation test, rather than other multifactor
tests employed by other district courts, because this test properly emphasizes a fourth
factor that is often ignored by the courts: “whether a stay will reduce the burden of
litigation on the parties and on the court.” Too many district courts have been content
to allow litigation to grind on while a reexamination is being conducted, forcing
the parties to fight in two fora at the same time. This is unacceptable, and would be
contrary to the fundamental purpose of the Schumer—Kyl amendment to provide a
cost—eflicient alternative to litigation.

Absent some exceptional circumstance, the institution of a business-methods

proceeding——which requires a high up—front showing and will be completed in a
relatively short period of time—should serve as a substitute for litigation, and result
in a stay of co—pending district court litigation.

By adopting this four—factor test, . . . the amendment also precludes the use ofadditional
factors that are not codified here and that have occasionally been used by some district

645 Id. at 1377-78 (internal citations and quotation marks omitted).

646 Leahy—Smith America Invents Act, sec. 18(b) (1), 125 Stat. at 331.
“*7 Id. sec. 18(b)(2), 125 Stat. at 331.

“B No. 03—CV—2223-ABJ—BNB, 2006 WL 1897165 (D. Colo. Jul. 11,2006).
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courts. For example, a few courts have occasionally employed a different de facto fourth
factor: whether the challenger oflcers “to forgo invalidity arguments based on prior

art patents and/or printed publications considered during an ex parte reexamination

process.” The proceeding authorized by this amendment . . . sets its own standard
for determining what issues may still be raised in civil litigation if a patent survives

PTO review. By codifying the exclusive set of factors that courts are to consider when

granting stays, the amendment precludes courts from inventing new factors such as
extra—statutory estoppel tests.649

Senator Schumer characterized section 18(b)(1) as “plac[ing] a Very heavy

thumb on the scale in favor of the stay,”65° stated that “it is nearly impossible
to imagine a scenario in which a district court would not issue a stay,”651 and
suggested that denial of stay would require “an extraordinary and extremely
rare set of circumstances not contemplated in any of the existing case law

related to stays pending reexamination.”652
With respect to section 18(b) (2)’s authorization of interlocutory appeals,

Senator Schurner suggested that “the filing ofan interlocutory appeal should
result in the stay of proceedings in the district court pending the appeal.”653
He argued that “[s]taying the lower court proceedings while the Federal
Circuit reviews the question of whether the case should be stayed pending

the post—grant review will help ensure that requests to stay are consistently
applied across cases and across the various district courts.”654

Senator Schumer also stated that “ [o]n appeal the Federal Circuit can and

should review the district court’s decision de novo.”655 He explained that:

It is expected that the Federal Circuit will review the district court’s decision regarding
a stay de novo, unless there are unique circumstances militating against a de novo
review, such as subsequent requests for an interlocutory appeal in the same case. A

de novo review is central to the purpose of the interlocutory appeal provision in the

Schumer—Kyl amendment, which is to ensure consistent application ofstandards and

precedents across the country and to avoid one particular court with a favorable bench
becoming the preferred venue of business method patent plaintiffs.“

649 157 CONG. REC. S1364 (daily ed. Mar. 8, 2011) (statement ofSen. Schumer). Senator

Kyl also noted that section 18(b)( 1) codified the Broadazxt Imwz/zztz'o7z test. See id at S 1380

(statement of Sen. Kyl).

65° Id. at S1053 (daily ed. Mar. 1. 2011) (statement of Sen. Schumer).
651

652 Id. at S1364 (daily ed. Mar. 8. 2011) (statement of Sen. Schumer); see also id at

S 1379 (statement ofSen. Kyl) (noting the “congressional policy strongly favoring stays when

proceedings are instituted under . . . section [18]”).

655 Id. at S1364 (March 8, 2011) (statement of Sen. Schumer).

654

635

655

103



642 THE FEDERAL CIRCUIT BAR JOURNAL VOL. 21, No. 4

Senator Kyl noted that paragraph (2)’s requirement that the court of

appeals apply “established precedent” was “based on section [2254(d)(1)] of
title 28, which has been construed to require lower courts to look only to a

fixed body ofcaselaw when making decisions under section 22 54.’’657 Senator
Kyl explained that:

[a]1though the cases applying Broadcast Innovation cite other opinions applying other
tests as sources for some ofits factors, byrequiring application oimestablished precedent,”

subsection (c) limits the relevant precedent to that applying the four factors ofBroaa’ca5t

Innovation in combination. By requiring courts to apply this limited and relatively

consistent body of caselaw when determining Whether to grant a stay, subsection (c)

should ensure predictability and stability in stay decisions across different district
courts, and limit the incentive to forum shop.”

