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The patent system is an important motivator for new technology. But in its
present state, the patent system has problems and loopholes that allow for
abuse and exploitation, harming rather than promoting innovation.

In this white paper, we look at how to fix those problems in patent law, by
identifying areas that are currently abused and that require reform. Those
five areas are:

Accounting for all inventors. The standards for patenting must account for
all types of inventors, large and small, and especially those who work out-
side the patent system.

Clarity of patents. Patents are intended to disseminate knowledge about
new inventions and technologies. Thus, patent documents must be made
clear and understandable, so that they serve that function.

Targeting the right parties. Threats of complex patent litigation, levied
against consumers, small companies, and non-technology businesses, sti-
fle innovation without any corresponding benefit to inventors.

Avoiding gamesmanship in litigation. Licensing and enforcement of
patents should be about the merits of the patents, not about a party’s abil-
ity to run its opponents into the ground with litigation costs.

Maintaining competition in the innovation economy. Patent owners ought
to use their patents in ways consistent with long-standing principles favor-
ing a competitive marketplace.
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1 Introduction

Patents are simultaneously one of the most obscure
and one of the most contentious areas of the law. “Even
Rube Goldberg couldn’t have invented anything as con-
fused and perverse as America’s patent and intellectual
property protection system,” said one scholar, compar-
ing the patent system to the artist “famous for crafting
machines of ridiculous complexity”! That complexity
has not stopped numerous efforts for reform, with mem-
bers of Congress introducing eleven patent-related bills
in 2013.2

One would think that this esotericity and contention
would leave no room for agreement on patent policy.
But there is one area of widespread agreement: patents
are one of the most abused areas of the law. The term
“patent troll,” coined by a lawyer in the early 2000s, is
well known in the general lexicon to refer to an entity
who produces no products of its own but rather asserts
patents, often patents on inventions that the entity did
notitself invent, against companies who do produce new
technologies and products.® Criticisms of patent trolls,
and of the patent system that gives rise to them, abound.

These accounts of abuses by patent trolls are nei-
ther hypothetical nor academic. The harms to small
businesses, innovators, and the economy are well doc-
umented and empirically researched. One report doc-
umented that small companies had stalled product de-
velopment, delayed hiring new employees, or even gone
out of business as a result of patent assertion.* Another
widely-cited study estimated the direct costs of patent
assertion by non-practicing entities (that is, companies
that exist solely to assert patents) at $29 billion in 2011,
with $10.8 billion of that coming from small- or medium-
sized firms.> Patent litigation is big business, making it an
attractive target to those wanting to abuse it.

Although there are abuses, it is also necessary to ac-
count for the important purposes and values that un-
derlie the patent system. By providing the reward of a
patent, patents give inventors an incentive to research
and develop new inventions, and also give those inven-
tors some lead time in bringing products to market.®
Without patents, the theory goes, small inventors would
never spend time inventing, since large companies could
sweep in, copy the inventions, and undercut the small
inventors’ businesses. And certainly many inventions

through history, such as the light bulb, the airplane, and
the photocopier, were invented by small inventors and
protected by patents.’

To find the right direction for policy reform of the
patent system, it is necessary first to reconcile these two
competing threads, of the value patents have created
and the harm they are causing.

1.1 A Generally Good System, But Often Abused

These two divergent views of the patent system, as
destroyer of small businesses and as engine of innova-
tion, have led to wildly different and apparently irrecon-
cilable views of that patent system. On the one hand,
some have called the system fundamentally flawed and
advocated for the abolition of patents altogether.?2 Oth-
ers have defended the need to protect inventors at all
costs and opposed any changes that might upset or po-
tentially weaken patents.®

But both of these views seem overly simplistic, and un-
fair to a complex system such as patents. The question
is whether there is an adequate middle ground, where
the benefits of the patent system can be maintained and
even enhanced, while the drawbacks can be removed.

At the most basic level, the answer to resolving these
conflicting views on the patent system seems to be this:
there is a core of patents that is useful and valuable to
society. That core has been surrounded by layers and
layers of abusive practices, clever lawyering, and mon-
eyed interests to turn the patent system into something
entirely different.

The question, then, is how to separate out that valu-
able core from the layers of abuse. The simplest way
to do so is to focus on the abuses that are currently oc-
curring, and to categorize those so that they may be at-
tacked individually. It is not difficult to find examples of
those abuses, ranging from shotgun lawsuit campaigns
targeted against small retail and service businesses, to
overbroad patents stretched to cover basic ideas in tech-
nology, to monopolistic arrangements intended to keep
out competition. The remaining discussion, then, will re-
view these abusive practices within the patent system,
and propose reforms to curb those practices, within the
framework of our five-part focus for patent reform.

1.2 Five Areas for Reform

This white paper thus identifies five key areas in which
the patent system is ripe for reform. These areas were
selected based on current patent reform considerations,




Table 1 Summary of major types of intellectual property.

Type What covered Exclusive rights

Copyright | Creative works Copying, distribution, public performance, etc.
Trademark | Product identifiers | Use in commerce

Patent Inventions Making, using, selling, etc.

concerns raised by academics and the general public,
and general considerations of policy and consumer in-
terests. The areas are:

e Accounting for all inventors. Patents are not the
only stimulus for invention and innovation. Nu-
merous technology creators, such as computer soft-
ware startups, open innovation communities, and
academia, have other incentives to flourish, dis-
cover, and advance science and technology. These
non-patent incentives should be celebrated, and
not weakened by overbroad protection of patents.

¢ Clarity of patents. The grant of a patent is intended
to disclose knowledge in exchange for a temporary
monopoly over a certain class of inventions. This re-
lies on clarity in two areas: (1) clarity in the descrip-
tion of the invention, so that others may learn from
it, and (2) clarity in the description of the monopoly,
so that others may know what is covered and what
is not. Where a patent uses imprecise language and
fuzzy boundaries, that patent may easily be abused
and thus disserves the public.

¢ Targeting the right parties. Traditionally, patents
were the domain of big technology companies, and
the structure of patent acquisition and enforce-
ment grew around that domain. Today, however,
patent lawsuits fall on the doorsteps of small busi-
nesses and customers of technologies, parties who
do not expect to be part of the patent game and
are ill equipped to play. This provides an opportu-
nity for abusers of the system to take advantage of
unwary and unsuspecting consumers.

¢ Avoiding gamesmanship in litigation. Patent law-
suits are complicated and expensive. Much of this
complexity and expense is necessary and expected,
because the technologies are advanced, and the
product markets at stake are large. But clever liti-
gants can exacerbate this complexity, hoping to win
cases not on the merits but rather on exhaustion
and cost.

¢ Maintaining competition in the innovation econ-
omy. Because patents are a temporary monopoly,
they necessarily and appropriately are an exception
to the general view that competition is preferable
to monopoly. But the inclination of any monopoly
holder is to expand that monopoly beyond its antic-
ipated reach. Thus, patent owners have attempted
to use patents to hold up technology, block adop-
tion of interconnection standards, and otherwise
create undesirable anticompetitive situations.

These five areas for reform are interrelated, and many
proposed reforms will deal with more than one area. But
each of these five areas is independent, and solving one
will not automatically solve others. There is no silver bul-
let to patent reform, and improving the patent system
will require a long-term, multifaceted effort. But that ef-
fort is worth the potential innovation and creation that
a well-crafted patent system will bring about.

2 Background on the Patent System

Because the patent system is a fairly complex and un-
usual area of the law, some background may be needed
for those without much familiarity with patents. This
section will discuss the basic theory behind why patents
are issued, and then look at the mechanics of how
patents are obtained and used.

