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THE PATENT TRIAL AND APPEAL BOARD:
EXAMINING PROPOSALS TO ADDRESS
PREDICTABILITY, CERTAINTY, AND FAIRNESS

WEDNESDAY, JUNE 22, 2022

UNITED STATES SENATE,
SUBCOMMITTEE ON INTELLECTUAL PROPERTY,
COMMITTEE ON THE JUDICIARY,
Washington, DC.

The Subcommittee met, pursuant to notice, at 2:42 p.m., in Room
226, Dirksen Senate Office Building, Hon. Patrick J. Leahy, Chair
of the Subcommittee, presiding.

Present: Senators Leahy [presiding], Coons, Tillis, and Black-
burn.

Also present: Senator Cruz.

OPENING STATEMENT OF HON. PATRICK J. LEAHY,
A U.S. SENATOR FROM THE STATE OF VERMONT

Chair LEAHY. Okay, we have votes going on, and so Senators will
be coming in and out. I've talked with Senator Tillis about this,
and we're going to try to keep the hearing going, even if some will
have to leave.

We've worked hard on this issue of patents. They do drive our
economy. We know that. It allows innovators to do what they do
best, while knowing they can get the benefits of their hard work.
Good-quality patents give small businesses and inventors certainty
they can defend their inventions from others who didn’t put in the
work, and without the rights guaranteed by patents, the engine of
our economy, American innovation, simply would not be as strong.

Given the power that a patent conveys, a patent issued by the
U.S. Patent and Trademark Office needs to actually represent inno-
vation. There are serious consequences for our entire economy
when the system permits enforcement of a patent that never
should’ve been issued. Vermonters and small businesses all across
the country have suffered these consequences.

Several years ago, an out-of-state company asserted poor-quality
patents against dozens of Vermont small businesses and non-
profits, demanding payments each and every time a business
scanned a document and then emailed it. It was a scam, an egre-
gious abuse of our patent system. That’s why I'm proud of the work
we did in 2011 to pass the Leahy-Smith America Invents Act, the
bipartisan piece of legislation, bicameral, the first real update of
our patent laws in 50 years, but it allowed the public to take their
concerns about a questionable patent back to the Patent Office for
a more in-depth review.
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Through proceedings created by the Leahy-Smith Act, the scams
to email patents were brought back to the Patent Office. They were
invalidated. They allowed Vermont companies and nonprofits to
continue their work. The Patent Trial and Appeal Board, the
PTAB, created under the act, resolved those disputes in a way
that’s faster; more importantly, less expensive, more accurate than
a district judge, because the disputes were overseen by trained pat-
ent judges under a strict deadline.

In the past decade of PTAB’s existence, the public has brought
thousands of patents to the Patent Office’s attention. The Patent
Office has expertly addressed validity, reinforcing the strength of
high-quality patents but then canceling ones that never should’ve
been issued. As with any big new undertaking, that success has
brought new questions on all the enacted laws, particularly those
dealing with technologies and science, especially in an era when
that is evolving so fast. They need to be revisited. They have to be
updated from time to time.

That’s why I'm thrilled that Senator Tillis, as the Senior Repub-
lican on this Committee, along with Senator Cornyn and I, just last
week introduced the PTAB Reform Act of 2022. We had feedback
from participants in the patent system, including the public broad-
ly and businesses across the country, covering a vast array of sec-
tors and technologies. We looked at concerns from all comers. The
bill is a product of hard work and compromise and addresses the
biggest concerns of stakeholders from across the spectrum. It can
update the PTAB.

It’s important for a number of reasons. One question, of course:
If a petition to the Patent Office to review a patent is meritorious
on its face, should the Patent Office decline review anyway? Many
believe all meritorious patents should result in a review. Many oth-
ers believe it’s heresy to patent owners to have the same members
of the public able to request review of the same patent repeatedly
over time, when the patent owner has already defended the patent.
We addressed these issues, as we often do in the Senate, through
compromise.

While meritorious petitions to review a patent should generally
be granted, serial petitions, over time, from the same or related
parties will not be allowed. Another big question: Who has the au-
thority to make a final validity decision? Civil servant PTAB judges
or the politically appointed Director of the Patent Office?

While the Supreme Court last year resolved that the Director is
the final decision-maker, it left open the question of how the Direc-
tor makes that decision, but we ensure that it must be open to the
public. The public has a right to know. We should not have a pat-
ent system where any given PTO Director could influence and de-
cree decisions behind the scenes, without transparency.

We also addressed the concern raised by small business patent
owners. They had to pay to apply for a patent, and they may have
to pay again to defend at the PTAB. It’s expensive. We want to
help small businesses shoulder the expense. Thus, if a small entity
has not already decided to take the expense of litigation, the Patent
Office will cover the expense of a PTAB proceeding for that small
business. Now, we have an extraordinary group of witnesses here.
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I'm excited to hear about their experience, what’s worked, what
needs to change, how PTAB reform will fit into the overall picture.

GlobalFoundries is one of Vermont’s biggest employers. It
evolved from IBM, which it had been there. David Cain is a
Vermont attorney. He’s been involved in several PTAB proceedings.
He’s highly respected in the State of Vermont. He can tell us about
his experiences in the semiconductor chip manufacturing industry.

I know that Senator Tillis and Senator Cornyn share my belief
that the patent system should work for all Americans, all sectors.
I want to leave behind an even stronger patent system than what
we were able to get through in the earlier patent bill, which I had
the pleasure of working on. Senator Tillis, you've spent so much
time on this. I'll yield to you.

STATEMENT OF HON. THOM TILLIS,
U.S. SENATOR FROM THE STATE OF NORTH CAROLINA

Senator TiLLIS. Thank you, Mr. Chairman. Thank you for hold-
ing the hearing today on the PTAB. I also want to thank you for
your leadership and your continued partnership. It’s allowed us to
forge a path forward on this and many other important intellectual
property related matters. You're a good friend, and next Congress
I'm going to miss you as a partner.

Before I pass things over to our witnesses, I would like to provide
some important context and history to what we’ll be discussing
today. It should come as no surprise that the Chairman and I be-
lieve in the need for strong, reliable, predictable IP rights—some-
thing that we’ve championed for many years. When I speak to IP
rights, I speak to all forms of IP: patents, trademarks, copyrights,
and trade secrets. It’s because of this shared belief—why we’re con-
vening this important hearing today.

As anyone who follows my work in the Subcommittee knows, I'm
a firm believer in strong patent rights, and they’re paramount to
incentivizing American innovation, which fuels the growth of our
country’s prosperity and economy. This growth, in turn, allows the
U.S. to maintain its global dominance across numerous industries
and its reputation as the world’s leading innovator.

However, in order for patent rights to be truly strong, they have
to be based on high-quality patents, which have undergone thor-
ough review and meet all the requirements of patentability. That’s
why I've made improving patent quality and patent examination
process one of my key priorities. As we all know, no matter how
much we improve the front-end examination process, low-quality
patents, especially in business and software fields, often do get
issued. That’s why the PTAB, the subject of today’s hearing, exists.
It exists as an alternative to district court litigation and as a mech-
anism to weed out low-quality patents.

The PTAB, when properly constructed and administered, can
play a vital role in our innovation economy. Unfortunately, for far
too long the PTAB hasn’t been fair—hasn’t been a fair and impar-
tial forum that served its critical purpose. Instead, in years past,
it’s been a literal death squad for patent rights and has been
weaponized by various companies to potentially bankrupt future
competitors.
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Thankfully, during the last administration a number of policies
were put into place by my good friend Director Iancu to crack down
on this abuse, policies which I strongly support. Andrei’s reforms
ensured that the PTAB was a truly fair and impartial forum for all
parties and not simply a place where patents go to die. That’s why
I've long supported trying to codify some of these reforms, because
as good job—as good a job as Andrei did, a future PTO Director can
undo all of those positive changes with the snap of a finger. That
kind of volatility in how the PTAB functions, the lack of certainty,
doesn’t create the type of innovation ecosystem that we need to en-
sure long-term research, development, and investment.

My desire to provide long-term stability, certainly, at the PTAB
and to permanently end some of the abuses that we’ve seen in the
past is why I partnered with Senator Leahy to introduce com-
promise legislation, which has required both of us to sacrifice some
of our priorities. The PTAB Patent Reform Act of 2022 ensures that
inter parties disputes remains an alternative to litigation, while af-
fording predictability, certainty, and fairness to the process for both
the petitioners and the respective patent owners.

The bill statutorily imposes the Phillips claim interpretation
methods, stops abuse by serial petitioners, ends gamesmanship by
Big Tech companies, adds greater transparency to decisions ren-
dered by the PTAB, and prevents wild swings in terms of patent
validity determination by providing consistently—consistency
throughout the inevitable change of the USPTO leadership. I'm
also particularly proud of the fact that this bill will provide finan-
cial support for individual inventors, small entities, and micro-enti-
ties to hold patents subject to a petition. This bill is a direct result
of countless iterations and close collaboration with a diverse array
of internal and external stakeholders.

Let me be clear. This bill isn’t perfect, and it isn’t final. I'm pret-
ty sure that when it’s final, it won’t be perfect, but it should be
able to address most of the concerns that we have across valid
opinions at either end of the spectrum. This is the beginning of a
process. I hope everyone will take this opportunity to work with us
to provide long-term certainty and stability at the PTAB.

All ideas can and should be on the table. If you don’t like com-
promise—the compromise we've come up with, tell us, but don’t
just tell us you hate it. Give us ideas on how to write a better bill
that will, in your opinion, be a better compromise.

Again, Mr. Chairman, I thank you for holding this hearing. I look
forward to the testimony from the witnesses, but if I may, as a
point of privilege, I'd like to take a brief moment to formally wel-
come and introduce the newest Member of my team, Peter-Anthony
Pappas, who I have nicknamed “Juice.” I won’t get into the details.
Peter’s back here behind me.

Peter joins us on detail from the USPTO, where he’s a super-
visory patent examiner. Peter also previously served as a special
advisor to my good friend Dr. Iancu, when he was PTO Director.
He brings a wealth of knowledge to this process, and he’ll be an
integral part of the discussions we’ll have after this hearing. Wel-
come to the team, Peter.

Chair LEAHY. Thank you, Senator Tillis. I know how hard you’ve
worked on this. Senator Coons has worked on this, Senator Cornyn.
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We look forward now to hearing from David Cain, please. I've al-
ready mentioned that he serves as patent counsel and legal direc-
tor at GlobalFoundries, the largest semiconductor foundry, manu-
facturer with headquarters in the United States. He’s based at the
Essex Junction, Vermont facility. JD from Pepperdine, engineering
degree from Clarkson University, and highly respected in our
State. Go ahead, Mr. Cain.