F. AIA § 20: Technical Amendments and Repeal of Deceptive—
Intent Restrictions

Section 20 makes a number of technical corrections to title 35, and also

repeals all of the provisions in title 35 that barred a patent owner from using
Various authorities or raising certain defenses ifthe patent applicants previous
actions were deemed to have been tainted with “deceptive intent.”659

Senator Kyl commented on § 20 during the March 2011 debates on
the AIA, describing the history and purpose of the provisions repeal of the

deceptive~intent restrictions:

[Tlhe bill has been modified by reinserting language that eliminates Various decep tive—

intent requirements that relate to correcting the naming of the inventor or a joint

inventor, obtaining a retroactive foreign filing license, seeking section 251 reissue, or
enforcing remaining valid claims if a claim is invalidated. See generally Kearney C9“
Per/eer Corp. v. Gz'a’dz'ngs €§“Lewz's, Inc. [660] These changes were first proposed in section
5 ofthe original Patent Reform Act of2O05,[6m and have been advocated by universities
and their technology—transfer offices. For reasons that are not entirely clear, subsequent
bills maintained this section and its addition ofsubstructure and titles to the aifected

code sections, but struck the substantive part of the section—-—i.e., its elimination of

the deceptive—intent requirements.

Eliminating the various deceptive-intent requirements moves the US patent system
away from the 19th century model that focused on the patent owner’s subjective intent,
and towards a more objective—evidence—basecl system that will be much cheaper to

litigate and more efiicient to administenm

657 Id. at S1380 (statement of Sen. Kyl). With respect to 28 U.S.C. § 2254, see, for

example, Lockyer 12. Andrade, 538 US. 63, 71-72 (2003).

6” 157 CONG. REC. S1380 (Mar. 8, 2011) (statement ofSen. Kyl).

659 Leahy—Smith America Invents Act, sec. 20, 125 Stat. at 333-35.

66° 452 F.2d 579, 596 (7th Cir. 1971).

“‘ HR. 2795, 109th Cong, sec. 5(c) (2005).

“Z 157 CONG. REC. S1378 (daily ed. Mar. 8, 2011) (statement ofSen. Kyl).
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A deceptive—intent restriction was first added to the patent laws by the 1836
Act, in what is now the § 251 reissue provision.“ A second deceptive—intent
restriction was added by the 1870 Act to what is now the § 253 disclaimer
authorization.“4 The remaining deceptive—intent provisions that appeared
in the code prior to the AIA were added by the 1952 Act.“ The AIA has
repealed them all.“

Two of the repeals are particularly significant. First, the repeal of the

deceptive—intent bars on use ofthe authority to correct the naming ofinventors
in applications and patents, at 35 U.S.C. §§ 116 and 256, will make it easier
to name the correct inventor on what may be the only application or patent

with an effective filing date that is early enough to support a patent.”
And second, the repeal of the deceptive—intent bar in § 288, which allows

enforcement of other claims if one is found to be invalid, should limit the

infectious invalidity that otherwise results from a finding of inequitable
conduct.“ Section 288 will now provide that “ [w]henever a claim ofa patent

is invalid, an action may be maintained for the infringement of a claim of

the patent which may be valid.”669
The effect of this change is not free from doubt, since § 288 refers only

to a claim that is “invalid,” and the modern inequitable—conduct doctrine

characterizes its patent—voiding sanction as “unenforceability.”67° However, the
strict categorization ofinequitable conduct as resulting only in unenforceability
is ofrelatively recent vintage,“ and did not exist at the time that the deceptive-
intent restriction in § 288 was enacted.

“3 See Patent Act oi‘-1836, ch. 357, § 13, 5 Stat. 117, 122 (1846).

5“ See Patent Act of-1870, ch. 230, § 54, 16 Stat. 198, 206 (1871).

6“ H.R. REP. No. 82-1923, at 49-50 (1952).

6“ Leahy—Srnith America Invents Act, sec. 20, 125 Stat. at 333-35.

667 See Leahy—Smith America Invents Act, sec. 20(a), (f), 125 Stat. at 333, 334. Under

the pre-AIA law, ifa true inventor proved in court that the applicant for a patent had misap—

propriated the invention from him and that he was, in fact, the true and original inventor of
the claimed invention, the true inventor could not have the patent corrected to name him as

the inventor and the owner of the patent; rather, his proving that he was the true inventor

resulted in invalidation of the patent. See, tag, Bemis v. Chevron Research Co., 599 F.2d

910, 912-13 (9th Cir. 1979).