2.1 The Theory of Patents

“Intellectual property” is the term applied to various
legal systems in which entities are given exclusive rights
over non-tangible things. In the United States, as sum-
marized in Table 1, there are generally three main types
of intellectual property, which are generally distinguish-
able by the type of non-tangible things to which the ex-
clusive rights are given. Copyrights cover creative works,
such as books, music, and artwork. Trademarks cover




names that are attached to products and services, such

as brand names and logos. Patents cover inventions,
such as machines, processes, and systems. The focus
here, of course, is patents.

The basic theory behind patents is that they provide
an incentive for inventors to invent. A person might
come up with a great idea for a new machine for shelling
peanuts, say, but it might take a lot of time, money, re-
search, and development to turn that idea into a mar-
ketable product or service. But once the shelling ma-
chine was on the market, then others could copy it and
undercut the price.'®

Without patents, the shelling machine inventor would
probably do one of two things: (1) not spend the time
and money in developing the shelling machine, choos-
ing to do something else; or (2) operate the machine in
a secret factory, not allowing anyone to see it. Neither
of these two options is particularly desirable.!! The first
one means that fewer new inventions would be created,
and the second option means that other inventors will
not be able to improve on the invention.!?

Thus, patents provide a way out of this dilemma. A
patent offers the patent owner the exclusive right to
make, use, or sell the invention,'? as a quid pro quo for
the inventor revealing to the world how the invention
works in a written document called a patent specifica-
tion.2® Thus, inventors will have the incentives to invest
time and resources into inventing (solving the first prob-
lem), and the public will have the benefit of the advance-
ment in knowledge (solving the second problem).%®

That last part is the key: patents are issued to ad-
vance the public’s interest in knowledge and access to
new technologies. Patents should encourage inventors
to create and reveal new inventions for the benefit of
everyone. This sentiment is in fact embodied right in
the Constitution of the United States, which authorizes
Congress to grant patents in order to “promote the
Progress of Science and useful Arts.”'® Even Thomas Jef-
ferson, the first patent examiner of the U.S. Patent Of-
fice, saw “the exclusive right to invention as given not of
natural right, but for the benefit of society.”*’

2.2 Obtaining and Using a Patent

To obtain a patent, an inventor submits a patent ap-
plication to the U.S. Patent and Trademark Office. The
patent application includes two parts. The specifica-

tion, which usually includes drawings and text, should

describe the invention in sufficient detail so that read-
ers can recognize the inventor’s contribution and learn
how to reconstruct it.18 The claims, which are the num-
bered paragraphs at the end of the patent document, are
the legal definition of the patent right.!® Just as a title
deed to a plot of land specifies the metes and bounds of
the property, the claims specify the metes and bounds of
what infringes and what does not infringe the patent.2°

The Patent Office will then examine the application.
This includes reviewing the prior art: the examiner will
search for similar patents, technical papers, and other in-
formation that predates the application, and try to find
one that s sufficiently similar to the claims of the applica-
tion.?! If such prior art is found, then the examiner will
reject the application, and offer the applicant a chance
to respond.?? Often the examiner and the applicant will
go through several rounds of exchanges and revisions to
the patent application, until the examiner is satisfied and
agrees to allow the application.?®> Then the Patent Office
issues a patent to the applicant.?*

With patent in hand, the patent owner (called a
“patentee”) can now use the patent, up until the patent
term expires, to sue others who infringe the patent.?>
Another party infringes a patent if they make, sell, use,
offer to sell, or import something that comes within the
claims of the patent.?® Often the patent owner and the
accused infringer disagree what the patent claims mean,
so this is resolved by the court hearing the lawsuit, in a
procedure called “claim construction.”?” Upon deciding
the meaning of the patent claims and other issues, the
court can decide whether the accused party infringes the
patent. If so, then the court can award money to the
patent owner, order the infringer to stop conducting the
infringing activity, or both.?®

2.3 The Role of the Troll

Patent trolls are an arguably new phenomenon that
have arisen in the last few decades.?® The term “patent
troll” generally refers, to varying degrees, to an entity
that asserts patents without producing any products or
offering any services based on those patents. There is
obviously a great deal of uncertainty in what constitutes
a patent troll, and authors have proposed various alter-
nate terms and definitions, such as “non-practicing en-
tity” (NPE), “patent assertion entity” (PAE), and “patent
monetizing entity” (PME), to name a few.3°

The rhetoric around patent reform often focuses on




the harms of patent trolls and suggests a need to target
those entities and their practices. And, indeed, there
are good reasons to believe that when an entity does
not actually put its patents into use, that entity is sub-
stantially more likely to engage in undesirable and abu-
sive behaviors. For example, entities that do not prac-
tice their patents lack the incentive to truly educate the
public about their inventions,3! but rather they may pre-
fer to wait for others to come up with those inventions
independently and then spring up demanding a license
fee. Also, patent trolls lack business relationships with
manufacturers and other industry players, and are thus
free to engage in abusive business practices without fear
of repercussions.3?

But patent trolls are symptomatic of broader problems
with the patent system overall. Because the system per-
mits abusive practices, it is not surprising that a business
model has grown to take advantage of and profit from
those abuses. But those abuses can continue to exist
and to be used whether or not patent trolls are present—
and, indeed, some evidence suggests that even operat-
ing, product-producing companies engage in the same
sorts of abusive practices ordinarily ascribed to patent
trolls.33

Thus, efforts to reform the patent system ought not
to focus on defining and opposing patent trolls as a busi-
ness model. Rather, efforts should be targeted at root-
ing out the loopholes, problems, and abuses of the sys-
tem overall. When patent trolls are given nothing to take
advantage of in the patent system, they will naturally
wither away, and we will be left with a stronger system
that promotes innovation and progress.

3 Accounting for All Inventors

The traditional rationale behind the issuance of
patents is utilitarian: by granting limited monopolies on
inventions, the government can incentivize individuals
and firms to spend resources on inventing. The limited
monopoly, namely the right to exclude others from prac-
ticing the invention for a period of time, both gives a fi-
nancial reward to those who invent and grants an oppor-
tunity for them to commercialize their inventions with-
out interference from competitors.34

The empirical evidence for this rationale is mixed. The
area in which the patent incentive most clearly succeeds
is in the pharmaceutical industry,3> but some have sug-

gested that this is primarily the case because of artifi-
cially imposed regulatory requirements that necessitate
the exclusive lead time offered by patents.3® In other
fields of technology, surveys and other evidence have
suggested that the patent incentive is insubstantial or
vastly ignored.3’

In any event, it is unnecessary to consider in too much
depth the empirical evidence for the patent incentive,
because it is certainly not the only incentive for inno-
vation. The fast-paced startup community, open source
software, the prestige of publication, and prizes and re-
wards for new discoveries, among other things, are all
alternative incentives for innovation beyond patents, as
explained below.32

3.1 Computer Software Startups

The widespread use of the Internet and computer
technologies has led to a proliferation in small software
startups. The market of mobile device applications, for
example, is globally valued at over $53 billion®® and
accounts for approximately 466,000 jobs created since
2007.%% Many of the major Internet companies today
have their roots in such a small business.*

Small software technology startups often do not rely
on patents for protecting their innovations. With patent
applications costing about $25,000 to file and prose-
cute,*? they are well beyond the financial reach of these
small startups that may not even have $25,000 to run
their business in the first year.?3 Yet the number of such
startups is proof that there is sufficient incentive to in-
novate in that arena even without patents.

Instead, different incentives predominate. The first
mover advantage is particularly valuable in the fast-
paced world of computer software.** Network effects
hold strongly with software, as adopters of a company’s
technology are less likely to move to competitive offer-
ings due to built-up social networks, cost of converting
data, and familiarity with user interfaces.*> Additionally,
software companies are prone to failure for numerous
reasons, so many software engineers are comfortable
with frequent “pivots” to entirely new ideas.*® The mere
experience of starting a software company, say many
such engineers, is incentive enough to innovate even in
the face of daunting odds, as it is easy and nearly cost-
free to abandon one idea and move on to the next.