STATEMENT OF DAVID CAIN, DIRECTOR OF
INTELLECTUAL PROPERTY, GLOBALFOUNDRIES,
BURLINGTON, VERMONT

Mr. CAIN. Thank you. Good afternoon, Chairman Leahy, Ranking
Member Tillis, and distinguished Members of the Subcommittee on
Intellectual Property. Thank you for this opportunity to speak with
you today about the important issue of PTAB reform.

As Senator Leahy said, GlobalFoundries is one of the world’s
leading semiconductor manufacturers, with production in the
United States, Singapore, and Germany. Our feature-rich chips en-
able nearly every sector of the global economy. Of the five at-scale
semiconductor foundries in the world, GF is the only one
headquartered in the United States and is a proud, longstanding
partner and supplier to the U.S. Department of Defense.

The semiconductor industry today involves producing billions of
transistors on a single chip and requires the most technically com-
plex manufacturing in the world. GF’s success in this industry is
born out of its innovation. GF’s U.S. sites have produced three of
the world’s top 100 most prolific inventors of all time. Because of
the RF technology innovation developed at GF’s Vermont facility,
the smartphone in your pockets almost certainly contains a GF-
made chip. Due to the importance of innovation to GF and the crit-
ical nature of the chips we manufacture, America’s patent system
is exceptionally important to us.

As an owner of more than 7,000 U.S. patents and as a U.S.-based
manufacturer, GF seeks a fair and balanced IPR system for both
patent owners and for petitioners. We count on the patent system
to protect our investment in innovation and to prevent our business
from being harassed by poor-quality patents. Every year, GF faces
infringement claims for patents that had no business being issued
in the first place, which needlessly hurts our ability to supply semi-
conductors to the world. The cost of each semiconductor patent liti-
gation defense can easily reach $5 million and beyond. The re-
sources directed toward such litigation could otherwise be invested
in capital expansion, R&D, both creating further jobs.

By passing the Leahy-Smith America Invents Act over a decade
ago, Congress made huge progress in curtailing the abusive patent
practices hurting American industry. Allowing for efficient patent
review by the technically trained and patent-savvy judges of the
PTAB provides an efficient and effective tool to defend against
poor-quality patents. Bad patents can be dealt with for a fraction
of the cost of litigation, while good patents can quickly be vali-
dated. Therefore, GF strongly supports efforts to improve the IPR
system.

The recent Fintiv-factor discretionary denial practice has limited
the availability of IPR review and inserted unfairness into the sys-
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tem. For example, defendants can be—can be prevented from chal-
lenging a poor-quality patent at the PTAB merely because the dis-
trict court sets an unrealistically early trial date that will rarely,
if ever, be met. Faced with potential denial, defendants must rush
to prepare a petition and may not have sufficient time to search
{'or prior art and may be estopped from relying on other prior art
ater.

These early petitions filed within a few months of a district court
complaint can create extra work for the PTAB itself. Such petitions
generally occur before the patent owner has identified which patent
claims it will be asserting, as well as how broadly it will be con-
struing those claims. Consequently, the PTAB will need to spend
time reviewing claims that may never be asserted and may con-
strue them for purposes of validity more narrowly than the patent
owner will in their infringement case.

The proposed PTAB Reform Act resolves these issues by solidi-
fying the 1-year window for bringing IPR petitions, while also en-
suring that petitioners are not allowed to bring serial challenges.
These common-sense proposals provide fairness to both patent own-
ers and petitioners. GF appreciates Congress’s commitment to fos-
tering American innovation and strengthening the greatest patent
system in the world. Thank you very much for allowing me to tes-
tify and share GF’s perspective today.

[The prepared statement of Mr. Cain appears as a submission for
the record.]

Chair LEAHY. Thank you very much. Mr. Wilson. I would actu-
ally note that Mr. Wilson is Director of Patents in the legal division
at SAS Institute, Inc., the data analytic software company. He
began his legal career as a patent and intellectual property liti-
gator with the firm of Jones Day, has a juris doctor’s from Syracuse
University College of Law, bachelor’s degree from Pennsylvania
State University. Mr. Wilson, please go ahead, sir.

STATEMENT OF TIM WILSON, HEAD OF PATENTS
AND INTELLECTUAL PROPERTY LITIGATION,
SAS INSTITUTE, INC., CARY, NORTH CAROLINA

Mr. WiLsON. Thank you, Mr. Chairman. My name is Tim Wilson.
I am patent counsel at SAS Institute. I also am an adjunct Pro-
fessor at the Southern University College of Law, a great histori-
cally Black college and university law school, as well as I'm presi-
dent of the Patent Quality Education and Training Foundation,
where we try to help improve diversity in patent law through work-
ing with the Thurgood Marshall College Fund to help support
HBCU graduates to getting into patent law.

I'd like to thank Chairman Leahy, Ranking Member Tillis, and
the Members of this Subcommittee for holding this hearing to ex-
plore potential reforms to the AIA. I'd specifically like to thank
Chairman Leahy and Senator Cornyn for their leadership during
the original negotiations with respect to the AIA. Because of their
leadership, there was a great spirit of compromise. Even though it
was often a difficult negotiation, it led to the most significant re-
form of the patent system since 1952.

The American Invents Act has largely done its job by leading to
a large decrease in the number of patent litigations. In 2011, we
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had almost 8,000 patent litigations, and that has been brought
back to between 3 to 4,000 annual patent litigations, and I think
that’s a great thing. In a pre-AIA case that SAS faced, a company
called Juxtacomm—they were a failed company that was left with
a single patent who got funding from external sources to sue doz-
ens and dozens and dozens of companies that actually made things,
costing all of those companies millions of dollars and costing SAS
between $5 and $8 million dollars just to get that patent thrown
out by a judge on summary judgment—a huge waste of resources.

As a holder of over 600 U.S. patents, SAS has always been inter-
ested in improved patent quality. We have a wide variety of inven-
tors at SAS who work on the cutting edge of software technology.
The two significant elements of the AIA discussions earlier were
patent litigation reform and the creation of the PTAB. At some
point during the negotiations, it became obvious that no meaning-
ful con—no meaningful reform or compromise could be made re-
lated to patent litigation. It was a little disheartening to lose that
element, but we continued to work together under the Chairman’s
leadership, and the result, many stakeholders working together,
was the PTAB.

Recently, the PTAB decided the Fintiv case, which allowed the
PTAB not to institute a petition that would otherwise meet the
threshold for institution. That would be based on a complex set of
balancing additional factors. This decision undermines the simple
test that Congress set forth in the AIA and leads to potentially sub-
stantial uncertainty to the parties because good petitions may be
denied. It also negatively impacts the public because invalid patent
claims are arbitrarily allowed to survive review. As a patent owner,
SAS appreciates that there may be abuses of the system by so-
called serial petitions. We don’t believe that this is a pervasive
problem, but we’re happy to participate in finding a solution to that
problem, as well.

It seems that we are once again looking to Chairman Leahy,
Ranking Member Tillis, and Senator Cornyn for leadership on an-
other PTAB reform act. I think it’s great to use the PTAB Reform
Act as a framework to find a good compromise. Thank you, and I
look forward to your questions.

[The prepared statement of Mr. Wilson appears as a submission
for the record.]

Chair LEAHY. Thank you very much. I should note that Senator
Tillis left to vote, and I don’t know what——

Chair LEaHY. Okay. We'll be going back and forth. We'll keep
the—when somebody comes back, and then I can go and vote.

Robert Giles is Senior Vice President and Chief IP Counsel at
Qualcomm, Incorporated, where he’s responsible for designing and
developing their Google IP portfolio. Received his JD from the
George Washington University, bachelor’s from the University of Il-
linois, Urbana. Mr. Giles, it’s good to have you here. Please go
ahead.



8

STATEMENT OF ROBERT GILES, SENIOR
VICE PRESIDENT AND CHIEF INTELLECTUAL
PROPERTY COUNSEL, QUALCOMM INCORPORATED,
INNOVATION ALLIANCE, SAN DIEGO, CALIFORNIA

Mr. GIiLES. Thank you very much. Chairman Leahy, Ranking
Member Tillis, and Members of the Subcommittee, my name is Bob
Giles, and I'm Senior Vice President and Chief Intellectual Prop-
erty Counsel at Qualcomm. I appreciate this opportunity to testify
on behalf of Innovation Alliance, a coalition of research and devel-
opment based technology companies that believe a robust patent
system is critical to U.S. technological leadership and our economic
and national security.

For decades, the constitutionally protected U.S. patent system
has secured our global leadership position in incentivizing the re-
search and development needed to invent groundbreaking tech-
nologies; however, in recent decades, our position has been threat-
ened by judicial and legislative actions that weaken patent rights.
To maintain the United States’ strategic interest, the PTAB must
be reformed to achieve its statutory purpose as an efficient alter-
native to district court litigation. The STRONGER Patents Act
would promote balance and fairness at the PTAB and would ad-
vance American innovation leadership. The PTAB Reform Act
would do the opposite by weakening the U.S. innovation ecosystem.

Robust patent protections are foundational to the U.S. economy
and national security for two reasons. First, they serve to appro-
priately incentivize companies to invest in costly and risky long-
term R&D needed for leadership in emerging technologies such as
Al IoT, 5@G, and 6G. Second, patent rights facilitate commercializa-
tion, collaboration, and follow-on innovation by granting exclu-
sionary rights in an invention for a limited time in exchange for
public disclosure.

Patent protections assure that rights to practice an invention can
be readily bought, sold, or licensed, allowing patent owners to rein-
vest those revenues in further R&D. Despite the critical role that
patents play in the U.S. economy, patents have been under attack
in recent years by actions that impose substantial obstacles on in-
ventors. Chief among these is how the PTAB has evolved.

By permitting any party to challenge and invalidate a duly
granted patent by a mere preponderance of the evidence, the PTAB
has led to gamesmanship and the invalidation of patents at an
alarmingly high rate. USPTO data show that the PTAB institutes
IPR in nearly two-thirds of petitions filed. The data show—the data
further show that once IPRs are instituted, they result in cancella-
tions of at least 1 claim in 80 percent of the time and cancellation
of every claim 60 percent of the time. These are high invalidation
rates led—these high invalidation rates have led one former judge
on the Federal circuit to call the PTAB a patent death squad, re-
sponsible for killing patent rights.