668 See Leahy—Smith America Invents Act, sec. 20 (h), 125 Stat. at 334; see also Therasense,

inc. V. Becton, Dickinson 86 C0,, 649 F.3d 1276, 1288 (Fed. Cir. 2011) (“[T]he remedy for

inequitable conduct is the ‘atomic bomb’ ofpatent laW.”).

669 See 35 U.S.C. § 288 (2006), amended {7}/Leahy—SrnithAInerica lnvents Act, sec. 20 (h),
125 Star. at 334.

67° See].P. Stevens 8C Co. v. Lex Tex Ltd., 747 F.2d 1553, 1560 (Fed. Cir. 1984).

67] See id. (‘‘\Whether the [inequitable conduct] holding should be one of invalidity or

unenforceability has had no practical significance in cases thus far presented to this court”).
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More importantly, courts construing § 288 as the inequitable—conduct
doctrine developed in the 19703 clearly relied on the sections deceptive—

intention exception——rather than the notion that the doctrine escapes the
reach of § 288 because it is expressed as unenforceability—when concluding
that § 288 does not shield otherwise untainted and valid patent claims

from the reach of inequitable conduct’s infectious invalidity. For example,

in Kearney 65“ Yrecker Corp. 2/. Giddings 6?“ Lewis, Inc.,“”‘ a patentee who was
found to have engaged in inequitable conduct with respect to some claims
in his patent attempted to shield the remaining claims with § 288.673 The
Seventh Circuit held, however, that § 288’s “statutory requirement [that a

patent applicant act] ‘without deceptive intention’ ” referred to “actual fraud
or other inequitable conduct.”674 "lhe court concluded that, “[fjairly read,
§ 288 prohibits the maintenance of any action on a patent which includes
claims that are invalid by reason of deceptive intention.”675

A patentee charged with inequitable conduct also attempted to use § 288
to salvage other patent claims in C/Jromalloy American Corp. 12./l/lay Surfaces
Cam That court quoted the text of§ 288, emphasizing its deceptive—intention
restriction, andstated: “ [t]hus, § 288 by its express terms rules out infringement

actions to enforce a patent in which any one of its claims is invalid by reason

of fraud or deception.”677
The clear import of these early judicial constructions of § 288 and its

interaction with the inequitable—conduct doctrine is that, but for that sections

deceptive—intent restriction, § 28 8 would protect the remaining patent claims
in the event that some are found to be void on account ofinequitable conduct.

G. AIA § 22: USPTO Funding

This provision has no substantive eifect—it simply restates pre—AIA law

regarding the deposit ofUSPTO user fees in a U.S. Treasury account. It is the
vestige that remained after a revolving fund for patent fees, which would have
given the USPTO direct access to its user fees and ended fee diversion, was

6" Kearney 86 Trecker Corp. v. Giddings 86 Lewis, Inc., 452 F.2d 579 (7th Cir. 1971).
673 See id.

674 Id. at 596.

675

67‘ 339 F. Supp. 859, 875 (D. Del. 1972).

677 Id. at 875; see also Strong v. Gen. Elec. Co., 434 F.2d 1042, 1046 (5th Cir. 1970);

Chisholm—Ryder Co. v. Lewis Mfg. Co., 398 F. Supp. 1287, 1301 (WD. Pa. 1975) (“35

U.S.C. § 253 and § 288 preserve valid claims, despite the invalidity of other claims, if the

invalid claims were made Without ‘deceptive intention’. ‘Deceptive intention’ . . . requires

actual fraud or other inequitable conduct”).
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added to the Senate bill in March 201 1 via the floor managers’ amendment,“
preserved in the House bill as introduced and through markup in April
2011,“ but then stripped from the final bill in June 2011 as the result of a
battle with the Appropriations Committee.68°

Creation ofa revolving fund giving the USPTO direct access to its user fees
was first recommended by President ]ohnson’s patent—reform commission in

1966.681 Senator Coburn was the principal champion of a USPTO revolving

fund in recent Congresses. During the Judiciary Cornmittee’s markup of the

patent—reform act in 2007, he succeeded in adding a revolving fund to the
bill.“ In the next Congress, however, Senator Coburn’s amendment to add
the same provision to the bill was defeated by a vote of 10-9685