3.2 Open Innovation Communities

Open innovation communities are collectives of in-
dividuals and entities who openly share their innova-
tions, making those innovations available to others for
use, adaptation, and improvement.*’ Although the open
source software community is perhaps the best known
of these, open innovation communities may be found in
many other areas of technology besides software devel-
opment, including electronic hardware manufacturing,
3D printing, biology, and environmental engineering.*®

To strong proponents of the patent incentive theory,
open source software and related models of innova-
tion present a quandary: how can innovation occur in
a world where products are given away for free and
competitors are allowed—even encouraged—to copy?
Yet widespread use and constant improvement of open
source software suggests that those incentives must still
be present. Some of the most widely used software pro-
grams today, including the GNU/Linux operating system,
the Apache HTTP server, and the Firefox web browser,
were developed by the open source community.

Indeed, scholars have documented those alternative
incentives that have contributed to the growth of the
open source software and other communities. Repu-
tation benefits play a significant role: as one seminal
work put it in describing two popular software projects,
“by properly rewarding the egos of many other hackers,
a strong developer/coordinator can use the Internet to
capture the benefits of having lots of co-developers.”*®
Companies like IBM and Red Hat invest in open source
development to accrue returns such as consulting ser-
vices.>® And basic ideals of sharing and disseminating
knowledge motivate others.>! Thus, a variety of incen-
tives, entirely apart from the patent incentive, can spur
innovation within open innovation communities.

3.3 Alternative Rewards for Invention

Patents are one type of reward for innovation, but
there are many others. Prizes for innovation have been
suggested as a solution to the economic inefficiency of
patent monopolies. “The alternative of awarding prizes
would be more efficient and more equitable,” writes
one prominent economist.”?> And numerous prizes are
granted to incentivize societal progress: Alfred Nobel,
for example, bequeathed his fortune to establish prizes
awarded to “those who, during the preceding year, shall
have conferred the greatest benefit to mankind.”3

There are many examples of rewards for innovation,
beyond the straightforward prize. Academics are re-
warded for their ideas and discoveries by having their
papers accepted in journals. Foundations run competi-
tions for the first person to solve an unsolved problem, to
encourage inventors to develop creative solutions. Gov-
ernments provide tax incentives for research and devel-
opment. And researchers with new ideas can apply for
grants, both government and privately-funded, to pur-
sue those ideas.”*

An example of the last of these types of rewards in-
centivizing innovation may be found in the development
of the Internet. Many Internet technologies were built
under federal grants,>> which incidentally restricted ac-
quisition of patents on the technology.>® Further Inter-
net development was supervised by standards organiza-
tions like the W3C, which expressly disallows patenting
of technology adopted into standards.?” The reward of a
federal grant or incorporation into an Internet standard
was sufficient to bring about incredible technological de-
velopment without the use of patents.

Certainly none of these alternate incentives can en-
tirely supplant the patent system, as each person is moti-
vated by different incentives. What is important, though,
is that no single type of incentive is the sole or predomi-
nant engine of new innovation and technology.

3.4 Conflicts Between the Incentives

While, in an ideal world, all of these incentives would
complement each other to maximize invention, in real-
ity these incentives conflict and sometimes work at op-
posing purposes. The focus here is particularly on how
the patent incentive can conflict with other incentives to
innovate, and how reforms to the patent system can re-
duce these conflicts.

For example, the first mover advantage is an incentive
for startup entrepreneurs, and that incentive is undercut
when second movers or even non-movers acquire and
assert patents. Thus, there is substantial anecdotal evi-
dence of innovative software startups dropping products
or closing shop altogether in the face of patent threats.>®

The interference between patents and open source
software is also well known. One study from 2004
has shown that the Linux kernel, a popular and widely-
used open source program, potentially infringes 283
patents.>® Indeed, when a bundle of 882 patents were




proposed to be sold in 2011, the Department of Justice
intervened out of concern that the patents would “jeop-
ardize the ability of open-source software, such as Linux,
to continue to innovate and compete.”®® Similarly, the
authors of the GNU General Public License are of the

view that patents “obstruct free software development,”
which led to the inclusion of a mandatory patent license
in the most recent version of the GPL.%?

There is also a conflict between the patent incentive
and incentives of alternate rewards. Patents can inter-
fere with the ability of scholars to conduct research,
thereby diminishing the ability of academia to pursue
innovative ideas. However, this example is instructive,
because patent law already provides an accommodation
for this conflict: an exception for experimental use. That
doctrine, which exempts from patent infringement non-
commercial experimental uses of patented inventions,®?
accommodates those who invent to obtain public or aca-
demic recognition. Additionally instructive, however, is
the degree to which this experimental use doctrine has
been narrowed over time,®3 reflecting an unfortunate
shift in the relative valuation between the patent incen-
tive and rewards-based research incentives.

3.5 Finding the Right Balance

One task for patent reform, then, is to consider adjust-
ments to the patent system that better accommodate
these alternate incentives for innovation. The goal of
such adjustments is to better encourage these inventors
incentivized by factors other than patents, and to ensure
that patents do not stand in the way of those inventors.

Consider the following ideas for recalibrating the
patent system in view of these alternate incentives and
alternate inventors.

For one thing, the standards for granting patents
should be reconsidered. Many aspects of the current
patent system reflect an assumption that patents are the
primary driver of innovation, and modern developments
challenge that assumption. This question of patent qual-
ity is discussed in Section 3.6.

Along similar lines, patent law includes an old doctrine
called “experimental use,” which protects those who en-
gage in experimentation from the risk of patent infringe-
ment.®* However, over the years courts have sharply
narrowed the availability of the experimental use excep-
tion, exactly at a time when more and more experimen-

tation is occurring, on the part of consumers, home in-
ventors, and other small parties. Expansion of this doc-
trine could provide protection to that grassroots innova-
tion that could otherwise be threatened by patents.

Additionally, some have considered the possibility of
using specially-configured patent licenses to promote
open innovation rather than interfere with it. The idea
is that a properly crafted license agreement attached
to a patent could encourage others to share knowledge
rather than hold it closed behind patents, in the same
way that copyright licenses like the GPL and Creative
Commons licenses encourage others to share creative
works.

One such proposal, the Defensive Patent License
(DPL), institutes a system by which an entity may agree
not to assert its patents against other DPL members,
and in exchange the entity receives an automatic, free
license to all other patents under the DPL.®> Thus, the
DPL “blends the general strategy of defensive patenting
with the [open innovation community] values of open-
ness and freedom” to “provide an interoperable, tech-
nologically neutral, reliable, and legally binding commit-
ment to defense.”®® Proposals like these take the patent
system, which is built around the singular patent incen-
tive, and turn it around to incentivize other values shared
by different kinds of inventors.®’

3.6 Improving Patent Quality

A common complaint about the patent system is the
number of “low-quality” patents that are issued.?® There
are frequent reports of patents on old or obvious ideas,
particularly in the field of software.®® Many people be-
lieve that these poor quality patents are the root of the
problems that the patent system faces today. They thus
call for better examination of patents through increased
funding to the Patent Office, better training of examin-
ers, and longer time for examination.”®

Improving patent quality is a key component of ac-
counting for all inventors and innovators. The process
of invention is incremental,”? so inventors depend on
a pool of knowledge not encumbered by patents, on
which their inventions may be based. Part of this pool
comes from unpatentable abstract ideas, laws of na-
ture, and physical phenomena, which the Supreme Court
has described as “part of the storehouse of knowledge
of all men...free to all men and reserved exclusively to




none.””? Another part of this pool comes from old tech-
nologies in the prior art,”® as well as the knowledge that
would be obvious to a “person having ordinary skill in
the art.”’# If a patent erroneously issues on a technology
within that public pool, or if courts misread the bound-
aries of the pool too narrowly, then future innovators
and future innovation are hindered.”>

The need to account for all inventors extends to many
areas of the patent quality problem. Patent examination
is one such area. The Patent Office traditionally searched
for prior art primarily in the library of past patents,’® but
today, where so much innovation occurs outside of the
patent system, the Patent Office is starting to seek out
external sources of information to discover prior art.”’