Infringers have used the PTAB to harass and intimidate small
companies. One example is Centripetal, an inventor of cybersecu-
rity technology. Centripetal initially attempted to partner with
Cisco and disclosed its patented technologies. In the end, the rela-
tionship broke down, but Cisco implemented Centripetal’s tech-
nology anyway. Centripetal had to resort to sue Cisco to defend its
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patents in court. The court found that Cisco willfully infringed, or-
dering Cisco to pay $1.9 billion in damages.

At the PTAB, Cisco sought to strengthen its negotiation position
against Centripetal by challenging 9 patents, using 14 IPR peti-
tions. The PTAB invalidated all of the claims of six of the patents
and some of the claims of another patent—a much higher invalidity
rate, as would be expected in district court.

The Innovation Alliance urges Congress to pass the STRONGER
Patents Act to strengthen U.S. competitiveness and global leader-
ship. STRONGER would, one, empower U.S. inventors to protect
their patent rights against infringers by implementing a common-
sense framework for granting injunctions and overhaul the PTAB
to ensure its proceedings are conducted in a fair and consistent
manner, in line with Federal courts. Importantly, for example,
STRONGER would prevent petitioners from filing a subsequent
IPR petition on the same patent claim if the petitioner failed to
show a reasonable likelihood of success in its first IPR.

In contrast, the Innovation Alliance urges Senators to oppose the
PTAB Reform Act because it would further tilt the playing field to-
ward infringers. Specifically, the PTAB Reform Act eliminates the
Fintiv doctrine, which allows the PTAB to apply discretion to deny
institution of a petition in order to prevent abuse, promote effi-
ciency, and conserve resources of the USPTO and individual par-
ties. Further, it permits challengers to file an unlimited number of
petitions against a single patent. It would also create a legally
questionable back door, giving standing to parties who would not
otherwise have it. These changes harm inventors and move the
patent system in the wrong direction.

Thank you again for inviting me to testify today. The Innovation
Alliance stands ready to work with you to ensure that U.S. patent
law promotes economic and national security.

[The prepared statement of Mr. Giles appears as a submission
for the record.]

Chair LEAHY. Why, thank you, Mr. Giles. Professor Anderson is
a professor of law at American University. His academic articles
have been cited by the Supreme Court, the U.S. Court of Appeals
for the Federal Circuit, and The New York Times. Professor Ander-
son clerked on the Court of Appeals at the Federal Circuit, prac-
ticed patent litigation at Latham & Watkins. I've spent a lot of
time, not as an appellant but as a friend of many of the members
of the Federal Circuit Court of Appeals, as the Professor probably
knows. He received a JD from Harvard Law School, bachelor’s de-
gflee én physics from the University of Utah. Professor, please go
ahead, sir.

STATEMENT OF JONAS ANDERSON, PROFESSOR
OF LAW, WASHINGTON COLLEGE OF LAW,
AMERICAN UNIVERSITY, WASHINGTON, DC

Professor ANDERSON. Good afternoon, Senators. Thank you,
Chairman Leahy, Ranking Member Tillis, and the other Members
of the Subcommittee for the invitation to testify. It’'s an honor to
testify on the predictability and fairness of proceedings at the Pat-
ent Trial and Appeal Board.
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I'm a professor at American University, Washington College of
Law, and my areas of expertise are in patent law, Federal courts,
and intellectual property. A specific focus of my scholarship has
been directed toward Federal courts, Federal district courts who
seek to attract patent cases to their courtrooms. This court com-
petition for patent cases I believe is a threat to the judiciary’s legit-
imacy, not just in patent law but across other areas of Federal law,
as well. It is with this concern in mind that I will focus my testi-
mony today.

I will begin my testimony by briefly describing how the PTAB’s
Fintiv ruling has been used by Federal district court judges who
seek out patent cases and how that active solicitation of patent
cases threatens to erode public confidence in the judiciary. In 2021,
roughly 25 percent of all patent cases were heard by a single Fed-
eral district court judge. As Chairman Leahy and Senator Tillis ref-
erence in their November 2021 letter to Chief Justice Roberts, this
extreme concentration of patent cases is troubling for the judiciary.
I agree with Chairman Leahy and Senator Tillis’s views on the cur-
rent problematic state of patent litigation. This extreme concentra-
tion of patent cases and judges actively encouraging plaintiffs to
file in their courtrooms undermines the public perception of fair-
ness in judicial proceedings.

This hearing is about the PTAB. I believe the PTAB has been a
great benefit for the U.S. patent system by providing a cost-effec-
tive means of challenging the validity of patents. This leads to a
strengthening of the competitive landscape and is a positive for the
American public. I also believe that the Fintiv decision of the PTAB
has led to increased uncertainty. As Senator Tillis said in his No-
vember 2021 letter to the Director of the PTO, it has led to harmful
incentives for forum shopping and inappropriate judicial behavior.
Furthermore, just this morning, the PTO issued guidance on the
application of Fintiv that limit Fintiv’s applicability. Today’s PTO
guidelines are welcome, on the whole, but I would suggest that the
PTO ought to rescind the Fintiv rule entirely.

The PTAB’s Fintiv rule is based on the laudable notion that the
PTAB ought not institute review of a patent if a district court or
the ITC is going to issue a ruling on the patent’s validity at an ear-
lier time. The current six-factor test provides virtually no certainty
of outcome and, worse, is influenced by plaintiffs who can strategi-
cally, in an effort, file their cases in an effort to avoid PTAB re-
view. Plaintiffs who want the PTAB—to avoid PTAB review can
choose to file their case in a district court that has a reputation for
not issuing stays and setting very early trial dates. These dates are
not good indicators of when a district court will issue a decision.

A recent study found that 94 percent of those trial dates relied
on by the PTAB in Fintiv turn out to be inaccurate. The Fintiv rul-
ing forces the PTAB to analyze the trial dates of district courts and
to grapple with comparing the duplicative effort between the dis-
trict court and the PTAB. Furthermore, it forces parties to waste
attorney hours arguing about the six cumulative factors. A much
better and easier solution would be to eliminate Fintiv entirely and
limit the PTAB’s institution decision to those factors that are enu-
merated by Congress, including the 1-year ban.
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Eliminating Fintiv would also have the benefit of eliminating the
possibility that district courts that—set aggressive trial dates in an
effort to preclude PTAB review. The PTAB would be freed from the
labor-intensive analysis involved in Fintiv, and district courts
would not be able to use trial dates in an effort to avoid PTAB re-
view and thereby attract patent plaintiffs. Thank you for your time,
and I look forward to your questions.

[The prepared statement of Professor Anderson appears as a sub-
mission for the record.]

Chair LEAHY. Thank you very much. I'll begin with Mr. Cain. I
think everybody knows there’s currently a chip shortage that’s af-
fecting all Americans, as even car manufacturers of popular vehi-
cles have them sitting in a—their lot just because they are missing
a few chips. Chip manufacturers like GlobalFoundries was, I be-
lieve, the exceptional facility in our home State—components,
phones, cars, computers.

Patents are an important part of your business. I understand
GlobalFoundries has over 7,000 U.S. patents. When we passed the
Leahy-Smith America Invents Act 11 years ago, we wanted to
make sure the Patent Office could take a second look at patents
that are of particular relevance to the public and review them and
so on. In your experience, Mr. Cain, has the PTAB been a fair adju-
dicator of patent validity? Make sure you

Mr. CAIN. Thank you, Senator. Certainly. We’ve very much been
happy with the PTAB, both as a patent owner and as a petitioner.
As you said, there’s an extreme amount of innovation going on at
our facilities. Every chip we put out must have hundreds, if not
thousands, of pieces of innovation inside of it, and we do count on
the system to protect that innovation. We've seen very fair and
very reasoned decisions coming out of the PTAB as to the validity
of those patents.

Chair LEAHY. Do you consider the PTAB judges preferable to an
ordinary court and jury?

Mr. CAIN. PTAB judges are specially positioned with their tech-
nical background and the fact that they live and breathe patent
law every day. It is their bread and butter, novelty and non-obvi-
ousness. They have a better look at such issues than almost anyone
in the world.

Chair LEAHY. I had a dear friend of mine, Judge Linn, who now
has senior status within the Federal circuit, and I remember talk-
ing to him about some of these patent cases and realized this is a
specialized area. Let me ask Professor Anderson: I've always
thought that the PTAB can be a forum predictable and fair, but a
previous Patent Office Director began using the discretion that’s in
the Patent Act to deny review of patents based on the status of on-
going litigation in district courts, without regard to the merits.
That kind of discretionary denial injected uncertainty, I believe,
into the patent system.

I understand that just today Director Vidal—and we mentioned
this—released new guidance cutting back on the impact of that pol-
icy. I believe the statute should be as predictable as possible. Pro-
fessor, my understanding is projected trial dates are inaccurate 94
percent of the time. A discretionary denial policy built around this,
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I feel, would cause uncertainty and unpredictability in the patent
system. Do you agree?

Professor ANDERSON. Yes, Chairman, I definitely agree. Even
worse than that, I think there’s some gamesmanship involved in
where you file your case in order to avoid the PTAB. I mentioned
there is one district court that has 25 percent of patent cases, and
one of the appeal to plaintiffs, I gather, is that filing in that court-
room makes it less likely that PTAB will review your patent, under
the Fintiv case. That’s why I think this act goes a long ways—and
the PTO’s actions this morning go a long ways—toward limiting
that discretion.

Chair LEAHY. In fact, going on that, Senator Tillis and I wrote
to the judicial conference about the ability of patent owner plain-
tiffs not only to pick the venue but to pick the precise judges. I
think what you’re referring to is a district court judge’s promise to
patent owner plaintiffs the trial date will be soon enough that they
can deny them—discretionary denial at the PTAB. Twenty-five per-
cent of the district court patent litigation in this whole country is
being handled by that single judge. Does that skew the patent liti-
gation in this country?

Professor ANDERSON. Yes. I think having 25 percent of the patent
cases or any type of case before one judge is not the system that
the Constitution or Congress designed. I have been given that—
think having that many cases, that much power in one judge’s
hands is not something we want to encourage, for sure.

Chair LEAHY. Thank you. I'm going to go and vote. I want to turn
it over to Senator Tillis, who knows this Committee inside and out.
Thank you.

Senator TILLIS [presiding]. Thank you all, again, for being here.
I worked in research and—oh, and it’s especially good to see some-
body representing SAS here. Jim Goodnight is truly an American
success story, and SAS is actually a product that I had some in-
volvement in the implementation of, back in my days at
Pricewaterhouse. Speaking of my days at Pricewaterhouse, anytime
I have a thorny subject that I'm trying to sort out with my business
clients, I try to get people into the room, all of whom I respect and
all of whom I want to produce a good outcome for the company and
now for this bill. I ask them a simple question: “Give me a red, yel-
low, green.”