After the revolving fund passed the Senate as part oftheAIA in March 201 1,

and began to move in the House, the Chairmen ofthe House Appropriations
and Budget Committees sent a letter to Representative Lamar Smith “strongly
oppos [ing] ” the revolving fund and demanding that the provision be “deleted
or otherwise be modified prior to floor consideration” of the A1A.684

\When the House bill returned to the Senate later in 2011 Without the

revolving fund, Senator Coburn sought to reinsert the revolving fund into
the bill. He noted that “[s]ince 1992, almost $1 billion has been taken out

of the Patent OffIce,”685 and that past commitments to avoid diversion of
USPTO user fees had been breached.686 In response to arguments that the

appropriations process allows legislative oversight over the executive branch,
Senator Coburn noted that “there has not been one oversight hearing of the

Patent Office by the Appropriations Committee in either the House or the
Senate for 10 years.”687

678 157 CONG. REC. S1037—39 (daily ed. March 1, 2011) (text ofmanagers’ amendment).

679 See HR. 1249, 112th Cong., sec. 22(c) (2011) (introduced and reported bill).

680 See 157 CONG. REC. H4450 (daily ed. June 22, 2011) (text offloor managers’ amend»

ment); id. at S5372—73 (daily ed. Sept. 7, 2011).

681 See 8. REF. NO. 90-5, at 45 (1967).

“*1 See S. 1145, 110:}; Cong., sec. 15(c) (2008); s. REP. No. 110259, at 40 (2008).

683 See S. REP. 111~18, at 32 (2009); see also id. at 49-52 (Supplemental Views of Sens.

Coburn, Hatch, Grassley, and Kyl). During the March 2011 debates on the AIA, Senator

Coburn gave an extended speech on the subject of fee diversion that detailed the history of

the problem and its negative impact on the USPTO’s ability to make long term plans. See

157 CONG. REC. S1209—12 (daily ed. Mar. 3, 2011).

“*4 157 com. REC. S5373 (daily ed. Sept. 7, 2011).

6” Id. at 55417 (daily ed. Sept. 8, 2011).
686 See id at S5418.

5”’ Id. at 85416.
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Senator Coburn also quoted from and submitted for the Record a recent
letter to him from the USPTO Director that described the negative impact

that fee diversion has had on the patent system. The letter stated in part:

This year alone, We anticipate that the agency will collect approximately $80 million in
fees paid for USPTO services that will not be available for expenditure in performing
those services. Quite clearly, since the work for which these fees were paid remains

pending at USPTO, at some point in the future We will have to collect more money
in order to actually perform the already—paid—for services.

Further, the unpredictability of the annual appropriations cycle severely hinders
USPTO’s ability to engage in the kind of muiti-year, business—like planning that is
needed to eifectively manage a demand—driven, production—based organization.”

During the September 2011 floor debates on the ALA, Senator Leahy did
not oppose the Coburn amendment on its merits. He simply noted that
“acceptance of [the Coburn] amendment will effectively kill the bill. Even
today the leadership in the House told me they would not accept that bill
with it.”689

The Senate tabled Senator Coburn’s amendment to add the revolving fund

back into the bill by a vote of 50-48.690
The one positive result in the otherwise bitter ending to the 2011 effort

to enact a USPTO revolving fund is that, as part of the agreement to

accommodate the House appropriators’ demands that the revolving fund be
removed from the AIA, the House leadership secured a commitment from the

appropriators to give the USPTO full access to its user fees. Specifically, the
House Appropriations Committee pledged that future bills will appropriate
all estimated fee income to the USPTO, and will include critical language

providing that any funds collected in excess of appropriated amounts shall
be “available until expended,” and thus will be made available to the USPTO

through the reprogramming process, Without the need to enact additional
legislation.” The first full—year USPTO appropriations bill that was enacted

683 Id at S5417 (August 1, 2011 Letter from the USPTO Director to Sen. Coburn).

689 Id. at $5418; see also id. at S5-421 (“There is no reason to believe the House position

will change. I checked with both the Republican and Democratic leaders over there”).

69° See id. at 55439 (daily ed. Sept. 8, 2011).

