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Ms. Alpha Lillstrom
Legislative Aide
Senator Jon Tester
Washington, DC

Alpha:

As | said in a recent fax, since | have talked to you by phone in October | have
become better informed about the Patent Reform Act (PRA), $.1145. | have
been in contact with some of those here in Montana who would be negatively
effected by passage of the PRA. There was, and | believe generally still is, little
awareness of the PRA here in Montana. | have tried to raise awareness of the
PRA here in Montana. | believe, however, many/most people in Montana who
would be effected by passage of the PRA are still unaware of the PRA.

As a licensed US patent agent, | am more knowledgeable about the associated
issues than most people. My motivation for opposition to the PRA is not
income-based. | derive little income from working as a patent agent and do not
expect this to change in the future. I simply believe the PRA has great
potential to harm Montana and the country.

This fax contains some of my considered thoughts and conclusions about
the PRA in a kind of brief “Cliff Notes” format. There are seven important
conclusions on the next page. | expand on those seven conclusions on the
following pages. | think with a little reading even an interested outside observer
would come to the same conclusions. The most important supporting documents
are short and are attached to this fax; they are the NVCA Press Release, IEEE
letter, two Judge Michel letters, part of the Rooklidge article, and the Rappaport
letter. Also included is part of an article by economist Pat Choate. All of the
cited excerpts from these supporting docs are short (more info on the docs
below). If you want to have a quick look at some other supporting docs, I'll send
the others by email. I'd be happy to go over the content of this fax letter with
you to speed your understanding; I'll call you in a few days to touch base
with you.

Thanks,

=l
Robert (Bob) McGinnis, MD, MSEE, Registered US Patent Agent
January 28, 2008
Bozeman, Montana
406-522-9355
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Ms. Alpha Lillstrom “Cliff Notes” on Patent Reform Act (PRA) aka

HR1908/51145

Here are seven important conclusions:

1.

2

0.

It is clear the PRA has the potential to put a significant number of
people out of work here in Montana.

The PRA is an “anti-patent” law that weakens patent holder rights. The
market dominant companies in the CPF don't need, and are threatened by,
patents. Congress could specifically address CPF complaints of “bad patents”
and “patent unfairness”. But the PRA “‘solves” CPF complaints not by
addressing specific problems of unfairness, but by devaluing patents
and weakening the rights of all patent holders, good and bad.

There is no evidence that there is an American patent litigation crisis or
that Coalition for Patent Fairness (CPF) member companies are
experiencing an economic crisis due to patent disputes or litigation.

The CPF says the PRA will promote the common good and general
“progress, competitiveness, innovation and fairness”, but it’s clear the
proponents are primarily concerned with the special interests of a relative
handful of large market dominant companies in the Information Technology
(I'T) industry. Despite their economic success, influence, and even CPF
member philanthropic work, when it comes to the PRA, the CPF is just a

Special Interest Group.

The PRA makes most of the U.S. and the courts unwilling guinea pigs in
a devastating, unnecessary, and untested legal experiment. This has
generated a great deal of anxiety and opposition from experienced,
recognized experts.

PRA passage would keep the U.S. from creating a green energy
independent future for itself and the world and from addressing other
important technological challenges.

PRA proponents are attempting to pass the PRA nontransparently, in
“stealth mode”, so that most stakeholders, and all opponents, have no time
to understand what is in the bill. The effects of the bill are also poorly

understood. This is no way to pass bills in a democracy, especially
important ones that effect essentially everybody.
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Ms. Alpha Lillstrom “Cliff Notes” on Patent Reform Act (PRA) aka 3
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More Detailed Discussion of Each of the above Seven Conclusions

I will now discuss each of the above points in some more detail.

1. It is clear the PRA has the potential to put a significant number of
people out of work here in Montana.

« Montana Bioscience Alliance publicly opposed to PRA (supporting
doc: the Alliance signed 430+ sighature October opposition letter to
Senate leaders), existence of their member companies threatened.
Thirteen member companies signed letter of apposition.

+ PRA publicly opposed by Montana companies: Glacier Cross
(Kalispell), Phillips Environmental (Belgrade), SGM Biotech
{Bozeman), Ligocyte Pharmaceuticals, (Bozeman), Peaks&Prairies
(Malta), Z-Dye (Bozeman).

+ Some other Montana companies, including non-Bioscience
companies, that are patent holders: GSK Biologics in Hamilton
{formerly Corixa), Semitool in Kalispell, REC Silicon in Butte, ILX
Lightwave in Bozeman, Precision Lift (now based in South Carolina,
but with a welding facility in Great Falls), Dobeck Performance
(Belgrade), American Eagle (Missoula), Purity Systems (Missoula) and
others.

+ Many/most Montana companies still unaware, do not understand
the proposed law or feel comfortable registering opposition. Even
larger Montana companies too small to have real in-house patent
expertise; takes time for even patent practitioners to learn about the
PRA. Unlike well-financed full-time PRA lobbyists, opponents are
unpaid, less organized, amateur part timers.

+« Venture Capitalist (VC) opposition indicates PRA will hurt present
and future investment in small companies and job creation.
Supporting doc: Press Release, National Venture Capital Association
(NVCA) opposing PRA. Dr. Rob Bargatze, MT Bioscience Alliance
President, knows a lot about patents, VC investment & start-ups.
You should talk to him.