Just going down the line, we'll start with Mr. Cain. Tell me what
you think is good, that is, green; yellow, needs work; red, a prob-
lem. Then we’ll go down the line. That gives y’all time to prepare.

Mr. CAIN. Are you asking what’s good in the proposed bill?

Senator TiLLIS. Yes. Red, yellow, green. What’s good? You don’t
even have to talk about the good. Give me the yellow and the red.

Mr. CAIN. The worst case is yellow. This is a move in the right
direction, across the board. Much more green.

Senator TILLIS. Good. Mr. Wilson.

Mr. WILSON. Yes, I would say that, you know, the bill has not
everything we want. You know, if it was our choice, we would re-
move the discretion from the Director and from the PTAB not to
institute good petitions, but I think there’s a fair compromise here
amongst all of the interests and, like you said, putting everyone in
the room is probably the best thing to do. We support this process.
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We think, you know, all of the compromises that have occurred so
far have been positive, and, you know, I think yellow is probably
where we are across the board.

Senator TILLIS. Mr. Giles.

Mr. GiLES. Thank you very much. First, I'd like to express our
appreciation for being involved in this discussion. It’s a very worth-
while topic, and we are very dedicated to making sure that the pat-
ent system is as strong as it possibly can be. It is—as you men-
tioned in your opening remarks, it is foundational to the American
economy and to innovation throughout this country.

There are—I do believe there has been some compromise in this
bill. The adoption of the Phillips standard for claim construction,
to unify that across the district courts and the PTAB, I think is a
step in the right direction. Overall, we look to the provisions that
are set out in the STRONGER Patents Act that would be a little
bit more fair and balanced with the patentee in mind. I would say,
you know, if youre going to force me to say red, yellow, green, I
would say it’s yellow, because I do believe the process is moving,
but we still stay in line with the STRONGER Patent side.

Senator TILLIS. Mr. Anderson.

Professor ANDERSON. Thank you. I would say this is mostly a
green bill. I am in favor of much of what’s in here. I would like—
Mr. Wilson said—would like to see certain other things in the bill
that aren’t there, but this is a compromise, and I recognize that,
and this is a good bill, overall.

Senator TILLIS. I just want to restate what I said in the opening
statement. Before I joined Pricewaterhouse, I worked in research
and development at Wang Laboratories up in Boston, so we were
constantly iterating through ideas and refining the product. We
used a simple—similar methodology for engaging stakeholders.
Anyone out there who’s saying, “Boy, I wish they’d mention that
red item,” I'm telling you, “Come to the table and let us examine
a way that we can make this a win-win, but we have to make
progress.”

I think with that, I'm particularly interested, after the hearing,
if you could give some more meat around the bones, on the yellows,
to get them to green or blue-green. Help us do that.

Give us feedstock for future discussions that we’ll have. I'm com-
mitted to engaging as many people as possible. Hopefully we can
satisfy some. We won’t be able to satisfy all, but that’s the nature
of the work that we do up here. Senator Coons.

Senator COONS. Thank you, Senator Tillis. I'd like to thank you
and Chairman Leahy for the chance to work with you. I appreciate
your opening comment that this bill isn’t perfect or final but the
b}?ginning of a process, and I look forward to working with you on
that.

I think reforms that position IPRs as an efficient alternative to
district court litigation, which was really the original core intent of
the AIA, are needed, but looking over this bill, I'm concerned that
eliminating the PTO’s ability to consider co-pending litigation in
deciding whether to institute is a step in the wrong direction, be-
cause I think hard-wiring parallel proceedings into the AIA in-
creases costs by encouraging duplicative proceedings. In my view,
that doesn’t benefit the public or the patent system. Any statutory
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provision to address serial petitions also has to adequately protect
versus repeated attacks on potentially valid patents.

As you know, I'm committed to the STRONGER Patents Act,
which I've worked on for a number of years, and it would limit the
ability to obtain multiple and repeated AIA review proceedings. I
appreciate the efforts of my colleagues and friends, Senators Leahy
and Cornyn and Tillis, to bring together stakeholders and explore
these thorny issues and try and come to a workable compromise,
and I look forward to continuing to work with you to strengthen
patent quality, the patent system, and to come up with a workable
solution. Mr. Giles, if I could, just at the outset, what are the bene-
fits to the public and the patent system of evaluating concerns
about redundant and duplicative proceedings in deciding whether
or not to institute an AIA trial?

Mr. GILES. Thanks very much. The Fintiv doctrine allows the
PTAB to review whether or not its resources are beneficial to the
process of resolving the dispute, and if you were to remove that—
that discretion from the PTAB, youre much more likely to have
parallel proceedings going on at the same time: one in district court
and one in the PTAB. The way that the system is set out right
now, especially if you remove the Fintiv discretion on behalf of the
PTAB, that will astronomically increase costs for small businesses
to be able to assert their patent rights.

It’s not easy to assert a patent in district court, it’s not easy to
defend a patent at the PTAB, and it’s incredibly costly to do both.
To layer on a burden of having to do that in two jurisdictions at
the same time is very detrimental, to—especially to small compa-
nies that are trying to assert their patent rights.

Senator COONS. Thank you. Mr. Cain, why don’t we pursue that
line? In terms of the interests of small inventors, in particular,
what’s the benefit to them if accused infringers can pursue patent-
ability issues in both an IPR and district court proceeding at the
same time?

Mr. CAIN. Thank you. Specifically for small inventors? One of the
really thoughtful sections of this proposed bill calls for the IPR de-
fense for such small entities to be handled, to be paid for by the
PTO itself, which I think is an exceptional benefit.

Senator COONS. How viable do you think that is, and what kind
of cost do you think that might add up to?

Mr. CAIN. I don’t know the statistics, but in my experience, it’s
very—very infrequent that a small or individual inventor is not
only asserting their patent but is brought into the IPR system.

Senator COONS. If I could, Mr. Wilson, there was a recent article
in Bloomberg that said Fintiv denials are falling. It concluded that
review was denied this year in less than 10 percent of cases in
which the board evaluated the Fintiv factors, and it cites petitioner
stipulations not to raise the same patentability issues in litigation
if the PTAB institutes. Would requiring the so-called Sotera stipu-
lations make IPRs a genuine, a valid alternative to litigation?

Mr. WiLsON. I think that one has to remember where we are
when a PTAB petition has been filed—that we’re not just, out of
the blue, filing a petition; that it’s a company, generally, who has
been sued in district court first. And, so, when you say it’s a small
company, a small inventor, you know—I think, you know, you ig-
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nore, perhaps, the financing that those entities have, either
through a, you know, opportunity through a law firm or financing
through what has been happening more and more—are kind of
hedge fund money. When you say it’s a small inventor, you see—
I think that’s a little bit misstating who——

Senator COONS. This question wasn’t, in fact——

Mr. WILSON [continuing]. It's——

Senator COONS. My question to you wasn’t limited to small in-
ventors. It was just about whether or not the Sotera stipulations
are narrowing the number of Fintiv denials. If you’ll forgive me,
I'm near the end of my time. Mr. Giles, just one last question, if
I might. What’s the largest concern you’ve heard from patent own-
ers that they want to see addressed in a PTAB reform bill?

Mr. GILES. I'd say the largest (audio malfunction) that’s applied
by the PTAB. At the PTAB proceedings, the evidentiary level is—
or the burden of proof is preponderance of the evidence, which is
much lower than it is in district court, which is clearly convincing
evidence. This burden of proof has led to the significantly higher
rates of invalidation at the PTAB than in the district court. The
two venues are not on an even playing field, and if the PTAB is
acting as a alternative, faster forum for the district courts, it
should also align with the burden of proof—should also align there.

Senator COONS. Thank you. Thank you to all the witnesses. Mr.
Chairman, Mr. Acting Chairman, thank you.

Senator TiLLIS [presiding]. On behalf of the Chair, Senator
Blackburn.

Senator BLACKBURN. Thank you. Thank you to each of you for
being here today. Mr. Giles, let me come to you. Over the last sev-
eral years, a lot of our innovators in Tennessee, people who are
smaller innovators or maybe they work for a large corporation—
what they’ve seen is Big Tech companies end up coming at them
on patent infringement. How can we ensure that PTAB is not ena-
bling the larger tech companies to steal patents from small busi-
nesses and innovators?

Mr. GILES. The analysis that I've seen, the data that I've seen,
is that the Big Tech companies are actually the biggest users of the
PTAB process. It was a process that was put in place with smaller
inventors in mind, but as the use of the PTAB has progressed, it’s
become more and more used by larger corporations to actually put
pressure on smaller companies to try to force them to lower their
negotiating position and to possibly so that they could acquire
them. I think it was Chief Judge Michel that said—Judge Michel
that called out the fact that these large corporations are using the
PTAB in order to pressure smaller companies with patents to—to
not pursue their rights, to relinquish their rights to these large cor-
porations that then usurp them and not have to pay the royalties.

Senator BLACKBURN. Then, the some estimates that have seen
PTAB invalidates partially or fully, I think, 84 percent of the pat-
ents it fully adjudicates—so, talk to me a little bit about the trend.
Does it indicate a problem with the PTO when it is originally
granting the patents, or why is it that there is a change of heart
in that process? What could be causing that invalidation rate?

Mr. GILES. The invalidation rate by the PTAB is much higher
than one would expect, and part of that is because of the burden
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of proof that the PTAB uses. They actually use the same burden
of proof that’s used during the prosecution process, when the Pat-
ent Office is examining an original application, but they use that
in a much—the patentee is in a much more limited position during
the PTAB proceedings and is unable to—very likely unable to
amend the claims. I know that there’s one amendment allowed, but
those are granted very, very rarely. By having this much lower
burden of proof during the PTAB proceedings, it leads to these
higher invalidation rates.

Senator BLACKBURN. Okay. Then how should that be fixed? What
are the steps we should take? Because when I'm talking to people
that are innovating for the auto industry; innovating for, you know,
electric engines; innovating in the music industry for delivery sys-
tems; innovating in health IT—they’re frustrated.

Mr. GILES. Yes. You know, Qualcomm is a large innovator, as
well, and we are innovating in many of those same areas. What we
can do to try to fix that is to—is to equate the burden of proof in
the PTAB proceedings with that in district court. It should be using
a clear and convincing evidence standard instead of a preponder-
ance of the evidence standard, to more align

Senator BLACKBURN. Okay, so then

Mr. GILES [continuing]. With

Senator BLACKBURN [continuing]. How does that invalidation
rate at PTAB compare to the district court?