691 See id. at S 542i—22 (lune 22, 2011 Letter to the House Speaker and Majority Leader

from the Chairman of the Appropriations Committee). The ability ofthe USPTO to spend

funds above its appropriated limit without the enactment of subsequent appropriations

legislation is important because, under section 302(b) of the Congressional Budget Act, ap-

propriations subcommittees cannot appropriate money beyondwhat is allowed in their annual
302(b) allocations. See MEGAN SUZANNE LYNCH, CONGRESSIONAL REsEARcH SERVICE, THE

BUDGET RESOLUTION AND SPENDING LEGISLATION 5 (2009). Because a subcommittee typi-

cally initially spends to the limit of that allocation, in order for alsubsequent appropriations
bill to give the USPTO access to any user fees beyond the initially appropriated amount,
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after the AIA maintained this commitment.”

H. AIA § 35: Default Effective Date

Section 35 creates a default effective date that applies to any provision of

the ALA that is not subject to any other eflrectivedate provision.693 It provides
that the ALA’s provisions shall take efFect one year after the AIA’s enactment
and “shall apply to any patent issued on or after that effective date.”694 As
noted in the discussion of 35 U.S.C. § 298,695 the final version of the new

advice—of—counsel rule was not given its own effective date.“ As a result, that
rule is subject to the ALA § 35 default effective date.

I. AIA § 37: Calculation of the Patent-Term—Extension Deadline

Enacted in 1984, section 156 of title 35 allows a patent owner to have his
atent term extended b the amount oftime that his atent term was runninP Y P 8

while his patented product was subject to a federal regulatory review period
durin which the roduct could not be marketed or sold.” The USPTO’sg P

grant ofthis extension is ministerial—the patentee is entitled to the extension
ifhis term ran during the review period.698 The only additional requirement,
per subsection (d) (1), is that the patentee must seek the extension “within the

sixty—dayperiod beginning on tlsige date the product received permission . . . for
commercial marketing or use.”

In March of 2001, the USPTO denied a patent—terrn extension for
An iomax,7°° an anticoa ulant, on the basis that the extension a licationg 8 701 PP
was filed outside of the sixty—day statutory deadline. A missed deadline is

another program within appropriations subcornrnittee’s jurisdiction (that is, within the

Commerce Department) would need to be cut by an equivalent amount in order to keep

the subcommittee’s annual spending within its 302(b) allocation. fa’.

692 See Consolidated and Further Continuing Appropriations Act, Pub. L. No. 112-55,

125 Stat. 552, 594 (2011).

695 See Leahy—Srnith America Invents Act, sec. 35, 125 Stat. at 341.
694

6” See supra Part LM.

6% See supra note 329 and accompanying text.

697 See 35 U.S.C. § 156 (2006), amended by Leahy—Smith America invents Act, sec. 37,
125 Stat. at 341.

698 See id.

699 Id. § 156(d)(1).

70° U.S. Patent No. 5,196,404 (filed July 6, 1990).

701 See Andrew Pollack, Patent Bill Viewed as Bailoutfor a Law Firm, N.Y. TIMES, Sept.

7, 2011, available athttp://wvvw.nytirnes.com/201 1/09/08/business/patent—bill—could—save—
a-law—firn1-millions.html.
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a textbook case of legal malpractice,7°2 and Medicines Company had hired
established law firms to handle its patent filings for Angiomaxm In almost
any other case, Medicines Company would have simply recovered its damages

from the law firms’ legal malpractice insurers.

Angiomax, however, was Medicines Company’s flagship drug, andhad been
entitled to approximately four and a halfyears ofpatent term extension.704 It
appears that the Value of this patent-term extension was approximately one
and a half billion dollars.7°5 No law firm carries that much legal malpractice

insurance, nor do even the biggest law firms have assets from which such
sums can be extracted.7°6

Section 37 ofthe AIA adds a flush sentence at the end ofsubsection (d) that

specifies that if permission for commercial marketing or use of a product is
received by the patentee on a weekend, a holiday, or after 4:30 P.M., Eastern
Time, on a business day, such permission will be deemed to have been received
the next business day.7°7

Moreover, § 37 applies to any application for a patent—term extension

that is pending on or after the AlA’s enactment—0r “as to which a decision

regarding the application is subject to judicial review” upon the enactment
of the AIA.7°8 That is, § 37 also applies to any extension application whose

grant or denial is being challenged in court at the time ofthe AIA’s enactment,
regardless of when the original application was filed or denied. Because the
denial of the Angiomax PTE was “subject to judicial review” when the AIA
was enacted, § 37 reaches back over ten years to apply its new language to the

Angiomax PTE application. Commercial marketing or use had been granted

702 See Mazuca 8c Assocs. v. Schumann, 82 S.W3d 90, 97 (Tex. App. 2002).

7” See Pollack, supra note 702701.
704 [d

705 See id. (noting that “ [s] ales ofAngiomax accounted for virtually all of The Medicines

Company’s $437.5 million in revenue [in 2010]”).