+ Employment prospects and University enroliments in math &
science would likely drop due to decreasing R&D investment. This
is essentially predicted by the IEEE (Institute of Electrical and
Electronic Engineers) the nation’s largest engineering society and

others.
2. The PRA is an “anti-patent” law that weakens all patents and patent
holder rights, good and bad. The market dominant companies in the CPF

don’t need and are threatened by patents.” Congress could specifically
address CPF complaints of “bad patents” and patent unfairness. But the PRA
“solves” CPF complaints not by addressing specific problems of
“unfairness”, but by devaluing patents and weakening the rights of all
patent holders, good and bad. The PRA is a radical change in the law.?
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Ms. Alpha Lillstrom “Cliff Notes” on Patent Reform Act (PRA) aka

HR1908/51145

Under the PRA essentially no patent holder would obtain fair economic
returns on his/her patented invention.*

The PRA weakens patents so much, there is no room to
compromise—hence current impasse in patent reform. You can’t
compromise the protection of an invention or young company

and its inventions from economic predators anymore than you

can compromise the protection of a human infant from animal
predators. It's just not realistic, the predators will find a way to

“consume” the invention.®

Most CPF founding members (e.g., Dell, HP, Cisco, Apple, Intel)
started by 1 or 2 people years ago, small companies like this cannot
survive PRA.

3. No evidence of an American patent litigation crisis or Coalition for
Patent Fairness (CPF) member companies having an economic crisis
due to patent disputes or litigation.

Federal Judicial Caseload statistics reveal no U.S. patent
litigation crisis. Patent lawsuits as a percentage of patents granted
has remained constant at 1.5 percent per year over the last 15 years.
About 97% of suits begun never go to trial, e.g., about 3% (102) went
to trial in 2006. The number of suits has grown proportionately {1.5%)
with the economy and the number of patents.®

No evidence CPF member companies having an economic crisis
due to patent disputes/litigation. Patent settlement payments
amounted to about 0.1% of revenues per year for CPF founding
members (Apple, Dell, Intel, HP, Cisco, Micron, and Oracle) in the 11
year period 1996-2006. R&D for these founding members increased
277% between 1996 and 2006. These founding members R&D
investments during these 11 years was $131 billion; disclosed patent
settlements were 1.5% of this $131 billion total.”

4. The CPF says the PRA will promote the common good and general
“progress, competitiveness, innovation and fairness”, but it’s clear the
proponents are primarily concerned with the special interests of a relative
handful of large market dominant companies in the IT industry. Despite their
economic success, influence, and even CPF member philanthropic work,
when it comes to the PRA, the CPF is just a Special Interest Group.

-

The CPF PR campaign oversimplifications has led to untrue
misconceptions like: “the CFF is working for the ‘common good” and
embracing progress”.

The CPF justifies the PRA with a National Academy of Sciences
(NAS) report and other "Blue Ribbon" type reports calling for patent
reform. But these reports DO NOT RECOMMEND what is in the
Patent Reform Act (PRA).®
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L J

Another CPF sponsored misconception: patent reform is about
“Tech vs. Pharma/Biotech”. It's not Tech vs. Pharma/Biotech, it's
those who like strong patents vs. those who don't. The market
dominant companies in the CPF don't need or really want patents.2
PRA is a radical new “anti-patent” law.3 PRA does not address
specific CPF complaints of unfairness, but “solves” CPF
complaints of “unfairness™ by devaluing all patents & patent rights,
good and bad.

Tremendous amount of opposition to PRA from outside-IT
industry and even within the IT industry. Strong opposition from
within IT includes notable companies like Qualcomm, Motorola, Texas
Instruments, SanDisk and InterDigital; see especially InterDigital’s
bitter Senate Judiciary Testimony.® The |EEE (Institute of Electrical
and Electronic Engineers), nation's largest engineering society,
strongly opposes PRA. Many employees in CPF companies belong
to IEEE and oppose PRA.

IT industry is only one of many “Tech” or “Hi-Tech” industries. IT
{computer software/hardware/digital electronics) is simply one
specialty in Electrical Engineering (EE). | know about this, | have an
MS degree in EE. Many other important EE specialties and non-EE
technologies, examples: solar cells, LEDs, control systems, power
generation, electromagnetics, optics, lasers, electron materials,
nanotechnology, remote sensing, medical imaging; non-EE
technologies: biotechnology, chemicals, pharmaceuticals, materials,
medical devices, manufacturing, agricultural products, aeronautics.
Other non-IT technologies now really more important than IT,
because they will help the US meet its energy/environmental and
public health challenges.

Chairman Leahey apparently also taken in by CPF’s PR campaign
Non-IT technologies do not fit description of “smokestack industries”
and have nothing to do with the CPF's microchips that Judiciary
Chairman Leahey mistakenly believes are current “emblems of
industry”."®

Many knowledgeable pro-invention groups have expressed
strong opposition to PRA. Groups include large companies (e.g.,
Coalition for 21° Century Patent Reform that includes 3M, Bridgestone,
Caterpillar, Corning, Dow, DuPont, GE, GSK, Medtronic, Merck,
NorthropGrumman, P&G, Weyerhaeuser and others), large National
Organizations (e.g., IEEE, BIO, AIPLA, ABA-IP Section, NAM, USBIC,
MDMA), small companies, Venture Capitalists (e.g., NVCA),
Universities (e.g., AUTM, the Big Ten Universities), individual inventors
(e.g. PIA-USA), organized labor {(e.g., AFL-CIQO). Suppeorting
documents: opposition statements made by groups will be sent by
email.
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Such opposition makes clear the PRA is fundamentally flawed and will
badly harm the country. No good can be accomplished by shoving the PRA
down the throats of most in the U.S. Congress must find a better approach
to patent reform than the CPF-authored PRA, which is anti-patent. Again,
unfortunately there isn’t much room for realistic compromise: can’t half protect
an invention from economic predators; predators will find a way to “consume”
the invention.

The PRA makes most of the U.S. and the courts unwilling guinea pigs in
a devastating. unnecessary, and untested legal experiment. This has

generated a great deal of anxiety and opposition from experienced,
recognized experts.

CPF promoted misconception: The PRA’s new method of damages
determination (regarding “apportionment”) is necessary because
CPF companies make products with many (e.g., thousands or
millions) of components; and patent holders are being unfairly
compensated for more than the commercial value of a small patented
component.