The basic standard for patent quality is another area
where accounting for all inventors must play a role. The
Supreme Court recognized this in the case KSR Interna-
tional Co. v. Teleflex Inc.”® For many years, the courts had
used a test for what would be obvious to a person of or-
dinary skill in the art, namely that some “teaching, sug-
gestion, or motivation” to combine two different ideas
must exist before the combination could be deemed ob-
vious.”® The Supreme Court rejected that test, based on
its reasoning that the “diversity of inventive pursuits and
of modern technology counsels against limiting the anal-
ysis” to that test—that is, because the test failed to ac-
count for all types of inventors and technology.®° Never-
theless, the requirement for some sort of motivation to
combine even persists after KSR.81

That conflict between the “motivation to combine”
test and actual inventors is placed sharply in focus when
considering open-source software developers, for exam-
ple. Non-proprietary software developers and other in-
novation communities value interoperability and com-
binability of software. Thus, the legal assumption that
new combinations are uncommon and often worthy of
patents conflicts with the experiences of those software
developers, for whom new combinations are routine
and expected. Uncorrected, this mismatch means that
patents would likely stifle rather than encourage the tin-
kering and exploration that drives many innovators to-
day.

A critical step in improving patent quality, then, is ac-
counting for the ways in which all types of inventors work
and innovate. The Patent Office and the courts need to
know how a “person having ordinary skill in the art” ap-
proaches problem solving and invention. Without suffi-
cient contact with actual innovators of all types, these

decisionmaking bodies will not be able to craft patent
policy that promotes innovation for all.

So it is important for these decisionmakers to reach
out to inventing communities, even those that do not
file for patents, and it is important for those communi-
ties to reach out to the Patent Office and other decision-
makers.82 Indeed, the White House and Patent Office
have initiated several programs to obtain input on patent
policy,® and these initiatives should be continued and
broadened to reach the whole innovating community.

4 Clarity of Patents

Among the most common complaints about the
patent system is that patents are impossible to read.
Patent documents are filled with complex language that
often, to the lay reader or technical engineer, appears
confusing or even misleading.?

It is no surprise, then, that those with technical but
not legal skill do not find patents to be a useful source
of technical information. One survey of researchers in
the nanotechnology field found found numerous com-
plaints on the usefulness of patents as technical disclo-
sures.8> Among the surveyed researchers, 36% never
read patents, many of them complaining about “the
style in which patents are written—patents were called
‘vague,” ‘legal jargon, ‘incomprehensible, and lacking
‘technical detail’”®® Those who had read patents had
similar complaints: “To a scientist,” an academic chemist
wrote, “the patent literature looks like an invention of
lawyers for the benefit of other patent lawyers.”” Only
38% of surveyed researchers believed that one could
reproduce an invention from the patent specification—
a clear indication that disclosure and dissemination of
knowledge, the cornerstone goals of the patent system,
are not being served.®®

Those outside of academic circles have expressed
the most concern about the difficulty of understanding
patents and particularly patent claims. One author, in
describing how to read patent claims, laments that they
are “a dense form of legal English,” further explaining
that the “drafting of patent claims is a black art” be-
cause claims are “full of magic words.”®° “Patents are
so vague,” one attorney said, that “[i]f someone claims
infringement, the only way to resolve it is through liti-
gating.”°® Where litigation is “the only way” to assess
the meaning of a patent, that patent has failed to serve
its public notice function.




This lack of clarity in patents is particularly unfortu-
nate given the intention that patents are meant to serve,
namely as disclosures to the world of new inventions
and discoveries. This intention is embodied in the Con-

stitutional provision authorizing the grant of patents,
for “promoting the Progress of Science and the use-
ful Arts.”°* That intention of disclosure further under-
lies many of the traditional utilitarian justifications for
patents.

There is, of course, no reason that patents could not
be written to be clear. The same sorts of inventions have
been described in trade publications and academic jour-
nals for centuries, where clarity of explanation is prized.
Instead, unclarity in patents arises out of the legal envi-
ronment in which those patents are born.

For example, the claims of patents are often the most
criticized parts of patents when it comes to lack of the
clarity. The claims of a patent are supposed to be writ-
ten “particularly pointing out and distinctly claiming” the
invention,®? so that they inform the public of what is cov-
ered by the patent and what is not.>> However, a series
of cases has whittled away at these principles, permitting
even highly vague and ambiguous claims to stand valid
so long as they are not “insolubly ambiguous,” even if
“reasonable persons will disagree” over the meaning.®*
This test fails to serve that crucial public notice func-
tion: as one patent attorney put it, “if reasonable peo-
ple can disagree about the definition of the claim terms,
how does this notify the public of the patentee’s right
to exclude?”®> The situation is equally dismal when it
comes to searching for patents of relevance to a par-
ticular company.’® The permissibility of such unclear
patents thus impedes operating businesses from safely
operating, while providing no societal benefit in return.

The rules of patent interpretation sometimes encour-
age this unclarity. As one example, due to various court
cases that have read poorly worded patent specifications
as limiting the scope of patents, it is common practice to
include long lists of alternatives. Consider the following
definition of “electronic network” from a patent:

Electronic Network—an electronic communi-
cation medium across which sellers and buyers
may communicate, especially when commu-
nicating through the owner’s main site. Rep-
resentative electronic networks include the
Internet, intranets, the public switched tele-
phone network (“PSTN”), wireless voice and
data networks, and television networks, such

as satellite, broadcast, cable television, and
two-way interactive cable. Electronic net-
works further include hybrid systems, such as
those in which sellers communicate to buy-
ers via one medium, such as cable television,
and buyers communicate to sellers via an-
other medium, such as the Internet. Electronic
networks additionally include aggregated elec-
tronic networks, such as when buyers com-
municate to sellers via multiple media, such
the Internet, the telephone, and cable televi-
sion.”’

This definition provides no useful technical information,
and is in ways contradictory to the ordinary understand-
ing of “electronic network” (one usually does not cate-
gorize the telephone network as such), so it thus serves
only to attempt to broaden the scope of the patent, at
the expense of others being able to understand it eas-

ily.

More importantly, though, is the paradoxical situation
that the most valuable patent is the most ambiguous
patent. A patent that is prone to multiple interpreta-
tions will cost a targeted defendant more to analyze, thus
making it more likely that the defendant will settle a case
for a nuisance amount, and also making it more likely
that any litigation over that patent will be costly and pro-
tracted. Thus, one economist traced how patents with
“fuzzy boundaries” have created “a business opportunity
based on acquiring patents that can be read to cover ex-
isting technologies and asserting those patents.”®® Sim-
ilarly, stakeholders reported to the Federal Trade Com-
mission that the patent system “generally creates ‘an in-
centive to be as vague and ambiguous as you can with
your claims’ and to ‘defer clarity at all costs.’ ”%°

The patent examination process can furthermore be
exploited to exacerbate patent unclarity. Often the
patentability of an invention turns on the particular
wording of the claims that define that invention, and the
examiner’s interpretation of that wording.1°® Although
the examiner’s interpretation ought to be set forth in
writing in the record of proceedings (the “file history”
or “file wrapper”) for any patent,'°? in practice much
of that information is never recorded.'%? Patent appli-
cants, for example, can make oral presentations to ex-
aminers (called “interviews” in patent practice), in which
the applicants explain aspects of their invention and the
claims.1%3 Much of this explanation is never recorded in
the file history, leaving the now-owner of the patent free




to assert any other interpretation of the patent that ben-
efits the owner.104

Improving the clarity of the patent system is a multi-
faceted task, requiring support from many different ar-
eas.