Mr. GILES. In the district court—these are rough numbers. In
district court proceedings, you can expect about 30 percent of the
claims are invalidated. In the PTAB proceedings, it’s at least twice
that high, if not more.

Senator BLACKBURN. Yes. It’s higher. Thank you, Mr. Chairman.

Senator TILLIS. On behalf of the Chair, Senator Cruz.

Senator CRUZ. Thank you, Mr. Chairman, and welcome to each
of the witnesses. Our Founders included in the United States Con-
stitution the protection not just of property rights but also specifi-
cally of intellectual property rights. Article I, Section 8 makes clear
Congress’s duty to ensure the exclusive right of inventors. In fact,
the word “right” only appears in the Constitution in two places—
first, and forgettably, in a subject heading describing the rights of
Members of Congress. The second place it appears is in the context
of patents, specifically that the Constitution guarantees the rights
of authors and inventors to secure the benefits of their writings
and inventions.

I have some concerns when those rights, which often amount to
a person’s livelihood, can be stripped away by unaccountable bu-
reaucrats, not elected nor appointed by the President nor confirmed
by Congress. I know that my colleagues have been working hard
on the PTAB Reform Act, and I applaud them for their efforts. I'm
sure they would agree that their bill is an important one.

As such, I would hope they would likewise agree that any bill
that would significantly alter the patent landscape, affecting bil-
lions and billions of dollars a year and implicating America’s na-
tional competitiveness and maybe even our national security,
should be entitled to a full and fair markup hearing, not a trun-
cated, lightly attended hearing, but a full markup hearing by the
Full Committee.
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When the stakes are so high as they are in the context of billion-
dollar patents, the cost of unintended consequences could be disas-
trous, not just for inventors and companies, but for America. I
would urge my colleagues on the Judiciary Committee, particular
Chairman Durbin and Ranking Member Grassley, to schedule a
markup hearing on this bill for the Full Committee.

I do have significant concerns with PTAB itself. Its origins are
somewhat suspect. Google, which enjoyed an amazingly cozy rela-
tionship with the Obama White House, sent their deputy counsel
and their head of patent strategy, Michelle Lee, to head the PTO
and establish PTAB. Interestingly, PTAB became a very friendly
forum for Google and other Big Tech firms to challenge the rights
of inventors. For example, in 2020, PTAB found 84 percent of the
patents it fully reviewed to be invalid, and many patent owners
that successfully defend their patents against Big Tech in district
court are immediately dragged before PTAB, where they have to
defend it anew.

Big Tech obviously loves PTAB. Eighteen of the top 20 filers in
PTAB are Big Tech. Out of the PTAB petitions filed by the top 10
petitioners during 2021, Samsung, Apple, Google, Intel, and Micro-
soft collectively accounted for 81 percent of all such petitions. It
isn’t just Big Tech that loves PTAB. China has also found PTAB
is a useful tool toward invalidating American patents. Chinese
conllgl)ganies such as ZTE and Huawei are prolific petitioners at
PTAB.

Again, the risks of getting this wrong are severe. If this bill
should move forward, let’s do so under the full light of day, subject
{:o a full and fair markup hearing. The American people deserve no
ess.

Mr. Giles, I want to ask you a couple of specific questions. Num-
ber one, do you agree with what I just said, which is the con-
sequences of changing this system are significant and should be
considered carefully for unintended consequences?

Mr. GILES. Yes, I fully agree with that. The consequences con-
cerning that system are real, and they could have a tremendous ef-
fect on the United States economy and national security.

Senator CRUZ. You also urge the passage of the STRONGER Pat-
ents Act. In your judgment, how would this act ensure fair pro-
ceedings?

Mr. GILES. There are many ways that are listed in the

Senator CRUZ. Apparently the patent on the microphone is ex-
pired.

[Laughter.]

Mr. GILES. We can work on the communication technology, here.
Okay. There are a number of things laid out in the STRONGER
Patents Act. One is increasing the burden of proof for PTAB pro-
ceedings. Another is limiting the number of proceedings that a peti-
tioner could bring. You can’t bring subsequent proceedings. You
can’t bring multiple proceedings at the PTAB to attack—serially at-
tack, and to continue to attack, patent rights and put smaller com-
panies at a disadvantage. There are a whole number of other pro-
tections laid out in the STRONGER Patents Act.

Senator CRUZ. Thank you.

Chair LEAHY [presiding]. Mr. Tillis.
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Senator TILLIS. Thank you all. I just had a few things. I did ask
you to go back and give me some more substance behind things
that you would consider to be areas where you have concern: my
yellow. Really quickly, rapid-fire, what are your thoughts regarding
the introduced bill’'s ban on institution of serial petitions? We'll
start with Mr. Anderson.

Professor ANDERSON. That, for me, is a yellow. I'm not a big fan
of reducing the opportunities to challenge patents, just like you—
in district court, there’s no limitation on how often a patent can be
defended. I don’t think you should have the same—I think the
same thing should apply to the PTAB.

Senator TILLIS. Mr. Giles.

Mr. GILES. I think that provision goes part of the way but doesn’t
go the whole way. I actually do think that petitioners should be re-
quired to limit the number of petitions that they are able to file al-
together, not only serially, but in parallel. Right now, the bill
seems to open up the door to parallel petitions, which I will say is
actually very similar to the process that is undertaken in district
courts. District courts always require the parties to limit the
amount of claims that they bring, limit the amount of references
that they use, limit the scope of the invalidity proceedings in dis-
trict court. It should be more align—along those lines in the PTAB,
as well.

Senator TILLIS. Mr. Wilson.

Mr. WILSON. Yes. We're yellow on that. I think the thing that it
forgets is that the reason that we’re at the PTAB is that cases—
patent infringement cases have been filed against us. If we are, you
know, honest about it, we want to be able to file our petitions. You
know, the public is benefited by having the petitions filed because,
you know, they’re often successful, and the patents that shouldn’t
have been issued in the first place are not going to be the subject
of litigation any longer.

Senator TILLIS. Mr. Cain.

Mr. CAIN. Thank you. As a patent owner and as a petitioner, we
find that it strikes a good balance as a reasonable compromise for
the patent system.

Senator TILLIS. Okay. In the interest of time, I'm not going to
take you—I wanted to get to some of the ones that hopefully we
can get more feedback on. Things that I'd be interested in, if you
could provide us with feedback after the Committee: the codifica-
tion of the Phillips standard, the funding of small and micro-enti-
ties who face challenges at the PTAB, and I've got a couple of other
ones in there. If you could drill down, I just really want your can-
did assessment of where we are, so that we can work together to
make the bill better. Thank you, Mr. Chair.

Chair LEAHY. Thank you, Senator Tillis. I'm looking at PTAB,
and some of the biggest beneficiaries, of course, we know are small
businesses, entrepreneurs. I worry about the specious patent asser-
tions. A patent, if you have one, is not something that constitu-
tionally can never be touched or looked at. I think of some of the
baseless patents: sunglasses strap, a crustless peanut-butter-and-
jelly sandwich, or the method of swinging in a swing. You know,
they’re ludicrous.
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PTAB proceedings are a lot less expensive than litigation. I'm
trying to figure out how to get the cost paid in full, including attor-
ney’s fees, for small business patent owners. PTAB’s designed for
small businesses and entrepreneurs, and I want to make sure it
works for them. Let me ask a couple questions.

Mr. Wilson, we've heard that discretionary denials of PTAB pro-
ceedings create uncertainty and unpredictability. I'm told that
under a policy that requires filing PTAB proceedings long before
the 1-year time bar, PTAB review becomes less useful from a busi-
ness perspective. An accused infringer doesn’t know what patent
claims will be asserted and has to file an overbroad petition to the
PTAB. The accused infringer does not have time to do a thorough
prior art search. The accused infringer has no way to know wheth-
er the Patent Office will deem the petition too late because of their
amorphous public guidelines saying when it’s too late.

After the PTAB’s discretionary denial policy was announced in
the Fintiv case, what challenges has your business faced in the
PTAB process, either in deciding to go to PTAB or the process of
the proceedings? How’s that for an open question?

Mr. WILSON. Thank you, Mr. Chairman. I think we are—have to
be cognizant always that the way that you get to the PTAB is be-
cause someone has filed a lawsuit against you, and that’s, in my
experience, never a good place to be. You have to analyze whether
or not to spend the money to prepare a petition very quickly, with
a lot of effort, and you have to go through that process while evalu-
ating, “Well, maybe going to court is better,” or, “Maybe we ought
to settle the case.” There’s a lot of factors up in the air while you’re
trying to determine whether or not to go to the PTAB. It’s a very
expensive process, either way, but I have to say, the PTAB is a
much more cost-effective way to get to a decision, in my experience,
than patent litigation.

If we’re going to go outside of the statute that we all agreed to,
the American Invents Act, and come up with additional consider-
ations that the Patent Office is going to kind of unilaterally create
and determine that, you know, we may now kind of randomly not
accept a patent petition, a PTAB petition, that would’ve otherwise
been acceptable, I think that is not doing us a service. I think that
we should go back to the system that the American Invents Act
was there—was created to do.

Let me just remind my colleagues about a couple of things. One
is, during the AIA negotiations we had small business—retailers,
banking, auto makers, restaurateur—all here participating in the
process. They’re not here this time, and I think it’s because the
PTAB—the American Invents Act did its job. We shouldn’t nec-
essarily change that by the Patent Office alone.

Chair LEAHY. As a patent owner, you'd rather have your patent’s
validity adjudicated by the PTAB with analysis?

Mr. WILSON. Yes, Mr. Chairman, absolutely. I know when I'm
thinking of asserting one of my patents against another company
that I am likely to have that patent reviewed at the Patent Office
through the PTAB process. It is part of the analysis that goes into
determining whether or not to bring a case in the first place, what
patents to bring, what claims to assert. All of those things are
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things that we can adequately, you know, take into consideration
before we determine to file suit.

Chair LEAHY. Sort of following on this, Mr. Giles, I know the In-
novation Alliance has had some concerns, but you’ve also provided
a lot of feedback during the drafting of the PTAB. I know that I
can speak for Senator Tillis and Senator Cornyn and myself: We've
appreciated it, and we’ve addressed many, if not all, the grounds
of your input, and so we’ve tried in earnest to address them. We
recognize concerns about inventors being harassed with serial peti-
tions. Isn’t it helpful that our bill ensures that inventors are im-
mune from successive petitions by the same and closely related
parties?