706 According to The Medicines Company’s filings with the Securities and Exchange Com»

mission, the company tentatively settled a potential legal malpractice case against one of the

two law firms that potentially bore liability for the Angiornax PTE filing for $232 million,

ofwhich $117 million was to be paid from the proceeds of legal malpractice insurance and

$115 million was to be paid, over a ten year period, by the law firm itself. See Medicines

Co., Quarterly Report (Form 10-Q), at 11—12, Ex. 10.1 (March 31, 2011) [hereinafter SEC

filing]. Ifone assumes that the insurer paid up to the policy limits, plus additional legal and

lobbying expenses, the policy limit must have been about $100 million. And $115 million

over ten years apparently reflects the amount that can be extracted from a law firm of this

size before the individual partners, who bear no personal liability, leave for other firms and

the law firm disintegrates.

707 Leahy-Smith America Invents Act, sec. 37, 125 Stat. at 341.
708
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to Angiomax after 4:30 PM. on a Friday, and the application had only been
filed a day or two late.7°9 As a result, § 37 rendered the February 14, 2001,

Angiomax PTE application timely filed.71°
Section 37 is substantively uninteresting——had the change been applied

only prospectively, it would be entirely unremarkable. The special—interest
nature of the provision, however, caused great controversy, particularly when
the AIA returned to the Senate in September 2011. Its enactment offers a

classic example of the use of a large legislative vehicle and a comprehensive
lobbying campaign to enact a provision that otherwise would be unlikely to
have become law.

Section 37 was adopted on the House floor in June 201 1 as an amendment

offered byRepresentative Conyers, the rankingmember ofthe Housejudiciary

Committee.“ Representative Conyers characterized the amendment as a
“technical revision” that would eliminate “confusion regarding the deadline

for patent term extension applications.”m Representative Lamar Smith spoke
against the amendment, noting that it would interfere with pending litigation
and arguing that, “as a practical matter, this is a special fix for one company.”m’

The Congressional Record does not adequately convey the high drama that
accompanied the subsequent vote on the Conyers amendment. These unusual
events are best appreciated as preserved in C—SPAN’s video librarym As that
record shows, the amendment was at first rejected by a hair’s breadth vote of

209~208.715 Several members protested, however, that another member had
been in the Well and about to Vote as the vote on the Conyers amendment

was gaveled closedm A member eventually obtained unanimous consent to
vitiate the initial vote (virtually unheard of on the House floor) and to have

7”” See Medicines Co. v. Kappos, 731 F. Supp. 2d 470, 471, 473 (E.D. Va. 2010). In 2007,

the USPTO determined that because the patent code requires that a PTE application be filecl

“wit/ain the sixty—day period beginning on the date” of FDA approval, 35 U.S.C. § 156(d)

(1) (emphasis added), the day on which the FDA grants approval of a new drug consumes

the first day of the 60—day filing period. See Medicines Co., 731 F. Supp. 2d at 475. In other

words, the PTE application is required to be filed on the day that is only 59 days after the

day of FDA approval. This USPTO decision, though quite a trap for unwary lawyers, did

not affect the timeliness of the Angiomax filing, but rather only resulted in a USPTO de—

termination that the application was two days late rather than just one day late. Id. at 473.

71° Leahy—Smith America Invents Act, sec. 37, 125 Stat. at 341.

7” 157 CONG. REC. H4489 (daily ed. June 23, 2011).
712

715

7” House Sesxion june 23, 2011, C—SPANV1DEo, http://www.c—spanvideo.org/pro-

gram/300142—2. The relevant events begin at about the 4:50:00 mark.
715

716
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the House vote for a second time on the amendmentm On the second vote,

the amendment passed by a vote of 223-198.”; .
Immediately after the Conyers amendment was added to the AIA, it drew

sharply negative press coverage. One news story was titled, “A Late Addition
Worth $214 Million: Amendment to the PatentReform Bill LastWeekWould

BenefitPowerful LawFirm, Drug Cornpany.”m Another article, “Taking Long
View on Patent Fight Pays Off,” described the omnibus lobbying strategy that
led to the Conyers amendment’s improbable Victory?”