4.1 Judicial Interpretations of Patent Language

Courts interpret patents during a phase of trial litiga-
tion called “claim construction,”19> and as such have the
final say in how patents are interpreted.1% Thus, it is im-
portant that good law be issued from these courts, and
especially the Federal Circuit, the court of appeals that
oversees and makes many of the rules for claim construc-
tion. Among other things, courts must carefully scruti-
nize patents without falling victim to obfuscating tech-
niques used to make patented inventions appear more
complex, broader, or more innovative than they actually
are.1’

4.2 Patent Examination Procedures

Since the Patent Office is the first body to interpret the
text of patent applications, it is critical that its reasoning
be made clear and available to others wishing to under-
stand the content of patents.

Part of this effort is simply to build a better record of
the Patent Office’s interpretations as it examines appli-
cations. Currently, examiners write Office Actions that
identify reasons for rejecting applications, most often
over prior art references. However, those Office Actions
do not generally explain in detail how the examiner read
the patent application or interpreted particular words in
the claims.2®® Such information would benefit the pub-
lic in later reading the patent, and also assist the patent
applicant in understanding the basis for rejection. Fur-
thermore, communications between the examiner and
the applicant should be made of record.1®®

Additionally, the Patent Office should push for appli-
cants to draft clearer patents. One of the requirements
for granting a patent is drafted claims “particularly point-
ing out and distinctly claiming the subject matter which
the applicant regards as his invention.”*1° Patent exam-
iners could more rigorously enforce this requirement,
asking applicants to choose clearer, simpler language
that more distinctly defines the invention.!!!

4.3 Limiting the Volume Game

One strategy for manufacturing unintelligibility in
patents is increasing volume: applying for patents with
hundreds of claims, and using continuation practice to
acquire dozens of patents on the same invention.''? This
volume game contributes nothing to the public store
of knowledge—an invention is secured through a few
claims just as it is secured through hundreds—and the
purpose of acquiring this thicket of patent claims is to in-
crease the burden on those trying to assess the nature
of the patents and operate businesses in clearance of
them.113

Limiting this practice of unnecessary inflation of
patent portfolios would contribute much to streamlining
the patent system, simplifying the process for applicants,
examiners, and third parties. This reform could be imple-
mented through Patent Office rules, through legislation,
and/or by judicial rule.**

4.4 Improved Technological Tools

Although patent language is complex and technical, it
is also highly structured, potentially making it amenable
to automated analysis such as natural language process-
ing.11> Such systems could simplify the interpretation
of patents and greatly reduce the cost of having to hire
experienced counsel to review patents. Additionally,
automated systems would introduce a level of objec-
tivity into patent interpretation, and potentially stave
off incentives for gamesmanship in obscure patent lan-

guage.

5 Targeting the Right Parties

A truly astonishing aspect of the patent litigation seen
today is its volume: dozens of companies sued at a time,
with hundreds or thousands more the targets of demand
letters. Many of the targets are not the manufacturers
of supposedly infringing products, but rather the users.
Thus, small businesses offering wireless Internet access
have been threatened for purchasing WiFi routers,'1®
iPhone application developers have been threatened for
using Apple’s in-app purchase mechanism,*'’ and innu-
merable individuals and companies have been targeted
simply for having a scanner in the office.!*® Today’s
patent wars are against end users and consumers.




5.1 Nineteenth Century Patent Trolls

Historically, this simply was not the case: patent bat-
tles, while still prevalent, were between large compa-
nies, not end users of technologies. The patent wars over
sewing machines, airplanes, and automobiles, for exam-
ple, involved only small numbers of patents and parties
to lawsuits.*1®

In one historical case, end users of technology were
targeted. During the late nineteenth century, numerous
patents were granted over agrarian tools, which led to
“scores of individual farmers who were sued for infringe-
ment based on farming tools they had bought, rather
than invented.”*?° Contemporaries at the time com-
plained that “the country is so large and the number of
articles under patent so great that there are not one-
tenth of our farmers who know whether their imple-
ments are patented or not.”*?! As a result, patent own-
ers and attorneys with “‘bully’” and ‘wily’ methods of-
ten convinced the inexperienced and ‘innocent’ farmer
that the patent covered the exact tool or implement in
question and collected a royalty fee.”*?? Ultimately, this
led to a change in the law that made such patents much
more difficult to obtain,'? and associations of farmers
also fought and won cases invalidating some of the most
egregious patents, on basic farm tools like swinging gates
and drivewells.124

Today we are seeing similar assertion of patents
against end users because technology has become ubig-
uitous. Just as swinging gates and drivewells were neces-
sary and widely used tools for an agrarian society in the
1800s, cell phones, computers, and software are neces-
sary and widely used tools for every business today.

As a result, parties who ordinarily would never be in-
volved in the patent system are being dragged into it,
due to their ordinary use of software technology. The
Government Accountability Office found, in a study, that
39% of patent lawsuits involving software patents were
against non-technology firms:

One representative from a retail company
noted that historically, all of the patent in-
fringement lawsuits brought against the com-
pany used to be related to products they
sold. However, as of mid-2012, the represen-
tative said that half of the lawsuits against the
company were related to e-commerce soft-
ware that the company uses for its shopping

website—such as software that allows cus-
tomers to locate their stores on the website—
and were brought by [patent monetization en-
tities]. Representatives of retail and phar-
maceutical companies told us they also de-
fend lawsuits brought by PMEs related to fea-
tures on their websites—typically software
that outside vendors provide to them, rather
than something they developed. Additionally,
city public transit agencies have been sued
for allegedly infringing patents by using soft-
ware for real-time public transit arrival notifi-
cations, according to a few stakeholders we in-
terviewed.'?

These entities are attractive targets for lawsuits for a
number of reasons, none of which is beneficial to the
overall patent system. For one thing, end users tend
to be unfamiliar with the patent system, so they are
poorly equipped to defend themselves, compared to the
technology companies that have dealt with such lawsuits
traditionally.??®  Additionally, once end users have in-
corporated the manufacturer’s product into their prod-
ucts or businesses, juries tend to unintentionally inflate
the value of the patent due to the unrelated features
of the products or services.*?” These factors give abu-
sive patent asserters the upper hand, without any corre-
sponding benefit to the public or to innovation.

Finding the right solution for protecting end users is
difficult. The ordinary case—a customer buys a prod-
uct off the shelf and is sued for patent infringement—
is straightforward and sympathetic, but there is a mul-
titude of business arrangements between technology
manufacturers and users. End users may simply use a
product, may modify the product, or may incorporate it
into another device. Manufacturers may make a single
line of products, or multiple lines, or custom products
for each customer. These and other factors demand a
nuanced solution to the problem of abuses against end
users of technology. Several proposed solutions are dis-
cussed below.

5.2 Redirecting Patent Suits to Manufacturers

The most direct reform would be to redirect suits
against end users toward manufacturer suits in appropri-
ate situations. Some, for example, have suggested pro-
viding immunity to patent lawsuits for end users of tech-
nology who simply purchase products off the shelf.128




The patent owner would remain able to pursue claims
against the manufacturer. This would satisfy fair com-
pensation for the patent owner while ensuring that the
patent dispute remains between parties experienced
and expecting to be involved in patent lawsuits.