Real Truth #1: Companies (e.g., electronics, automotive, aeronautics,
computer) have been making products with thousands/millions of
components for years. Current patent law already deals with this
situation and the courts have been handling it well for decades.
Under current law a careful analysis is already being done: the patent
owner and convicted infringer present their evidence to the Court as to
the patented component’s contribution to the commercial success of
the infringing product. Supporting documents (attached): Two
public letters from Chief Judge Michel of the Court of Appeals of the
Federal Circuit (CAFC) indicate that there is no need for the new PRA
provision. The CAFC is one step below the Supreme Court, sets most
American patent law precedent. Judge Michel also rejects pro-PRA
Judiciary testimony and endorses a report by W. Rooklidge, Esq.
past President AIPLA."

Real Truth #2:The underlying intent of the PRA’s new damages
method is to minimize the money value of a patented component
(invention) and to compensate the patent owner much less than the
invention contributed to the commercial success of the larger
(infringing) product. Supporting document: IEEE Position, Rooklidge
article. First sentence of the Rooklidge article states that provision of
PRA “purporting to reform patent damages law are more akin to
‘repeal’ rather than ‘reform’ ”. In other words, there will be little or no
damage awards paid out for infringement (illegally making or using an
invention).'™

Examples: Bose Wave Radio and inhalable insulin for diabetic
children™
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CPF promoted misconception: The PRA’s new method of damages
determination (regarding “apportionment”) is just “commaon sense”
and will work smoothly.

Real Truth: The new method of determining damages has also been
severely criticized by Judge Michel as a radical change in patent law
causing a massive damages trial in every case, increased litigation,
greatly increased costs and delays, and a period of great uncertainty
lasting years.™

Period of years of great uncertainty & litigation due to nobody
understanding meaning of phrases in proposed PRA law."®

Judge Michel: new PRA damages method far too oversimplified
‘fo account for [the] many different type of circumstances” encountered
by the courts.™

Congress abandoned mandatory ‘apportionment’ about 60 years
ago as unworkable."”

6. PRA passage would keep the U.S. from creating a green energy
independent future for itself and the world.

At a time when we need strong patent protection to encourage
invention for a green energy independent future, the PRA weakens
patent protection. In effect the PRA is the last thing we need right
now to solve this problem. American political leadership is touting a
green energy independent future as the next frontier that is full of
possibilities for technological innovation, economic growth, jobs and
idealism; see Senators McCain-Lieberman Climate Stewardship-
Innovation Act of 2007."

Green and alternative energy technologies have little or nothing
to do with the CPF’s microchips that Judiciary Chairman Leahey
mistakenly believes are now the “emblems of industry”.10 We as a
society cannot enter that frontier at the same time we're
weakening out patent laws and discouraging invention. There are
other technological challenges we face as a country as well, such as
public health problems, that would similarly be adversely effected.

7. PRA proponents are attempting to pass the PRA nontransparently, in
“stealth mode”, so that most stakeholders, and all opponents, have no
time to understand what is in the bill. The effects of the bill are also
poorly understood. This is no way to pass bills in a democracy,

especially important ones that effect essentially everybody.

L J

The PRA was passed by the US House with about an hour's long
debate and a confusing manager's amendment; | watched the debate
on C-span. There was little or no time to determine what was in the
House bill (HR 1908). The Senate appears poised to follow suit, the
quote below is from an Association of University Technology Managers
{AUTM) link entitled_Patent Reform Debate Moves to the Senate._

"We anticipate that Senators Leahy and Hatch will introduce a
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manager's amendment that wilf try to address some of the concerns
that have been raised by numerous entities including universities. We
do not know, however, what will be in the amendment or how
much time will be available to analyze the provisions for their
impact upon university technology transfer. Some worry that
there will be a very small window for commentary and input.”

See http:/Iwww.autm.net/about/AboutAUTM patentReformSenate.cfm

¢ See also last sentence, first page IEEE letter indicating lack of
understanding by Congress and others of the effects of the PRA.

Endnotes:
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L See entire second paragraph on first page of IEEE letter to House Judiciary Chairman
Conyers, August 27, 2007.

For decreased R&D investment due to PRA, see also House Judiciary testimony on behalf of
the anti-PRA Coalition for 21** Century Patent Reform (G. Griswold of 3M, April 26, 2007)
which states: "The 40+ members of the Coalition are innovating and manufacturing
companies that rely on an effectively functioning patent system that informs their
invesiment decisions to create and market innovative products. Coalition members
spend billions of dollars on R&D, and provide hundreds of thousands of high quality
American jobs to thase involved in the creation, manufacturing and markelting of those
products.”

A reading of the full Griswold testimony (regarding: mandatory apportionment, second window
in post-grant review, interlocutory appeal of claim construction, inequitable conduct defense,
venue restrictions) makes clear the Coalition for 21° Century Patent Reform views the PRA
as badly eroding patent protection; adverse effects on the above cited investment in R&D
would logically follow.

: “Rather than depending on patents, large information technofogy companies can
increasingly rely on their market power and cross-lficensing relationships.” Two Views of
Innovation, Colliding in Washington by John Markoff, NY Times, January 13, 2008.

> “If, on the other hand, the Congress wishes to_radically change the law, | suggest that a far
more carefully-crafted and lengthy provision would be required.” Chief Judge Michel of the
Court of Appeals of the Federal Circuit (CAFC) discussing the PRA in a public letter of 6/7/07
(attached) to Shanna Winters of House Judiciary, p. 1 last paragraph. The CAFC is one step
below the Supreme Court, sets most American patent law precedent.

 Bmaller companies, Universities, and individual inventors are particularly vulnerable to this
adverse effect of the PRA. But even larger companies will be effected too. Hence the PRA’s
potential to put people out of work in Montana and the US generally is significant.