Mr. GILES. Yes, it is helpful that the bill moves in that direction.
It would be better if it went a few steps further, as outlined in the
STRONGER Patents Act, which limits the number of petitions that
can be filed altogether.

Chair LEAHY. I appreciate that. We retain the Patent Office’s dis-
cretion to decline most proceedings. Do you support the Patent Of-
fice having discretion to deny institution?

Mr. GILES. Yes. I do think—others have commented on the Fintiv
situation, and I do think that the Patent Office should still be af-
forded the ability to deny institution based on the proceedings in
a district court proceeding. Many of the—many of the issues that
people have raised have been worked out by the Patent Office over
the past few years. People are citing to—trial dates moving, and
the data that underlies that is actually trial dates under the—
under the COVID restrictions that were happening at the same
time, so I don’t think it gives a very accurate depiction of when a
trial date actually stays. The Director actually also came out today
and cleared up the guidance—even though it was actually in the—
in some of the orders by the PTAB judges already, but cleared up
the guidance that

Chair LEAHY. Do you agree with what the Director came out with
today?

Mr. GILES. I haven’t had a chance to completely analyze it. It
just came out.

Chair LEAHY. Okay. Let me make that as a question for the
record. If you could respond, let us know whether you agree or dis-
agree. If you disagree, why? Okay?

Mr. GILES. Sure.

Chair LEAHY. You’'ll have plenty of time.

Mr. GILES. Oh, yes. Yes.

Chair LEAHY. We made PTAB affordable for small business own-
ers. We covered their expenses, including attorney’s fees. Isn’t it
helpful that our legislation makes the process completely free for
small business inventors?

Mr. GILES. Is that to me, sir?

Chair LEAHY. Sure.

Mr. GILES. Okay. I've looked over the provisions of the small
business support portion of it. I would actually welcome a much
more full dialog on that portion of it, because I do think there are
some nuances to it, where it may not get to the point—to the point
where it’s actually supporting a lot of the small businesses.
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Chair LEAHY. Thank you. My last question is, Mr. Cain, I'm com-
mitted—and I know Senator Tillis is—to transparency throughout
Government. At PTAB, the judge issues decisions, as you know, but
we don’t know if behind the scenes the Patent Office Director or
others acting on the Director’s behalf are influencing PTAB judges
to decide certain cases in certain ways. Would it be beneficial to
our patent system if the public knows when decisions are made by
the Director rather than the independent PTAB judges and what
the Director’s reasoning might be?

Mr. CAIN. Thank you, Senator. It certainly would be very valu-
able to the public, patent owners, and petitioners. You want—in
any area of the law, you want certainty and predictability, and the
{nlgrle transparent you can be, the less appearance of impropriety is
ikely.

Chair LEAHY. Thank you. I have a number of letters of support
from different groups, and if we have no objection, I'll enter them
into the record.

[The information appears as a submission for the record.]

Chair LEaHY. Shall we keep the record open for 7 days? We'll
keep the record open for 7 days, and if people have things either
from your answers that you want to add to or change, feel free. Do
you have anything further?

Senator TiLLIS. Yes. Mr. Chair, the record will be open for 7
days. The dialog’s going to continue beyond that.

Chair LEAHY. Oh, my, that’s for sure.

Senator TILLIS. I just want to be absolutely certain:

Chair LEAHY. That’s called a New England understatement, even
though it’s North Carolina.

Senator TILLIS. You know, I just want to make it clear that we're
in the business of debate and compromise. That’s what we do. Sen-
ator Leahy and I do that every day. You can’t address a concern
that you don’t know. I appreciate people coming forward, stating
their opinions. My office is committed to listening to them. The
only thing I don’t tolerate are guerilla tactics to try and undermine
what we're trying to do here. I don’t expect any of you to be in that
category because you’re here testifying before us, but I would en-
courage anyone else who’s watching what we’re doing here to en-
gage. Thank you, Mr. Chair.

Chair LEAHY. Thank you, and we stand in recess.

[Whereupon, at 3:59 p.m., the hearing was adjourned.]

[Additional material submitted for the record follows.]
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L Introduction

Thank you for inviting me to testify on the predictability and fairness of proceedings at the
patent trail and appeal board. | am a professor of law at American University Washington Coliege
of Law in Washington, D.C. My areas of expertise include patent law, the federal courts, and
intellectual property. | have authored numerous articles and op-eds on the operation of the patent
system generally, and specifically on ways to improve the fairness of patent adjudication
proceedings. See, J. Jonas Anderson & Paul Gugliuzza, Federal Judge Seeks Patent Cases, 71
DUKE Law JOURNAL 419 (2021); J. Jonas Anderson, Court Capture, 59 BOSTON COLLEGE Law
REVIEW 1543 (2018); J. Jonas Anderson, Judge-Shopping in the Eastern District of Texas, 48
LoyoLA CHiCAGO Law REVIEW 539 (2016); J. Jonas Anderson, Court Competition for Patent
Cases, 163 UNIVERSITY OF PENNSYLVANIA LAW REVIEW 631 (2015).

One area of my scholarship has focused on federal district court judges who seek to attract
patent cases for their courtrooms. This “court competition” for patent cases, | believe, is a threat
to the judiciary’s legitimacy. it is with this concern in mind that I will focus my testimony today.

| will begin my testimony by briefly describing how the PTAB has improved the functioning
of the patent system. Then | will turn to how federal district court judges who actively seek out
patent cases are threatening judiciary’s legitimacy. Then | will move into areas in which Congress
can improve the PTAB while simuitaneously reducing the ability of district court judges to attract
patent cases.

L The Benefits of the PTAR for the Patent System.

The Federal District Courts have traditionally been the primary venue to raise validity
challenges of already-issued patents. While the Patent and Trademark Office traditionally has
had some role to play in invalidating incorrectly issued patents, the main avenue for patent
challengers to contest a patent was via litigation in the courts. in 2011, Congress created the
PTARB as an alternative means of chalienging issued patents. it was hoped that the PTAB wouid
provide a lower cost means of challenging already-issued patents. After all, the cost of litigation
in district court averaged over $3 million dollars in 2009, according to the American intellectual
Property Law Association.

Congress did not create the PTAB as a substitute for litigation, but rather as a quicker,
less expensive alternative to district court litigation. Congress was aware that the proceedings in
the PTAB would often be accompanied by parallel in the district court. Thus, Congress created a
number of carefully crafted tradeoffs designed to lower the overall cost of challenging a patent’s
validity, while simuitaneously reducing the overall workload of district courts.

For example, one of these tradeoffs created by Congress were the estoppel provisions
that accompanied PTAB review. These estoppel provisions limit the arguments that can be raised
at trial once a review has been performed at the PTAB. The estoppel provisions for IPRs extend
to arguments that “could have been raised” before the PTAB." Thus, the PTAB is crafted in such
a way that petitioners are the beneficiaries of a lower-cost, speedier way to challenge a patent,
while the parallel district court litigation is reduced in scope.

135 U.S.C. §§ 315(¢), 325(¢).
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The AIA aiso makes these carefully crafted balances around the one-year time bar for
petitions. The AlA gives petitioners one year from the date litigation commences, in which to bring
a petition for review.? That statutorily mandated “one-year time bar” gives petitioners an adequate
time to prepare the most effective filing possible, while simultaneously shieiding from review those
patents that have been subject to substantial district court litigation. Furthermore, the PTAB
review can potentially narrow the claims and/or perform claim construction, thereby reducing the
amount of work required by the district judge.

This one-year time bar protects both patent hoiders and patent challengers, granting quick
review to patent challengers while shielding from review patents that have had substantial judicial
action. Importantly, it also protects the work of the federal district courts by only potentially
reviewing those patents that have been in litigation for less than a year, and refusing to grant
review to those patents that have been tied up in litigation for over a year. Throughout the AIA,
this trade off between quick review at the PTAB and full litigation at district court is apparent.

1. Competition among Federal District Courts for Patent Cases

In his end of the year report on the federal judiciary, Chief Justice Roberts brought up
three potential areas of concern for the federal courts.® The third area was the “arcane” area of
judge selection for patent cases. Justice Roberts was responding to the great numbers of patent
cases that are filed in just a few courts before just a few judges. Various members of this
subcommittee have also voiced similar concerns over this “extreme concentration” of patent
cases.

For example, last year nearly 25% of all patent cases were heard before a single judge on
the US District Court for the Western District of Texas. Because of how cases are assigned to
judges in that district, plaintiffs are able to select an individual judge to hear their case.

Like a most other district courts, the Western Division of Texas is divided into divisions.
Among those divisions is the division of Waco with only one active judge. Because cases are
assigned to a judge within the division in which the case is filed, a plaintiff that files within the
Waco Division is certain to get that particular judge. And the Western District of Texas is not an
outlier in their assignment procedures; numerous district courts allow for this “judge shopping”
through divisiona! assignment.*

Judge shopping—the practice of choosing one’s judge—is not a practice that the federal
judiciary should condone or enable. My co-author Paul Gugliuzza and | have proposed simple
remedies by which Congress could eliminate judge shopping, including simple venue tweaks
and/or pushing courts assign cases randomly.” But some district court judges take advantage of
judge shopping to engage in the forum shopping game. We have highlighted the most recent
example of this “court competition” for patent cases occurring in the Western District of Texas.

235U.S.C. § 315(b) (barred if “filed more than one year after the date on which the petitioner ... is served
with a complaint alleging infringement of the patent.”).

3 Justice John Roberts, 2021 Year End Report on the Federal Judiciary, available at
https:/iwww.supremecourt.gov/publicinfo/year-end/2021year-endreport. paf.

4 See Alex Botoman, Divisional Judge-Shopping, 49 COLUMBIA HUMAN RIGHTS LAW REVIEW 297, 317-318
(2018).

5 J. Jonas Anderson and Paul Gugliuzza, Federal Judge Seeks Patent Cases, 71 DUKE L.J. 419, 478-482
(2021).
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There, one judge in Waco has actively solicited patent plaintiffs to file in his courtroom,
continuously denied transfer motions for defendants seeking a more convenient forum, created
piaintiff-friendly procedures, and refused to entertain early stage motions for alleging lack of
patentable subject matter.