The difficulty with direct immunization is that there
are situations in which compensation from the end user
is appropriate.’?® For example, when the end user is a
technology company who commissions a product from a
small developer, it may be appropriate for the technol-
ogy company to defend a patent infringement lawsuit.
As a result, such an immunity would need to be carefully
tailored with appropriate exceptions to ensure that the
burden of defense is placed on the appropriate party in
all situations.

One attempt to overcome this problem would be to
permit lawsuits against end users but allow the manufac-
turer to be brought into the lawsuit as appropriate. For
example, one scholar suggests an arrangement in which
the end user could pull in the manufacturer into the law-
suit.!3%  This relieves some pressure on the end user,
since the manufacturer is now involved in the lawsuit,
but it would not solve the problem of lawsuits against
customers who lack the resources to even defend them-
selves in the first place.

5.3 Customer Suit Exception

A second option deals with the timing of lawsuits
against end users, rather than the substance of the law-
suit itself. The principle, known as the “customer suit
exception,” is that if both the manufacturer and the end
user are involved in separate patent lawsuits, then in ap-
propriate situations the lawsuit against the end user will
be “stayed,” or held off, until the manufacturer suit com-
pletes.

The customer suit exception already exists in the
law.231 Courts justify the exception based on two rea-
sons. First, if a decision is reached on the manufacturer
suit, it will affect all the customer suits, but if a deci-
sion is reached on one customer suit, it will not necessar-
ily affect other customers, so the manufacturer suit will
save on overall litigation costs.?32 Second, courts recog-
nized that, even in a suit against a customer, “in reality,
the manufacturer is the true defendant in the customer
suit.”133

However, over time, courts have cut back on the cus-
tomer suit exception.’3* Thus, there are several legisla-

tive proposals on the table to revive and expand the ex-
ception.'3> Doing so would help to balance the rights of

patent owners and end users of products.3®

5.4 Abolishing Software Patents Is Insufficient

A common thought is that, since many of the prob-
lems described above (and throughout this paper) arise
in the field of software patents, the simple solution is to
eliminate patentability of software.*3’

There are some practical issues in actually eliminat-
ing software patents (devising a definition of software
patents that cannot be easily circumvented by clever
lawyers is a problem?!32), but the more fundamental
problem is that reforms specifically targeted toward soft-
ware patents are temporary fixes for the problems of to-
day. Although software patents are substantially prob-
lematic now,3° this is likely because software is one of
the most widely used technologies now.4°

Analogously, as discussed above, farm technology was
widely used in the nineteenth century, and patents on
farm technology were hotly contested.’*! Patents on
those farm tools were effectively abolished.'? But that
fix to the patent system did not prevent the software
patent problems faced today—it ultimately was a Band-
Aid rather than a cure.

The same would be true of eliminating software
patents. The fundamental issue is that the technologies
of tomorrow are unknown,**3 so targeting patent reform
to one specific field of technology means that the same
problems will only arise again in a different technological
sector.

6 Avoiding Gamesmanship in Litigation

Patents are a privilege given by the government, and
as such they must be enforced through the channels of
government. In the United States, this means that en-
forcement of patents must be through the federal district
courts.’* Thus, an essential part of the patent system
must be an efficient litigation mechanism for enforcing
patent rights.

However, recent history has shown a patent litigation
system that is used less and less for enforcement of le-
gitimate rights, and more and more for abusive tactics




intended to enrich a few savvy litigants while impover-
ishing the technology-consuming public.'*> The ease of
engaging in these abusive tactics, and the profitability of
doing so, has givenrise to an entire industry of patent liti-
gants, known variously as non-practicing entities, patent

assertion entities, or (derisively) patent trolls.24®

Low-quality patents are often blamed for the patent
troll problem.'*” And patent assertion entities often
assert low-quality patents.!*® But there are numerous
tactics that are entirely unrelated to the quality of the
patents being asserted, tactics that drive up costs of liti-
gation and force unjustified settlements or court awards.
It is these tactics that are the subject of this section.

Abusive practices can be found through the entire
patent enforcement process, from pre-litigation commu-
nications to post-trial appeals. The following are a few
prominent types of abuses, and ways to address them.

6.1 Demand Letters

Prior to any lawsuit being filed, a patent owner can
send a letter, arguing that the recipient of the letter in-
fringes a patent and demanding royalty payments.'#° In
itself, the process of sending a demand letter is perfectly
ordinary, and even commendable insofar as it is prefer-
able to negotiate an arrangement without having to in-
cur the costs of court procedures.

Recently, however, a number of unscrupulous patent
owners have found an easy way to abuse demand let-
ters. They send letters to small companies, who lack the
resources or experience to evaluate the merits of the ar-
guments presented. They then are free to make out-
rageous or inflated claims, demanding payments with-
out even explaining what products infringe the patents,
hoping that the letter recipients are too scared or cash-
strapped to fight back.

Some of these abusive demand letters even go so far
as to mislead or deceive the recipients. Many threaten
immediate litigation, when the sender actually has no
intention of bringing a lawsuit. Some accuse recipients
of infringement even when the sender has clearly not
done any investigation to determine if the recipient actu-
ally infringes the patents asserted.'®® These misleading
and deceptive practices have raised eyebrows, and trig-
gered investigative efforts at both the federal and state
levels.?>!

Today little is known about the world of patent de-
mand letters, due in no small part to the efforts of the
senders of those letters, who use nondisclosure agree-
ments and shell companies to hide their activities.!>?
Thus, tackling the problem of abusive demand letters
must begin with learning about the scope of the demand
letter economy. Proposals to create a registry of de-
mand letters would provide that vital information, allow-
ing lawmakers and enforcers to deal with abuses system-
atically.'>3

Furthermore, many of the problems with patent de-
mand letters stem from an asymmetry between the
sender, who has substantial legal resources and knowl-
edge of the patents, and the recipient, who often lacks
both. Thus, requiring certain disclosures of information
in demand letters would put the recipients of those let-
ters on more even footing.’®* That way, discussions re-
lating to the demand letter can be based on the merits of
the case, and not based on an imbalance in information.

6.2 Fair Notice to Patent Defendants

When a patent owner wishes to enforce a patent
through the courts, the first step is for the patent owner
to file a paper, called a complaint, with the court. The
complaint should set forth the patent owner’s basis for
the case, and put the accused infringer on notice of what
is being accused.>®

In every other area of the law, a complaint must pro-
vide specific details about what the defendant did and
how it injured the plaintiff. The defendant has a right to
be put on notice of the plaintiff’s arguments, so that the
defendant can fairly defend the case.’®® This is called
“notice pleading,” and has been the law of the United
States for hundreds of years.

Due to a loophole in the rules of litigation procedure,
though, patent owners are currently exempt from this
basic principle. A patent owner can simply name defen-
dants and a few patent numbers on the complaint, and
that is enough to get in the courtroom door.>’

Obviously, such a bare-bones complaint fails the no-
tice requirement and denies accused patent infringers
the necessary information to mount a defense.’®® At a
minimum, the accused infringer deserves to know what
products are being accused, what claims of the patent
are being used, and why the patent owner believes that
those products infringe the patent.

Thus, a simple,




straightforward fix would be to require that information
to be set forth in the complaint.

6.3 Costs of Litigation Procedures

Patent litigation is expensive: cases can cost millions
of dollars to complete.’®® That cost can make it impos-
sible for many small businesses to defend against even
an illegitimate patent: 55% of companies sued by patent
assertion entities made $10 million a year or less in rev-
enue.1®® So the question is whether the costs of litiga-
tion can be reduced.