’ In fact it's not even generally realistic to compromise the protection of a large company’s
invention from predators— hence the opposition of even large companies. If the protection is
compromised those economic predators will find a way o “devour” the invention.

s See “CPF Argument Two” (bottom p. 11 top p. 12) in The Patent “Faimess Issue” An
Analysis by Dr. Pat Choate, and see last paragraph p. 1 of Letter of Irving Rappaport, Esq.,
former Chief IP Counsel Apple, National Semiconductor, Bally Mfg., and Medtronic.

7 |bid., “CPF Argument Four” and “CPF Argument Five”, pp. 12 and 13.

* The Blue Ribbon type reports are the NAS, Federal Trade Commission (FTC) and Council
on Foreign Relations (CFR) reports. PRA provisions are: (1) new method of damages
calculation, (2) second window for post-grant review (3) limiting venue. The reports only
mention the issue of (1) damages in terms of treble (triple) damages for willful infringement—
a totally different issue than what's in the PRA, which has to do with how the AMOUNT of
damages is calculated. The reports favor a (2) short post-grant review—much different than
what's in the PRA. And the issue of (3) venue is not really covered at all in the reports.
Significantly, reform of the inequitable conduct defense in a way that is pro-patent, as
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advocated by the NAS, is not included in the PRA.

» See especially Senate Judiciary Committee testimony of Bruce Bernstein of IT company,
InterDigital, on June 6, 2007 “Despite media claims to the contrary, the IT industry is
absolutely not united in its support for mandatory apportionment, post-grant
opposition or other measures that would fundamentally weaken patent rights. To the
contrary, tech industry support for such measures appears primarily limited to large,
incumbent manufacturers that are opportunistically using the phrase patent “reform”
to justify legislation that would reduce their litigation costs and liability when they
infringe third party patent rights. These big tech manufacturers are well aware that the
threat of meaningful damages is often the only leverage that a small patentee possesses to
Secure a licensing agreement with a corporate giant; and they are equally aware that a
mandatory apportionment standard would all but eliminate that leverage. Similarly, these
large manufacturers view the proposed post-grant opposition system as a means of tying up,
and more easily "busting” inconvenient patents, through endless administrative challenges,
with little or no downside risk. In essence, these large tech manufacturing firms are seeking to
unwind the very exchange implicit between the inventor and society when he or she discioses
his or her invention in the first place.” Senate Judiciary Committee testimony of Bruce
Bernstein, Chief IP Officer, InterDigital Communications Corporation, June 6, 2007 .

InterDigital is an IT company every bit as much as any IT company in the CPF. It’s
market capitalization is about 1$Billion, bigger than PALM. InterDigital has been in
existence and inventing since 1972. They are not a “patent troll” and their inventions
are used by the CPF companies.

v *Over the years, our patent laws have served our inventors and our economy well, but they
were crafted for a different time when smokestacks, rather than microchips, were the
emblems of industry.” Statement of Chairman Leahey United States Senate Committee on
the Judiciary Patent Reform: The Future of American Innovation June 6, 2007.

1t Judge Michel sent two letters. First letter to Senators Leahey and Hatch (May 3, 2007);
second paragraph last page states no convincing “need for either [damages or claim
construction] provision”. Second Letter to House Judiciary Minority Counsel Shanna Winters
(June 7, 2007); Judge rejects pro-PRA testimony of law professor, John R. Thomas, and
endorses Rooklidge article in 1° and 2" paragraphs first page, Judge states current law
stable, well-understood 4™ paragraph first page of letter. Rooklidge article (“Reform” of Patent
Damages: S1145 and HR1908) states no need for damages reform bottom p. 6 to bottom p. 7
of article. Rooklidge article describes how current damages law works on pages 1-2.
Rooklidge systematically rebuts Professor Thomas House Judiciary testimony and examines
case law.

2 See also IEEE letter to House Judiciary Chairman Conyers, August 27, 2007 under Right
of inventor to obtain damages (bottom p. 2) “.apportionment of damages might not fully
value a patented contribution. A single improvement to a small component of a patented
device might completely elevate the operation of the entire device o ‘superstar status’”

» Inhalable insulin Senate Judiciary Committee Testimony (June 6, 2007) Katherine
Biberstein, on behalf of the Biotechnology Industry Organization (BIO) “During testirmony
before a House Judiciary Subcommittee on this issue, Members were directed to the example
of the Post-it® note, and asked to consider what value remains for that invention once the
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value of the paper and the adhesive are sublracted out. But let me provide you with what |
believe is a more compelling question — whether, for instance, as the parent of a diabetic
child faced with years of insulin injections, you woufd want fo disincentivize a company such
as Alkermes from its groundbreaking work on an inhaled form of insulin that can replace
multiple daily injections, simply because the starting point for that research — begun many
years ago — were two things that already existed as “prior art,” insulin and small, hand-held
inhalers?”

Bose & their patented Wave Radio speaker system is discussed in Rooklidge article (see
Rooklidge p. 11). JBL was convicted in court of infringement (illegally making and selling)
Bose's patented speaker system. The Court considered JBL's argument that damage
payments should be small and based on a small cheap component. But the Court found that
Bose's speaker system is what caused JBL's sales success and awarded damages based on
the entire speaker system. But under the new PRA, Bose would likely have received little or
nothing in damages, because the key invention component is a cheap plastic port tube.

“ First Michel letter (May 3, 2007) first paragraph page 2; second Michel letter (June 7, 2007)
fourth paragraph page 1, second and third paragraphs page 2; both attached.

s Second Michel letter (June 7, 2007) 3™ paragraph page 2, last sentence attached.

'* Second Michel letter (June 7, 2007) fourth paragraph page 1, especially last sentence, and
first paragraph p. 2 attached.