The Waco Division of the Western District of Texas has an aggressive default schedule
that keeps patents litigated in West Texas, in most cases, immune from PTAB review. For
instance, trial in Waco will usually be scheduled to begin before inter partes review would typicailly
conclude. This quick trial schedule includes scheduling claim construction hearings six months
after the case management conference, with trial roughly eighteen months after the conference.
inter partes review at the PTAB, by contrast, typically takes eighteen months to complete, plus
the time the defendant needs to prepare and file its petition after being sued for infringement.
Thus, the PTAB is generally inclined to deny review of a patent that is also being litigated in
Western Texas because of the earlier scheduled trial date.

As a result of this and other plaintiff-friendly procedural aspects, Waco is now home to
nearly 25% of the nation’s patent cases, plaintiffs flock to Waco in an effort to get the plaintiff-
friendly benefits of the division’s procedures, and the judge has been forced to make extensive
use of special masters because of the flood of patent cases in his courtroom.® This is an area
where the Supreme Court and Congress ought to work together to find a common sense solution
to the problem of judge shopping. These solicitation efforts intended to entice patent owners to
come to a judge’s courtroom evoke an uneasy feeling of unfairness and back room dealing.

. Congress should eliminate the NHK-Fintiv line of cases at the PTAB. As currently
constituted, NHK-Fintiv forces petitioners to make unwanted concessions and allows federal
district judges to influence forum-shopping plaintiffs.

As described above, the prospect of avoiding the PTAB entices plaintiffs to forum shop
and for some judges to engage in competition for that litigation. If judges can offer a more arduous
path to the PTAB, they can influence those patent holders who are especially wary of the PTAB
to file in the judge’s court.

The statute mandates that IPR institution be based upon whether the petitioner is
“reasonably likel[y]” to prevail on “at least 1 of the claims challenged in the petition,” and whether
the “one-year time bar’ has been met.” Despite this, in 2018, in NHK Spring v. Intri-Plex
Technologies, the PTAB considered whether pending district court litigation wouid resolve the
issues presented more quickly than the PTAB.® The PTAB determined that because the court (in
this case, the Northern District of California) was likely to issue a final decision before the PTAB,
that PTAB review would be inefficient and would not “provide an effective and efficient aiternative
to district court litigation.” Thus, under NHK, the PTAB could consider the advanced state of
litigation when making its unreviewable institution decision.

5 https:/mwww.law.com/texaslawyer/2021/08/26/how-a-former-law-clerk-earned-700k-this-year-as-a-court-
appointed-technical-adviser/

735 U.S.C. §§ 314(a); 315(b).

® NHK Spring Co. v. Iniri-Plex Techs., Inc., No. IPR2018-752, slip op. at 20 (PTAB Sept. 12, 2018).

°id.
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In 2020 the PTAB issued an order in Apple v. Fintiv that went further than NHK."® (The
order was later denominated as a precedential order by the Commissioner of the PTQ). In Fintiv,
the PTAB listed the following six factors it would consider in exercising its discretion to deny
institution based on parailel district court litigation:

1. whether the court granted a stay or evidence exists that one may be granted if a
proceeding is instituted,;

2. proximity of the court’s trial date to the Board’s projected statutory deadiine for a final
written decision;

3. investment in the parallel proceeding by the court and the parties;
4. overlap between issues raised in the petition and in the paraliel proceeding;

5. whether the petitioner and the defendant in the paraliel proceeding are the same party;
and

6. other circumstances that impact the Board’s exercise of discretion, including the merits.
id.

While these factors are enumerated as distinct considerations, the PTAB generally takes
"a holistic view of whether efficiency and integrity of the system are best served by denying or
instituting review.""!

The six Fintiv factors are not found in the statute. The statute only aliows the PTAB to
consider whether the likelihood of success of the petition, the one-year time bar, and whether the
same arguments were presented to the Board previously.™ Fintiv, on the other hand, converts
one of those statutorily mandated requirements into one factor (out of six) and includes the catch-
all term “other circumstances that impact the Board’s exercise of discretion.” This non-statutory,
six factor Fintiv test should be reversed by the PTQ, or better yet, statutorily clarified as the current
proposed bill does.

A The NHK-Fintiv line of cases has been exploited by district courts seeking to attract
patent cases.

Fintiv was designed to give the PTAB more discretion over where it spent its resources:
in theory, the PTAB could choose to devote its administrative patent judges’ time to those cases
that were less likely to have duplicative issues decided at the district courts. But in actuality the
NHK-Fintiv line of cases has been an avenue for judges interested in attracting forum shopping
plaintiffs to their courtrooms. This judge-centered forum shopping is contrary to the very notions
of fairness from which the judiciary derives its authority.

Furthermore, the six factor test elevates decisions within the control of the district court
above and beyond what Congress has stated are the grounds for instituting (or not) PTAB review.
For example, factor one (whether the court granted a stay or evidence exists that one may be
granted if a proceeding is instituted) concerns a practice that varies widely between different
district courts. Some district courts are extremely likely to grant stays pending PTAB review, whiie

*° Apple Inc. v. Fintiv, Inc., No. IPR2020-19 (PTAB May, 5, 2020).
id.
1235 U.S.C. §§ 314(a); 315(b); 325(d).
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others are much less likely to do so. Patent-heavy districts like the District of Delaware and the
Western District of Texas have been reluctant to grant stays, meaning that patent holders who
file in those districts are more likely to avoid PTAB review of their patents under Fintiv.

Similarly, the second factor (proximity of trial date) is used by certain district courts in an
effort to avoid PTAB review. A recent study by Andrew Dufresnse, Nathan Kelly, and Lori Gordon
shows that the trial dates relied on in Fintiv denials turn out to be wrong in 94% of cases.™ Using
estimated trial dates to deny review of a patent when these dates turn out to be delayed in 94%
of the cases is a terrible way to make discretionary judgements.

Some district courts, eager to hear patent cases, have used the Fintiv factors to attract
plaintiffs that do not want to have their patents reviewed by the PTAB. The U.S District Court for
Western District of Texas currently receives around 25% of the patent cases nationally. Aimost
all of these cases are heard in the district's Waco Division.

The lone judge in the Waco Division employs an aggressive default schedule that, in most
cases, resuits in the Fintiv factors cutting in favor of denying institution. As discussed, Judge
Albright schedules Markman hearings six months after the case management conference, with
trial roughly eighteen months after the conference. inter partes review at the PTAB, by contrast,
typicaily takes eighteen months—pius the time the defendant needs to prepare and file its petition
after being sued for infringement. This practice means that the second factor of the Fintiv test
usually favors denial of institution at the PTAB.

For example, in one PTAB decision involving a parallel case in the Western District of
Texas, the PTAB denied institution of an inter partes review solely because of the Western
District's speedy timeline."* The PTAB found that all the Fintiv factors for exercising discretion
favored institution—except the district court’s timeline for trial.'® Senator Tillis has objected to this
very practice, stating “Based on the facts currently available to me, it is difficuit to imagine any
plausible justification for the continued reliance on the demonstrably inaccurate trial dates set by
the Waco Division.”'®

The other Fintiv factors can also be manipulated by a judge interested in avoiding PTAB
review for the plaintiffs in his courtroom. For instance, factor one (pending stays in the district
court) are completely within the discretion of the district court judge. Some judges are notoriously
reluctant to issue stays pending IPR. For example, the Waco Division of Western Texas’ lone
judge has stated publically that he is unlikely to grant a stay absent special circumstances. See
e.g., Britain Eakin, Amid Scrutiny, Albright Focuses on Keeping Cases on Track, LAw360 (Feb.
16, 2022). So, the practice of not granting stays ensures that the first factor favors denial of

3 Andrew T. Dufresne, Nathan K. Keliey & Lori Gordon, How reliable are trial dates relied on by the
PTAB in the Fintiv analysis? 1600 PTAB & Beyond (October 29, 2021);
https://iwww.1600ptab.com/2021/10/how-reliable-are-trial-dates-relied-on-by-the-ptab-in-the-fintiv-
analysis/.

™ Sand Revolutions H, LLC v. Continental Intermodal Group — Trucking, LLC, IPR2018-01393, slip op. at
18 (PTAB Feb. 5, 2020).

B d.

'8 Letter from Senator Tillis to Acting Director of the PTO, Nov. 2, 2021,
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institution at the PTAB. Setting a case schedule that essentially eliminates the prospect of PTAB
review undermines the system Congress set up in the AlA to weed out low quality patents.

B. NHK-Fintiv Has Not Eliminated Duplicative Judgements

Furthermore, the NHK-Fintiv framework has not succeeded in eliminating expensive,
duplicative judgements at the PTAB and the district courts. Recently, a trial in the Western District
of Texas between VLSI and Intel resulted in over $2 billion doltar judgement for VLSI. Prior to the
judgement, Intel had petitioned the PTAB for review of some of the patents at issue. But because
of Fintiv and the Western District of Texas’ early trial dates, the PTAB denied institution, finding
that the court was likely to reach a conclusion before the PTAB.

Recently, OpenSkys (a non-party to the district court litigation) seeks to review those same
patents at the PTAB. Because they are not in the Western District of Texas (or any other court for
that matter) they are not subject to the same Fintiv factors. The PTAB granted the institution of
the IPR of VLSI’s patents, and could possibly undo the jury trial verdict awarding $2 billion doliars.
What is more, the petition filed by OpenSkies is a near exact replica of the previous unsuccessful
petition filed by Intel. Thus, Fintiv resulted in more gamesmanship and cost in this case and may
result in the work of the district court and the jury being wasted. This is not the efficient, lower cost
result that Congress intended by creating the PTAB.

Another example of Fintiv thwarting the aims of the AlA can be seen in the case of Fintiv
v. Apple. Fintiv (the entity) for which the Fintiv rule was created is still not at trial. The trial in that
case has been scheduled for around half a dozen different dates. The date relied on by the PTAB
in denying institution was March 3, 2021, whereas the PTAB anticipated coming to a conclusion
at a later date in 2021. Fifteen months after that date, and months after the PTAB would have
been statutorily mandated to finalize their decision, the trial stili has not commenced. In fact, it
was scheduled to go to trial this week, but was delayed yet again.'” Today, over a year past the
original trial date, the case has still not reached trial.

The trial dates set by district courts and relied on by the PTAB for Fintiv factor two should
not be used in evaluating whether to institute review or not. Fintiv results in wasted attorney hours
arguing about the progress made in district court, rather than the merits of the petition for review.
It has resulted in numerous, high profile cases being unnecessarily extended and increasing the
cost and time of patent litigation.