Part of reducing costs is limiting the volume of patent
litigation, as discussed above.'®! A patent case can be
expanded to be as large as the patent owner desires. The
patent owner can augment the case easily:

e By accusing more products of infringement, forcing
the defendant to produce volumes of documents of
product development, sales and financial data, and
arguments relating the additional products and the
patents.

¢ By adding more patent claims into the lawsuit, forc-
ing the defendant to research and interpret the ad-
ditional claims, compare the accused products to
those new claims, and develop new arguments.

e By obtaining additional patents from the Patent
Office (through, for example, patent continuation
practice), thus forcing the defendant to effectively
relitigate the same case over and over again with
each additional patent.

So reducing the opportunity to expand patent litigation
will help to rein in costs.

A second potential area of cost reduction is in discov-
ery, which is the portion of a lawsuit in which the parties
can ask each other for documents and other informa-
tion. Discovery is an essential and valuable part of our
justice system, as it helps to ensure that both sides have
access to truthful and complete information as they pre-
pare their cases. But discovery can be abused, and it is
often abused in patent litigation.

Abuse of the discovery process is simple: either party
simply needs to demand a large number of documents or
request a large volume of information. Under the cur-
rent rules, the party responding to the requests has to

pay for the costs of those requests, so in the face of abu-
sive discovery that party stands to outlay enormous ex-
penses, including time and attorney fees.

For example, a party can demand that its opponent
turn over all emails relating to a certain product and
dated within the last six years. In order to comply
with that request, attorneys will have to gather and sift
through all the emails of all the employees of a com-
pany. This typically results in a database of millions of
emails. Then the attorneys will have to read through
each and every one of those millions of emails, to de-
termine which of them include information that is con-
fidential or attorney-client privileged. As can easily be
imagined, this is a time-consuming, labor-intensive, ex-
pensive process.

The simple solution to patent litigation discovery
abuse is limiting discovery. Of course, care must be taken
to ensure that sufficient discovery is allowed so that the
case may proceed fairly and equitably. Two specific re-
forms, both of which have been proposed in bills intro-
duced in Congress,*? are directed toward alleviating dis-
covery abuses.

First, the costs of responding to discovery can be
shifted, in certain situations, to the requesting party
rather than the responding party. In most patent cases,
enormous volumes of documents are requested, but
very few end up being used: one company reported that,
in one case, 10 million documents were exchanged, but
only about 2,000 were actually used at trial.1®3> Mak-
ing the requesting party pay for those millions of doc-
uments will incentivize the party to draw up narrower,
more careful requests.

Second, the time for discovery can be shifted back to
later in the litigation. Specifically, a patent case tradition-
ally proceeds by first determining what the patent means
and then determining whether the products fit within
the scope of the patent. Determining what the patent
means is often sufficient to determine the outcome of
the case, and the meaning of the patent should gener-
ally be determinable without much discovery. Thus, the
bulk of discovery could be pushed back until after the
determination of the meaning of the patent.

6.4 Reasonable Royalty Computations

If a court deems a patent valid, enforceable, and in-
fringed, then the court generally awards a “reasonable




royalty” to the patent owner.'®* The reasonable roy-
alty is intended to provide the patent owner with an ap-
propriate fraction of the revenues earned from an in-
fringing product; in the words of many courts, that frac-
tion should be an amount that the patent owner and in-
fringer would have agreed upon in a hypothetical nego-

tiation. 16>

Simple economics dictates that the reasonable roy-
alty should be based on the difference in value between
the product with the patented feature, and the product
without it (or with a noninfringing alternative).1®® Highly
useful, inventive features would be more valuable to a
product and thus would warrant a higher royalty; small
features embedded in complex, multifunction products
would warrant a lower one.¢’

Unfortunately, the methods of computing the reason-
able royalty are far from simple. Courts often quote a
legal test of fifteen different elements intended to help
determine the reasonable royalty amount.'®® As com-
mentators have observed, many of these fifteen factors
are duplicative or unhelpful, and the sheer number of
factors to consider often overwhelms the judges and ju-
ries tasked with evaluating those factors.'®® Attempts to
simplify this test have not helped either: for many years
a “rule of thumb” was to simply award 25% of the profits
of a product, without regard to the merits of the patent
at all.17®

The complexity of assessing the reasonable royalty has
led to abusive practices. For example, because one fac-
tor considered is comparable royalty rates in the indus-
try, many patent owners put up websites or advertise-
ments with inflated royalty rates, in hopes of influencing
judges and juries to adopt those numbers. Additionally,
patent owners can acquire multiple patents on the same
technology, in order to inflate the apparent value of that
single technology. Some patent owners will even sue a
few weak targets in order to establish a “market price”
for the patent.1’!

Setting the royalty rate correctly is crucial to balanc-
ing the incentives that underlie the patent system. The
rate must be high enough to preserve the incentives for
inventors to disclose their inventions, but too high a rate
would stifle the marketplace, disincentivize further inno-
vations, and undercut the very incentives the patent sys-
tem sets out to preserve.

Determining the proper rate is a difficult task, and con-
structing rules to guide that determination is even more
difficult. Shortcuts are not appropriate: even the 25%

rule was eventually rejected for being a “fundamentally
flawed tool.”172 What is certain is that the existing rules
must be revised to return the reasonable royalty compu-
tation back to its basic principles, and to avoid the sort
of gamesmanship that currently goes on.

6.5 Alternatives to Litigation

Given the high cost of patent litigation, one would
hope for a low-cost alternative to handle some of the
cases where possible. And, indeed, low-cost alternatives
are provided and should be strongly supported.

The Patent Office provides several of these alterna-
tives to litigation. Through several procedures, the
Patent Office can review issued patents to determine
whether those patents were validly issued or not, often
in view of new information such as obscure prior art not
found by the patent examiner.}’3

These Patent Office procedures have a number of ad-
vantages. For one thing, they are significantly lower in
cost, because they deal with fewer issues and do not re-
quire all the trappings of court litigation.!’* Addition-
ally, the procedures are adjudged by Patent Office em-
ployees, who generally have specialized backgrounds in
technology and patent law, as opposed to judges and
juries who often lack technical expertise and are con-
founded by the complexities of patent law.”> Further-
more, the Patent Office procedures facilitate early reso-
lution of patent validity questions, because many of the
procedures are open to any party who feels threatened
by a patent,!’® whereas patent litigation is only avail-
able to those who have been formally sued or threat-
ened with a specific lawsuit.}’”

Thus, the Patent Office procedures offer alternatives
that potentially avoid the overbearing costs of litigation.
Efforts to enlarge the use of these programs can thus fur-
ther help to alleviate the potential abusive practices that
arise from those overbearing costs.

Other litigation alternatives can also be envisioned.
For example, some have proposed a small claims court
for resolving smaller patent disputes on a lower cost ba-
sis.}”® Although ideas for a patent small claims court are
generally proposed as a way to assist small patent own-
ers, such courts could be designed to also assist small
defendants, shielding those defendants from the abusive
discovery practices described above, for example. Sim-
ilarly, some countries provide for compulsory licensing




of patents;'”?

is provided for certain copyrights in music® but not for

in the United States compulsory licensing

patents.

Obviously, these litigation alternatives must be care-
fully considered to ensure that they provide adequate
protections to both patent owners and accused in-
fringers. But to solve the problem of skyrocketing patent
litigation costs, careful consideration of alternatives is
warranted.