7 “Significantly, Congress expressly and resoundingly rejected mandatory ‘apportionment’ in
1946 when it adopted the existing statutory standard for calculating damages, codified in
Section 284 of the Patent Act. ... To revert back fo an apportionment standard that was
universally condemned more than 60 years ago would represent a major step backwards for
our patent system -- the very antithesis of patent reform.’” ” Senate Judiciary Committee
testimony of Bruce Bernstein of InterDigital, June 6, 2007.

'* For example, Senators Lieberman and McCain have sponsored the Climate Stewardship
and Innovation Act. When the_Climate Stewardship and Innovation Act was first introduced in
2003 Senator Lieberman said: "By capping emissions and tapping market forces fo meet
those goals, this bill will heat up American innovation and cool down our changing
climate. Qur approach promises environmental progress in reducing harmiul global warming,
economic progress by creating new high-tech jobs to meet emissions goals, and
infernational progress by showing our alfies that we're serious about this global problem.” The
Climate Stewardship and Innovation Act was reintroduced in 2007 by Senator Lieberman see
U.S. Senate Committee on Environment & Public Works Statement of Joseph |.
Lieberman Hearing: FULL COMMITTEE: "Senators’ Perspectives on Global Warming."
Tuesday, January 30, 2007 at
http://epw.senate.gov/public/index.cim?FuseAction=Hearings.Statement&Statement_ID=529c¢
48c8-147d-4290-9464-f7de7dec7805
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Nationod Yenture Copltal Assooation

Emily Mendell, NVCA, 610-565-3904, cmendell@nvea.org
Channa I.uma, The Weiser Group [or NVCA, 302-368-2345, cluma@ weisergroup.com

NATIONAL VENTURE CAPITAL ASSOCIATION ENCOURAGES CONGRESS TO
SUPPORT INNOVATORS IN PATENT REFORM LEGISLATION

Association Adds Its Veice to Those Seeking Compromise on Critical Components of 5. 1145

Washington D.C., October 25, 2007 — The National Venture Capital Association
(NVCA) today participated with a coalition of concerned members of the business
community to urge Congress to be mindful of the implications of proposed patent reform
legislation on small, emerging growth companies. Many of these young companies,
which are often venture-backed, rely on patents as their only asset and are seeking
continued support to protect their intellectual property. At a joint press conference, the
NVCA asserted that legislation currently before the US Senate (S.1145) as currently
written does not go tar enough in that protection, and leaves small innovative companies
vulnerable to infringement by larger players.

“When a venture capitalist considers investing in a small company that holds one or more
patents, the value of those patents is a determining factor in their investment decision,”
said Mark Heesen. president of the NVCA. “If a start-up 1s going to be burdened with
endless challenges to the validity of their patents or if the start-up doesn’t have access to
reasonable damages if a larger corporation infringes on that patent, it can hurt that
company’s chances of being funded. These small companies need to be directing their
resources towards research and development and building their businesses — not
defending themselves against patent suits and fighting infringement. Patent reform must
address these critical issues or the innovators will be hurt.”

The venture capital community is concerned about several aspects of S. 1145 including
post grant opposition rights and apportionment of damages. As currently written, the
proposed Senate legislation has an expansive post-grant opposition window which would
offer those opposed to a patent several years and two separate windows to bring
opposition forward. This would create harmful, extensive delays and uncertainty which
could be highly detrimental to small venture-backed companies that need patent certainty
to exploit rapidly changing technological advantages. The NVCA supports a 12 month
window that will allow ample time to file an opposition and serve to quickly weed out
bad patents. but will not foster repeated challenges to patent validity.

The NVCA also has concerns over the language around apportionment of damages or
how remuneration 1s calculated once a patent holder wins an infringement case. The area
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of contention centers around whether damages should be calculated based on the value of
the component product itself or from the product’s impact on a larger product or system.
This is particularly problematic for medical device companies whose discrete
improvements to a product may positively impact the sale of an entire system. The
NVCA has suggested an approach to legislators that would maintain the current multi-
factored analysis in calculating damages while providing limited circumstances in which
apportionment many apply.

“The NVCA is working with Congress to ensure that smaller innovators are not harmed
by well-intentioned patent reform and we appreciate their willingness to engage with us
on these discussions,” continued Heesen. “We are optimistic that final patent reform
legislation will strengthen the overall system but will allow small companies to compete
with larger corporations by leveraging their unique intellectual property contributions.”

The National Venture Capital Association (NVCA) represents approximately 480 venture
capital and private equity firms. NVCA's mission is to foster greater understanding of the
importance of venture capital to the U.S. economy, and support entrepreneurial activity
and innovation. According to a 2007 Global Insight study, venture-backed companies
accounted for 10.4 million jobs and $2.3 trillion in revenue in the United States in 2006.
The NVCA represents the public policy interests of the venture capital community,
stiives to maintain high professional standards, provides reliable industry data, sponsors
professional development, and facilitates interaction among its members. For more
information about the NVCA, please visit www.nvca.org.
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27 August 2007

The llonorable John Conyers, Jr.
Chair, Housc Judiciary Commiittce
U.S. llouse of Representatives
2426 Rayburn 1HODB

Washington, DC 20515-2214

Dear Congressman Conyers, Jr.:

IEEE-USA, which represents the interests of more than 215,000 engineers, scientists and allied
profcssionals in the U.S., opposcs the Patent Reform Act of 2007 (H.R. 1908). Wc believe that much of
the legislation is a disincentive lo inventiveness, and slilles new businesses and job growih by threatening
the financial rewards available to innovators in UL.S. industry. Passage of the current patent reform bill
language would only serve to relax the very laws designed to protect American innovators and prevent
infringement of their ideas.