When the House—passed AIA came before the Senate in September,

Senator Sessions, long an opponent ofvarious iterations of § 37,721 offered an
amendment to strike it from the bill. The day before the Senate vote on the

Sessions amendment, the New York Times published an article titled, “Patent

Bill Viewed as Bailout for a Law Firm.’’722 And on the morning of the Vote,

the W221!Streetfourmzlpublished a sharply critical editorial, titled “OfPatents

and Earmarks: The Dog Ate My Homework Act.”m
Section 37 and the Sessions amendment were heavily debated in the Senate

on September 8, 201 1, the dayofthe final votes on the AIA.724 Senator Sessions
described the provision as the product of“one of the most ferocious lobbying
efforts the Congress” has ever seen,725 and denounced § 37 as “a special act to
give a wealthy law firm, an insurance company, and a health care company
special relief.”m Senator McCain described § 37 as “an egregious example
of corporate welfare and blatant earmarking,” a “shameless special interest

provision,” and noted that “there are 14 million Americans out ofwork and a

717

718 Ia].

719 John Stanton, A Lztte/lddz'tz'0n VVort/J $214 1141'/lion, ROLL CALL, June 28, 2011, avail-

zzéle dthttp: //wwvv.rollcall.com/issues/5 6_146/a_late_addition_patent_bill_vvorth_214_rnil-

lion_MDCO_WilrnerHale—206838-1 .html.

72° John Stanton, Ykking Long View on Patent Fig/at Pays Ofif ROLL CALL, June 29, 2011,

czz/zzilzzéle at http://www.rollcall.com/issuesl56_147/taking long View on patent fight

pays_off—206877—1.html?pos=hln.

721 See S. REP. 110-259, at 40 (2007) (noting Sen. Sessions’s voting against a similar

proposal during the 2007 Senate Judiciary Committee markup); see also 157 CONG. REC.

H4489 (daily ed. June 23, 2011) (proposing the amendment).

722 See Pollack, supra note 702701.

723 See 157 CONG. REC. S5442 (daily ed. Sept. 8, 2011). The Wall Street Journal does

not make the editorial freely available on its website. Senator McCain, however, read almost

the entire op—ed into the Record.

"4 See 157 2;; at 55402-07, s542o_21, SS425~26, 85434-36 (daily ed. Sept. 8,2011).

725 Id. at 35402 (statement of Sen. Sessions). It is estimated that nearly $20 million was

spent on the lobbying campaign to enact § 37. See Stanton, supra note 721720.

726 157 CONG. REC. S5403 (daily ed. Sept. 8, 2011) (statement of Sen. Sessions).
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full day of the Senate’s time is being spent debating a bailout of a prominent

law firm and a drug manufacturer.”727
After six years of efforts on patent reform, the sponsors and supporters of

the AIA understandably were eager to send it directly to the President for

his signature.” During the bill’s last few days in the Senate, however, the
debate on § 37, influenced especially by the negative press coverage, swung

sharply against the provision?” Had the Sessions amendment been the only
amendment offered on the bill, it probably would have passed’3°——it seemed

inevitable that the House would simply repass the same bill that it had passed

in June, minus a provision that was now viewed much more negatively than

it had been when it was first adopted.”

The Sessions amendment was not the only amendment that was scheduled

to receive a vote before final passage of the AIA, however.” The Senate had

entered into a unanimous—consent agreement that provided for a vote on the
Coburn amendment after the Sessions arnendment.733 And that amendment,

which would have restored to the bill a USPTO revolving fund that powerful

House appropriators had objected to,754 was viewed as an addition to the AM
that the House would not accept.735

Moreover, when a major, long—sought bill is finally on the verge of going
to the President, members often can be persuaded to oppose all amendments

simply in order to conclude the legislative process and avoid jeopardizing
the bill by sending it back to the other body.""’ Once one amendment passes,

however, amendment discipline tends to break down, and other amendments

pass as well, because the argument that the bill can be sent straight to the

727 Id. at S5420 (statement of Sen. McCain). See also id. (“Why is this provision i11 the

patent reform bill? One reason: special interest lobbying to convince Congress to relieve the

company and its law firm from their mistakes”). Senator McCain later submitted a state-

ment for the Record in which he indicated that he Voted against the AIA on final passage

because ofits inclusion of§ 37. See id. at S5442. Informal interviews with stafflater indicated

that at least half of the Senators who Voted against the AIA on final passage did so solely or

primarily because of § 37.