6.6 Leveling the Playing Field

The high cost of patent litigation creates avenues for
abuse, because that high cost is borne unevenly. The
owner of a patent can bring lawsuits at practically no
cost, while the defendant to that suit is guaranteed to
have to pay enormous sums no matter what the out-
come. Itis thisimbalance in costs, to a large degree, that
has given rise to the industry of patent assertion entities,
otherwise derisively termed “patent trolls.” 181

Patent assertion entities can structure their lawsuits
so that they have nothing to lose when they sue others
for patent infringement. Law firms will take the cases
on contingency fee arrangements, so there are no le-
gal fees to be paid. A successful plaintiff stands to win
millions in court-awarded royalties—a Pricewaterhouse-
Coopers study found a median award of $7.2 million to
non-practicing entities in 2012182 —and the unsuccessful
one can just walk away. Thus, patent assertion can be a
game of all upside and no downside, of no risk and all
reward.

Contrast this with the dire situation of the defendant
to a patent suit. Losing a case means being on the hook
for millions of dollars in damages. And winning the case
means being on the hook for millions of dollars in legal
fees—according to the American Intellectual Property
Law Association, those fees clock in between $650,000
and $5 million. 183

The solution is to level the uneven playing field of
patent law by shifting the burden of legal fees to the loser
of the lawsuit. This will place appropriate responsibil-
ity on the patent owners, while giving victims of patent
trolls a fighting chance against weak and questionable
patents. This is why fee shifting in patent cases is part of
four patent bills in Congress today.'8*

But a fee shifting law alone is no better than the pa-
peritis printed on, because it could be easily skirted: The

patent troll simply runs a business with no assets, then
when attorney fees come due, it throws up its hands, de-
clares bankruptcy, and walks away.

Thus, one proposed solution is to require a financial
bond, ensuring that the plaintiff actually has the assets
to pay an award of attorney fees, if necessary. Faced with
an obligation to make this assurance, a patent troll with a
dubious patent will think twice before aggressively over-
exploiting it.

Leveling the playing field of patent litigation is an im-
portant component of curbing abuses of the patent sys-
tem. Those abuses will diminish when they cease to be
financially viable. By undercutting the financial viability
of abusive patent assertion, one would hope that those
abusers would abandon the practice in favor of other,
perhaps more beneficial, activities.

7 Maintaining Competition in the Inno-
vation Economy

The fact that a patent is a temporary monopoly means
that a patent is an exemption from the ordinary compet-
itive free market.’® But that fact alone does not grant
the patent owner the right to engage in all manner of an-
ticompetitive practices. As the Supreme Court has recog-
nized, “patent and antitrust policies are both relevant in
determining the ‘scope of the patent monopoly.’ 7186

Nevertheless, less scrupulous patent owners have
found methods of abusing the patent system to engage
in anticompetitive practices that go beyond the ordinary
and appropriate scope of the patent. Such anticompeti-
tive practices include breaking of FRAND obligations and
patent holdup, which are described below.

There are those who believe that, because the patent
is a limited monopoly, that the patent owner ought to
be authorized to use patents in any manner, regardless
of the effect on competition.'®” However, this miscon-
strues the purpose of patents. The patent monopoly is
granted not for the sake of monopoly, but as a means to
technological innovation and, ultimately, a more com-
petitive, open marketplace in technology. Thus, prac-
tices involving patents must be scrutinized, as any mar-
ket practices must be scrutinized, for their effects on a
competitive marketplace and consumer access to tech-
nology.!88




7.1 FRAND Obligations

This anticompetitive problem arises with regard to
so-called “standards-essential patents.” These patents
arise out of the technology community’s use of technol-
ogy standards, interoperability protocols such as WiFi
or HTML, which enable different devices to communi-
cate and operate with each other.!® Technology stan-
dards are often adopted by bodies known as standards-
setting organizations, examples of which include IEEE
and ANSI.

When a company develops a new technology and
wishes that technology to be incorporated into a stan-
dard, the standards-setting organization often imposes
a requirement: the company must guarantee that it will
fairly license any patents covering that technology.'*°
This is a basic bargain: the company gets widespread
adoption of its technology, in exchange for the com-
pany agreeing to lower license fees on patents to that
technology.'®* This bargain is known as a “fair, reason-
able and non-discriminatory,” or FRAND, license obliga-
tion.1%2

The anticompetitive practice arises when a holder of
a FRAND-encumbered patent breaks that obligation and
begins demanding excessive royalty payments for that
patent or even attempts to block sale of the product
on the market.'®3 Because the technology is already in
a standard, other companies cannot easily move away
from using that technology without breaking interoper-
ability with other devices, thus giving the patent holder
unfair leverage in the negotiations. The contractual obli-
gation with the standards-setting organization might be
avoided by transferring the patent to another party un-
encumbered by the obligation, a practice sometimes
called “patent privateering.”1°*

This behavior adversely affects the ability of compa-
nies to adopt new technologies that interoperate with
other products. Interoperability is a central concern of
a competitive marketplace, so the breaking of a FRAND
obligation can have serious effects on competition. Addi-
tionally, it is clear that this anticompetitive practice does
not further any interest in compensating the inventor,
for the inventor already agreed that any royalties due un-
der the FRAND obligation were sufficient compensation.
Accordingly, reforms directed to preventing this practice
are appropriate and beneficial to the technology market-
place.

7.2 Patent Holdup

Many devices today include a large number of fea-
tures, any one of which could be susceptible to patent-
ing. One study, for example, estimated that there were
250,000 patents relevant to various aspects of smart-
phones.’®> For such complex products and services,
patents can sometimes become a “heckler’s veto”: any
one of those 250,000 patents could block access to
smartphones, particularly because a patent owner can
try to obtain an injunction to block sales of a product
based on even the smallest part of that product being
covered a patent.'®® This problem has been described as
“patent holdup,” because a single patent can effectively
hold up production of or access to many other unrelated
technologies.'®’

A related problem is called “royalty stacking.” Where
royalties are awarded for individual patents, a device ac-
cused of infringing multiple patents can be subjected to
multiple royalties that could theoretically reach beyond
the actual profits for the device.'%® For example, if a de-
vice is found to infringe 50 patents and each of those
patents is adjudged to merit a 2% royalty on revenues
from the device, then 100% of the revenues of the de-
vice would go to patent licenses, meaning that the device
manufacturer would have to sell the device at a loss.

Both of these problems arise out of systematic over-
valuations of patents: when courts treat patents as being
more valuable than they actually are, then the owners of
those patents are able to forestall competition and inno-
vation in the marketplace.?®®

8 Conclusion: The Future of Patents

When we look back on over two hundred years of
American history, we see that patents have played a cen-
tral role in America’s leadership in innovation. There is
little question that the patent system has worked well
in many respects, encouraging skilled engineers to de-
velop new technologies and introduce those technolo-
gies to the consumer marketplace, thereby providing so-
ciety with the benefits of advanced knowledge.

But just as we find that patents have often served as
the seed of innovation, we also find that the patent sys-
tem has served as fertile ground for the unscrupulous to
take advantage of complex laws for personal benefit at
the cost of societal detriment.




The future of patents will shape the future of inno-
vation. In that future, we hope that those who invent
within the patent system can work in concert with those
who work outside the patent system, to maximize the
innovative capacities of both groups. We hope that
patents serve their intended purpose of disseminating
useful knowledge and are written in clear, reasonable
language that gives effective notice to all parties of what
is claimed. We hope that patent holders are compen-
sated for their inventions, not on the basis of legal man-
power and litigious tactics, but on the basis of the merits
of inventions and the value they contribute.

And ultimately, we hope, patents will serve as a part
of a competitive and fair marketplace of technology, not
geared toward transferring wealth from one party to an-
other but rather focused on the end goal of making tech-
nology accessible and known to the consuming public.
Such a patent system, then, would return to its noble
roots set forth in the United States Constitution, of “pro-
moting the Progress of Science and the useful Arts.”
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