Creative Americans made the United States the world’s leader in innovation: American workers generate
new intcllectual propertics that enhance our competitivencss: and companics — both large and small —
thrive on the economic incentives that come [rom being able o protect intellectual property. Al 4 lime
when many jobs are leaving this country, passage of ILR. 1908 would not only cost us our ability to
compete globally, it could result in little reason for future generations of Americans to study math and
science. We are very pleased that Congress passed the COMPETES Act, legislation that will improve
STEM education Tor students so that the United States can continue (o train the world’s linest scientists
and engineers. Ilowever, while U.S. companies may be able to look forward to a well-educated and
preparcd workforee, the cmployment of the next generation of the ULS. technology workforec is
dependent upon the ability of afl companies Lo have the undeniable right w protect and enforce their
innovations.

IEEE-USA belicves that, left as is, the patent reform legislation will create an environment that is harmful
Lo individual inventors and small husinesses. We are concerned that H.R. 1908 lavors the companies with
the financial resources that enable them to tread on others’ patent rights by commercializing works and
inventions they did not create. IEEE-USA would like to sce patent reform legislation continue to support
the ideals of the COMPETES Act and encourage and reward Americans who choose (0 become
innovators.

Whilc the legislation docs contain some good aspects, H.R. 1908 contains many uncertaintics that require
proper scruliny as well as research o determine the overall eflfect on ULS. businesses. We ask thal you
not adopt patent reform until evervone, including Congress, understands the issues and the cffects of the
rctorm.

The Institute of Eleetrical and Electronics Enginccrs, Ing, - United States of Anwrica
8,’23 L Strect, NJW., Seite 1202, Washington, DUC, 200836-5104 UsA
tioe: +1 202 FBS GUFLY = Faxe +1 202 785 0335 = E-madl: ieccusa@icco.org » Web: hitpy/ /www.iceeusaorg
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In particular I1:115-USA has the following concerns with this legislation:

¢ Venue restriction provisions: In general, IEEE-USA supports the venue restriction
provisions of the bill with the exception of the “micro-entity’ carve-out discussed
below.

¢ Microentity carve-out for venue provisions: IELL-USA believes the “microentity”
carve-out for venue provisions to be excessively restrictive, and results in certain
unpredictable consequences. The definition is so restrictive that only a de minimus
number of individuals will receive any actual benefit. l'or example, the income
requirements exclude most engineers and inventors.

* Standards for Patentability: [EEE-USA strongly opposes the revisions Lo the
anticipation standard and climination of 35 USC § 102(f). This rcvision grants
unreasonable extraterritoriality thal disadvantages the Uniled Stales withoul
obtaining any concessions tfrom other countries. Essentially, we are giving away
extratertitorial control while receiving no reciprocity. This ushers in an
infringement standard based only in the .S, and an invalidity standard based
Internationally. "This provision will strengthen loreign and multinational
companies and weaken the position ol U.S. companies and inventors.

¢ Post-grant procedures and other quality enhancements: ICLE-USA IPC has
strong Teservations about creating post-grant procedures. Instead, we favor pre-
grant improvements to patent procurement and other quality enhancements which may
be achieved by allowing more examination time, and hiring and relaining [urther
superior employees. Patent infrinpement lawsuits are filed primarily to rectity thett
of innovations. The proposed post-grant procedures could be used by large entities as a
tactical litigation delay (of up to one-and-a-half years), giving larger businesses an
unnecessary compelitive advanlage. Post-grant procedures may also cloud the validity
of issued patents, thus reducing the value of patents held by start-up companies and
universities (particularly, from the view of venture capitalists).

* Right of the inventor to obtain damages: While we applaud elTorts Lo reduce the cosls
ol litigation, IH1E-USA has reservalions aboul (his change in calculating patent
infringement damages that will likely reduce the risk for established, large entities,
giving them the advantage of increasced bargaining power over smaller competitors and
start-up companies. To promole the progress ol uselul arts, inventors deserve (o be
compensaled according to the value of their inventions in an infringing product. In
somg arcas of technology, modern products arc composcd of literally thousands of
inventions. [t will be dilTicult 1o consistently and (airly altribule value 1o patents based
on improvements over the prior art, and apportionment of damages might not tully
value a patented contribution. A single improvement 10 a small component of a device
might completely clevate the operation of the entire device to “'star status.” Patent
holders and potential infringers may thus disagree on apportionment when calculating
the damages valuation. While it would be easier (o apportion damages based on the
total number of inventions involved, the courts must be allowed the flexibility to dircet
damage awards bascd on the true value of the infringing invention.

]
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¢ Regulatory authority: Congress should continue existing limitations on the PTO’s
regulatory authority — which work well — and not expand it. IEEL-USA believes that
the Dircctor’”s authority should be restricted to promulgating only regulations and
procedural rules under 35 USC §2(b), which the Direclor determines necessary Lo carry
out provisions of this legislation. This would give the Director the authority to adjust
the agency’s operations to carry out new mandates without giving the position
unlimited rule-making authority.

¢ Submissions by third parties and other quality enhancements: IEEE-USA applauds
the attempl Lo provide pre-granl submissions, bul believes thal pre-issue submissions
could be used disproportionatcly by large corporations to block smaller entitics
allempling Lo protect innovations, Large corporations have the resources 1o research
and follow the patent applications of start-up companics which arc potential
compelitors. On the other hand, start-up companies have minimal resources o operale
their endeavors, and likcly do not have the time and resources to follow and submit
prior arl against the patent applications of large corporations. Accordingly, there will
nol be an equal level ol scruliny and prior arl submission [or all palent applications,
creating a varying presumption of validity for patents. A safeguard should be
implemented to ensure equal scrutiny during prosccution of patent applications. IEEE-
USA opposcs mandatory publication. This cxception should be maintained.

e First-to-file inventor: [EEE-USA strongly opposes a change from a first-to-invent
system to a first-to-file system without concessions from foreign countries. 'Lhe current
first-to-invent system is important to smaller entities and it seems unwise o give away
this system without receiving concessions from patent systems in foreign countries.