728 Duffield Interview, supra note 140.
729

750

731

7” See 157 CONG. REC. S5377 (Sept. 8, 2011).
733

73‘ 157 com. REC. 85419 (Sept. 8, 2011) (text ofamendment); 157 Com. Rm 85373

(Sept. 7, 2011).

7” 157 com. REC. 85438 (Sept. 8, 2011).

736 Duffield Interview, supra note 140.
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President no longer applies.” Thus the AIA bill managers feared that if the
Sessions amendment were adopted, although that amendment itself was

unlikely prevent quick House passage of a final bill, it would lead to passage
of the Coburn amendment, whose adoption would eliminate any clear path
to the enactment of the bill?”

In the end, the Sessions amendmentwas only defeated by avote of47—5 1.739
It is likely that the added pressure to defeat the amendment that was created

by its potential impact on the subsequent vote on the Coburn amendment
was decisive in preserving § 37.740

The Senate Printing and Graphics office prints formal display versions of

final public laws, which are known as redlinesm These documents are printed
on ten—inch by fifteen—inch parchment, have a red border, and consist of the
first and last page ofthe public law.m The AIA redline has been a popular item
among the many members, congressional staff, USPTO employees, patent
lawyers, and many others who devoted countless hours to the deliberations,

negotiations, and drafting that produced the AIA. The final item that is visible
on the AIA redline, however, is § 37.743 Its presence there is a reminder that
nothing about the AIA was inevitable or entirely predictable, and that even

737

738

7” 157 CONG. REC. S5436 (daily ed. Sept. 8, 2011).

74° Duffield Interview, supra note 140. If § 37 had been stripped from the AIA, The

Medicines Company might still have preserved its patent term extension through litiga-

tion. Indeed, a federal district court earlier had ruled that the Angiomax PTE had, in fact,

been filed within 60 days of the FDA’s approval ofAngiomaX. See Medicines Co. v. Kap-

pos, 731 F. Supp. 2d 470, 483 (E.D. Va. 2010). That district court decision, however, was

on appeal at the time that § 37 was enacted, see SEC filing, supra note 707706, at 29, and

it principally depended on the district court’s conclusion that the day that Angiomax had

“received permission for commercial marketing or use” from the FDA (and the 60-day clock

had begun to run) must be a different (and later) day than the day that “commercial use or

marketing of [Angiornax] was permitted” by the FDA (and thus the company could begin

marketing and selling the drug). See Medicine: Ca, 731 F. Supp. 2d at 479. Because it is far

from certain that the Federal Circuit would have attributed the same significance (or any

significance whatsoever) to the distinction between “receiving permission” from the FDA

and “being permitted” by the FDA-—particularly if that court were inclined to give any

deference to an administrative agency in its interpretation of the time limits governing the

agency’s proceedings-——it is unsurprising that the affected parties, despite their victory in the
district court, did not abandon their efforts to secure enactment of § 37.

741 Telephone Interview by Beatrice Gatti with Dana Colarulli, Director ofGovernmental

Affairs, USPTO (Apr. 12, 2012).
742

743 I61'
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the best laid plans and most thorough preparations cannot eliminate the role
of chance in life.

Conclusion

There likely will be an effort in Congress to amend those parts of the AIA

that do not read as Congress had intended~—an effort to repeal, for example,

the could—have-raised estoppel that was applied to post~grant review for civil

litigation, and to give the new § 298 advice—of—counsel rule a proper effective

date. And there is already talk of addressing other unfinished business—

extending the prior—user defense to protect substantial investments in the

manufacture of consumer products, limiting the availability of injunctions

in ITC proceedings, and whether something can be done about the fact that

such a grossly disproportionate share of patent cases is filed in the Eastern
District ofTexas.

After the enactment of the AIA, however, the important developments in

the patent system will occur primarily in the Federal Circuit and the USPTO.

It is there that it will be determined whether the AIA’s provision ofadditional

resources to the USPTO and its reform ofpatent rules andprocedures Will result

in a reduction in the application backlog and an increase in patent quality;

whether the signals sent by the Supreme Court and by parts of the AIA will

result in a more conservative tailoring of the definition of patentable subject

matter; whether the new post—grant review and the reformed inter partes

review—and section 18 proceedings-——will function as an efiicient alternative

to litigation, and could be extended beyond their AIA limits; and whether

the AIA and recent judicial decisions will achieve the goal of eliminating

subjective elements from patent law and creating an objective, transparent,

and less expensive patent system. The interpretation, implementation, and

absorption of these and other elements of the AIA is a task that will occupy

the USPTO and the courts for many years to come.
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