IEEE-USA applauds the lact that Congress is making elTorls Lo relorm the U.S. patent
system and we recognize the difficulty in addressing conpeting interests while
simultancously cnsuring a favorable outcome for the very diverse patent-dependent
industries in our cconomy. However, our hope is that you will reconsider the issucs, and
we ask that Congress reconsider hasty adoption ol the bills in their current form Lo ensure
that patent reform truly addresses U.S. business needs and ensures jobs in the U.S. by
making the U.S. patent system work better.

Sincerely,
.:\\ . S . - : ——
R”. u-(u 1 Et;
L

John Meredith

20077 IEEE-USA DPresident

Kceith Grzelak, Chairman

2007 1IEEL-USA Intellectual Property Policy Commillee

{Letter sent to House Leaders/Judiciary Commnitiee and to
Senate Leaders/ Judiciary Commifiee concerning the companion bill 8. 1145)
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Hnited States Qourt of Appeals
for the Wederal ircnit

717 MapisoN PLACE, N.W.
WaASHINGTON, D.C. 20439

CHAMEBERS OF June 7, 2007
CHIEF JUDGE PAUL R. MICHEL By Fax: 202-225-3673

Shanna A. Winters

Rayburn House Office Building
Room B-352

Washington, D.C. 20515

Dear Ms. Winters,

Thank you for your telephone call yesterday afternoon concerning determining
damages in patent infringement cases under the reasonable royalty language of the
Patent Act. As promised, | have since reviewed some of the Federal Circuit decisions
that address aspects of this subject, and | have also identified and attached an article
that should help you more than reading individual opinians. Significantly, it was written
by a seasoned patent litigator with direct experience in how such damage theories are
actually litigated in court. Lawyers employed by particular companies, like most law
professors, have little or no experience from that perspective. Mr. Roaklidge, by
contrast, has several decades of litigation experience in precisely these types of cases.

His article was written since late April and may be the most current available on
the subject. It is certainly clear and comprehensive. In addition, it references some of
the testimony before your subcommittee in April, as well as the specific language of the
pending bills.

The footnotes cite other useful sources you may wish to consult, including
authoritative treatises by practitioner Robert Harmon and Professor Donald Chisum,
and several recent articles on the point. They provide further background, which you
may find helpful.

If the House Judiciary Committee intends to continue the damages law as
-currently practiced, after decades of refinement in individuai court decisions, it need do
nothing. This body of law is highly stable and well understood by litigators as well as
judges. If, on the other hand, the Congress wishes to radically change the law, | suggest
that a far more carefully-crafted and lengthy provision would be required. Like the body
of caselaw, such a provision would need to account for many different types of
circumstances, which the present provision does not.
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In my opinion, plucking limited language out of the long list of factors summarized
in the Georgia Pacific case that may be relevant in various cases is unsatisfactory,
particularly when cast as a rigid requirement imposed on the court, and required in
every case, rather than an assignment of a burden of proof under a clear standard of
proof imposed on the party that should bear that particular burden, and that would only
arise in a rare case. As | said, under current caselaw, the burden of apportioning the
base for reasonable royalties falls on the infringer, while the burden for application of
the Entire Market Vaiue Rule falls on the patentee. In most cases, apportionment is not
an issue requiring analysis.

Further, as | also attempted to explain, the present bills require a new, kind of
macroeconomic analysis that would be extremely costly and time consuming, far more
so than current application of the well-settled apportionment law. Resulting additional
court delays would be severe, as would additional attorneys’ fees and costs. Many view

current delays and costs as infolerable.

In short, the current provision has the foliowing shortcomings. First, it requires a
massive damages trial in every case and does so without an assignment of burden of
proof on the proper party and articulation of a clear standard of proof associated with
that burden. Second, the analysis required is vastly more complicated than that done
under current law. Third, the meaning of various phrases in the bills would be litigated
for many years creating an intervening period of great uncertainty that would discourage
settlements of disputes without litigation or at least prior to lengthy and expensive trials.

| appreciate your call and your effort to better understand the gap between
current law and practice, and what the bills would require. | am of course available if you
need further assistant in understarding the reality behind my May letter to the
Chairman,

Sincerely,

Pud R AN
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“Reform™ of Patent Damages: S. 1145 and H.R. 1908
by
William C. Rooklidge!

The provisions of the current Senate and House patent reform bills, S.11452 and
H.R. 1908,} purporting to reform patent damages law are more akin to “repeal” than
“reform.” Upon close inspection the proposed legislation would not codify existing law,
and in fact would make substantial changes destructive to the patent system. This paper i
examines the components of the damages reform legislative provisions and explains how _'
the “prior art subtraction” approach used in the bills would completely eliminate :
§ reasonable royalty damages in many cases. This paper also examines the logic behind \
the “need” that has been expressed for reform of patent damages law in the context of the |
bills. But first, this paper will summarize the relevant, current law. -

The Law of Patent Damages in a Nutshell
Damages in patent cases are governed by section 284 of the statute, which states
in relevant part;
Upon finding for the claimant the court shall award the claimant
damages adequate to compensate for the infringement, but in no event less
than a reasonable royalty for the use made of the invention by the
infringer, together with interest and costs as fixed by the court.?

This statute requires adequate compensation for use of the invention, and sets a
reasonable royalty as the minimum of this adequate compensation. The reasonable
royalty may take the form of a lump sum or running payments, but in either case is often
calculated on a “base” of sales of a particular infringing product or uses of a particular
infringing process, That base is not always the same as the claimed invention, a fact that
results both from the market for the product or process and the way patent claims are
drafted. The market affects the royalty base because some inventions lend significant
value to more complex products or processes, while others have little impact on the
demand for such products or processes. The form of patent claim affects the royalty base
because the patent drafter may draft the claim narrowly to a particular component of the
product or step of the process, or may draft the claim broadly to the product or process
itself,

I The author is a partner at Howrey LLP’s Irvine, California office and formerly served as president of the
American Intellectual Property Law Association. The views expressed in this paper, however, are the
author’s personal views, and should not be attributed to the AIPLA, Howrey LLP, or any client of the
author or his firm.

2§, 1145, the Patent Reform Act of 2007, 110" Cong., 1* Sess. (introduced April 18, 2007).

*H.R. 1908, the Patent Reform Act of 2007, 110™ Cong.. 1 Sess. (introduced April 18, 2007y, The House
and Senate bills are virtually identical.

4350U.8.C. §284
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Patent law addresses the effect of these factors on the royalty base in two
principal ways. The first is the “entire market value rule,” which recognizes that the
econonic value added to a product or process by a patented feature may be greater than
the value of the feature alone. A decade ago, in the Rite-Hite case, the Federal Circuit
reviewed the background and rationale of the entire market value rule, and confirmed that
patent infringement damages should be based on the full value of the infringing product
or process in those instances where the patented feature is the basis for customer demand
for the entire product or process.’ This expansion of the royalty base beyond the patented
invention requires that the patentee establish that the patented feature is the basis for the
market demand for the entire product or process.

The second principal way in which patent damages law addresses the effect of the
market and patent claim scope on the royalty base is contraction of the royalty base by a
method known as “apportionment.” The district court opinion in the Georgia-Pacific
case 1dentified a list of factors that may be relevant to determining a reasonable royalty
for patent infringement damages,” including factor 13, which is often cited for the
proposition that courts should consider “{t]he portion of the realizable profit that should
be credited to the invention as distinguished from non-patented elements, the
manufacturing process, business risks, ar significant features or improvements added by
the infringer” when apportioning damages.® In other words, even though the claimed
invention 1s drawn to an entire product or process, portions of the value or profit
associated with that product or process can be subtracted from the damages base because
they are attributable to the infringer, rather than the patentee. In this instance, the burden
is on the accused infringer to establish that damages should be apportioned.?

* Rite-Hite Corp. v. Kelley Co., Inc, 56 F.3d 1538, 1549 (Fed. Cir)) (eir hanc), cert. denied, 116 5. Ct. 184
{1995).

% Courts early on placed on the patentee the burden of justifying expansion of the damages base using the
entire market value rule. See Garreison v. Clark, 111 U8, 120, 121 (1884) (refusing to use the entire
market value rule to expand the damages base for a patent on an improvement i the methed of moving and
securing in place the movable jaw or clamp of a mop head to the entire mop). This makes sense both
because expansion of the damages base would benefit the patentee and because the patentee (or its
predecessor in mierest) controlled the drafting of the claims that led to the disparity m scope between the
claimed invention and the product or process it seeks to include in the damages base through the entire
market value rule,

¥ Georgia-Facific Corp. v. United States Plywood Corp., 318 F. Supp. 1116 (S.D.N.Y. 1970), modified and
aff’d, 446 F.24 295 (2™ Cir, 1971), cert. denied, 404 U.S. 870 (1971).

LN
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¥ Courts early on placed on the infringer the burden of justifying contraction of the damages base through
apportioninent. See Elizabeth v. Pavement Co., 97 US. 126, 141 (1877),
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Several of Professor Thomas’s cases fall into the category of cases in which the
court applied the correct law, but the factual basis for application of the law is debatable.
In Bose Corp. v. JBL, Inc.#7 the United States Court of Appeals for the Federal Circuit
affirmed the district court’s application of the entire market value rule after finding that
the inventive component was an integral functioning element of the speaker system that
resulted in improved performance that drove customer demand, and that it was this
improved performance that the infringer sought to achieve by incorporating the patented
invention into its speaker systems. Bose sued JBL for infringement of its patented
loudspeaker enclosure having a port tube that radiated acoustic energy to a region outside
the enclosure. JBL asserted that the royalty determination should be based only on the
value of the port tube. The district court found that the port tube was an integral
functioning element of the speaker system that resulted in improved performance that
drove customer demand, and that it was this improved performance that JBL sought to
achieve by incorporating the patented invention into its speaker systems. Accordingly,
the district court calculated damages based on the value of the entire speaker systems. In
confirming the judgment, the Federal Circuit said:

The district court found that the invention of the “721 patent
mextricably worked with other components of loudspeakers as a single
functioning unit to provide the desired audible performance. The court
also found that the invention of the <721 patent improved the performance
of the loudspeakers and contributed substantially to the increased demand
for the products in which it was incorporated. Bose presented unrebutted
evidence that the invention of the ‘721 patent was integral to the overall
performance of its loudspeakers by way of the elliptical port tube, which
eliminated port noise and reproduced improved bass tones. JBL's
marketing executive also acknowledged that improved bass performance
was a prerequisite for JBL's decision to go forward with manufacturing
and selling certain loudspeakers. Bose presented evidence detailing its
efforts to market the benefits of its loudspeakers using the invention of the
‘721 patent and provided testimony on its increase in sales in the year
following the introduction of its speakers containing the invention. All of
this was substantial evidence to support an award of a reasonable royalty
based upon the entire value of the loudspeakers.

Thus, even though the patent claim specifically related to the overall enclosure within
which the inventive port operated, the court neither limited the royalty base to the
enclosure, nor apportioned the base to the port alone. Instead, the court considered the
effect of the port on the consumer demand for a speaker system having the qualities
provided by this combination, found that the port was the basis for the value of the
overall speaker system assembly, and determined that it was appropriate to award
damages accordingly. In other words, the Bose court correctly applied the entire market
value rule to the facts it found.

47274 T 3d 1354 (Ted. Cir. 2001).