C. NHK-Fintiv Results in Petitioners Filing Hurried Petitions and Forces Those
Petitioners Who Are Litigating in Certain Jurisdictions to Make Unfair Concessions.

in recent months, practitioners have adjusted to the Fintiv factors. Petitioners know that
because of Fintiv they must file any petition as soon as possible. They often hurriedly fire off a
petition as quickly as possible in an effort to avoid the pitfalls of Fintiv. This practice also puts a
strain on the patent office. Around 50% of institution requests involve detailed analysis of the
Fintiv factors. Doing away with Fintiv would free the Patent Office of the burden of tracking the
status of any parallel district court litigation and free the parties from having to pay money to
litigate the issue.

7 Ryan Davis, Fintiv’s Emergency Motion Delays Apple Patent Trial In WDTX, Law360 (June 7, 2022);
https:/fwww.law360.com/articles/1500531/fintiv-s-emergency-motion-delays-apple-patent-trial-in-wdtx.
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Attorneys have also begun making concessions in their petitions for review in an effort to
influence the outcome of factor number four (the issues are similar to those in litigation). in short,
these concessions amount to a promise not to pursue certain arguments for invalidity in litigation.
For defendants to patent infringement, these concessions can be seen as the price they must pay
to avail themselves of the PTAB. But the frequency of these concessions varies greatly by the
district court in which the litigation arises.® Having to concede potentially important aspects of
your defense is never a thing that litigants want to have to do; iess so when those concessions
are largely determined by which district court the plaintiff chose to file.

V. Conclusion

The judiciary’s reputation is essential to its legitimacy. The public’s willingness to obey
judicial decisions is in large part dependent on the court’s legitimacy. The public’s perception of
the judiciary’s independence and integrity is the primary source of its legitimacy, and ultimately
its power. That legitimacy is threatened with rampant judge shopping in patent litigation. Judge
shopping has the potential to spill into other areas of the law, since the practice is enabled by
single division judge assignments. Congress should work with the Supreme Court to stop
predictable judge assignment procedures.

Furthermore, Congress should undo the damage wrought by the NHK-Fintiv line of cases.
NHK-Fintiv has resulted in increased judge shopping, with certain district court judges leveraging
the Fintiv factors to entice patent plaintiffs to their courtrooms. Additionally, Fintiv has not resulted
in increased efficiency for litigants litigating simultaneously in the PTAB and at federal district
court. Fintiv has also resuited in forcing petioners to file before they are prepared as well as
making unwanted concessions. For all these reasons, Congress should undo Fintiv.

2 See Richard M Bemben & Steven M. Pappas, Fintiv Continues to Take Center Stage: The Effect of
Parallel Litigation at the PTAB in 2021, hitps.//iwww sternekessler.com/news-insights/publications/fintiv-
continues-take-center-stage-effect-parailel-litigation-ptab-2021 (“We found for parallef proceedings in the
Westem District of Texas, the petitioner filed a broad stipulation in approximately 44% the cases, either
stipulating to full estoppel, as in Sotera, or not to use the same art in the parallel litigation. By contrast, for
paraltel proceedings in the Eastern District, the petitioner filed such broad stipulations only about 30% of
the time.”).
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Chairman Leahy, Ranking Member Tillis, and Members of the Committee, thank you for
holding this important hearing on the Patent Trial and Appeal Board (“PTAB”) and the PTAB
Reform Act, and for inviting me to testify today. My name is Robert Giles, and 1 am the Senior
Vice President and Chief Intellectual Property Counsel for Qualcomm Incorporated, the world’s
leading wireless technology innovator and the driving force behind the development, launch, and
expansion of 5G. When we connected the phone to the intemet, the mobile revolution was born.
Today, Qualcomm’s foundational technologies enabie the mobile ecosystem and are found
throughout the wireless communications ecosystem. We are bringing the benefits of ceflular
technologies to new industries, including automotive, the Internet of Things (“IoT”), and
computing, and are leading the way to a world where everything and everyone can communicate
and interact seamlessly.

I am here on behalf of the Innovation Alliance, a coalition of research and development-
based technology companies that believe that maintaining a strong patent system is critical to
supporting innovative enterprises of all sizes. The Innovation Alliance is committed to
strengthening the U.S. patent system to promote innovation, economic growth, and job creation,
and we support legislation and policies that help to achieve those goals.

Innovation Alliance member companies innovate across a wide range of industries, from
audio compression, to wireless communications, to advanced video communication, to vehicle
transmission and drive train technology, and semiconductor technology. Our member companies
include, among others, Dolby Laboratories, Inc., Qualcomm Incorporated, nviolo, and Adeia.
Despite the wide range of industries Innovation Alliance companies are involved in, each
member shares a deep commitment to innovation and dissemination of their research efforts
through patent licensing. Innovation in these industries requires the expenditure of vast sums of
money in research and development (“R&D”) before an innovation can be commercialized.

Like other Innovation Alliance members, Qualcomm invests heavily in R&D efforts
taking on substantial risks associated with technical innovation. Since its founding in 1985,
Qualcomm has invested over $73 billion in R&D to develop emerging mobile devices, networks,
and entire ecosystems of technologies years before others. In addition to expending large
financial sums, Qualcomm’s many innovation teams spend countless hours innovating and
working with colleagues to protect these innovations. These human and capital resource
investments represent strategic opportunity cost decisions — sometimes yielding positive return-
on-investment outcomes and sometimes not. And these actions demonstrate Qualcomm’s
continuous commitment to develop technologies impactful to everyone — not any one group or
individual.

A strong patent system is central to the future of a resilient, growing, and increasingly
technology-driven U.S. economy that allows us to protect our national security.! For decades,
the U.S. patent system has secured our global technology leadership by incentivizing the R&D
that is needed to invent ground-breaking technologies. However, the United States’ global

! See, e.g., Alexander Kersten, How Moves to Weaken Standard-Essential Patents (SEPs) Threaten U.S. National
Security, CSIS (Apr. 12, 2022), https://www.csis.org/analysis/how-moves-weaken-standard-essential-patents-seps-
threaten-us-national-security; Andrei Iancu & David J. Kappos, U.S. Intellectual Property Is Critical to National
Security, NEW YORK L. I. 266 (Jul. 7, 2021).
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technology leadership position has been threatened by judicial and legisiative actions, such as the
current implementation of inter partes review (“IPR™) as conducted by the PTAB, that weaken
patent rights.

The Innovation Alliance urges Congress to pass the STRONGER Patents Act to
strengthen U.S. competitiveness and global leadership. STRONGER would (1) empower U.S.
inventors to protect their patent rights against infringers by permitting courts to grant injunctions
in appropriate cases, and (2) overhaul the PTAB to ensure its proceedings are conducted in a fair
and consistent manner in line with federal courts. Importantly, for example, STRONGER would
prevent petitioners from filing a second IPR on the same patent claim if the petitioner failed to
show a reasonable likelihood of success in its first [PR.

In contrast, the Innovation Alliance urges Senators to oppose the PTAB Reform Act
because it would further tilt the playing field to infringers. Specifically, the PTAB Reform Act
eliminates the “Fintiv doctrine,” which allows the PTAB to deny institution of a petition in order
to prevent abuse, promote efficiency, and conserve resources of the USPTO and individual
parties. The PTAB Reform Act would prevent the PTAB from considering harassing and
abusive repetitive proceedings when deciding whether to institute an IPR. 1t would also create a
legally questionable backdoor to give standing to parties who would not otherwise have it.
These changes harm inventors and move the patent system in the wrong direction.

L Robust Patent Protections Are Essential to the U.S. Economy and National Security

The U.S. patent system is the foundation of our innovation economy and is the reason
that U.S. technological leadership is envied worldwide. It grants inventors—whether they are
individuals, start-ups, or established businesses—defined property rights in their inventions for a
limited time, in exchange for publicly disclosing the technical details of those inventions through
required filings with the United States Patent and Trademark Office (“USPTO”). By rewarding
innovation and enabling inventors to quickly build upon each other’s ideas, this system is the
driving force behind U.S. innovation leadership.

Strong patent protections are foundational to the U.S. economy and national security for
two main reasons. First, a robust patent protection regime is necessary to appropriately
incentivize private companies to invest in the costly and risky long-term R&D needed for
leadership in emerging technologies such as Al IoT, 5G, and now 6G. Second, patent rights
facilitate commercialization, collaboration, and follow-on innovation. By granting exclusionary
rights in an invention in exchange for public disclosure, patents “simultaneously protect, and
disclose, the inventor’s contribution to the knowledge pool.”* At the same time, patent
protections ensure that an invention can be freely bought, sold, or licensed, allowing patent
owners to reap the benefits of their inventions, while transferring their invention directly to the
party best positioned to commercialize it for public or industry use.

2 David J. Kappos, Why America’s Patent System Is Not Killing Innovation, Fortune (May 8, 2015),
http://fortune.com/2015/05/08/why-americas-patent-system-is-not-killing-innovation/.
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Strong intellectual property (“IP”) protections and a strong culture of innovation are vital
to economic growth and job creation. According to the USPTO, IP-intensive industries
accounted for $7.8 trillion in economic activity in 2019—41% of domestic output.®> These
industries also directly supported 47 million jobs—33% of all employment in the United States.*
Compared to workers in non-IP-intensive industries, workers in [P-industries earn significantly
higher wages and are more likely to participate in employer-sponsored health insurance and
retirement plans.> The innovation economy thus represents not only an essential piece of the
overall American economy, but provides an important source of high quality job growth.

Strong patent protections are particularly important for small businesses and startups.
Research shows that, on average, startups with patents increase their employment growth by
55% and grow their sales by an additional $10.6 million compared to startups that fail to obtain a
patent—and that patents increase startups’ likelihood of going public by 128%, being acquired
by 84%, securing a loan by using the patent as collateral by 119%, and securing venture capital
funding by 47%.% Additional research has found that weaker patent protections reduce follow-on
research by 37%, and that the effect is stronger for small businesses.”

U.S. national security also depends on strong patent protections and U.S. technological
leadership.® Encouraging technology devetopment by U.S. companies through strong property
rights protects our national interest by incentivizing the private investment of money and talent
needed to develop technologies in key areas like telecommunications and Al, which will provide
significant advantages economically and militarily to the country that develops them. This
permits the U.S. and our companies to compete with firms such as those in China, which receive
substantial governmental support and therefore do not rely on licensing revenue to fund R&D
into new technology.”

3 U.S. PATENT AND TRADEMARK OFF., Intellectual Property and the U.S. Economy: Third Edition, 3, 13 (2022),
https://www.uspto.gov/ip-policy/economic-rescarch/intellcctual-property-and-us-economy.

Id at 4.
51d at11.

5 See Joan Farre-Mensa, Deepak Hegde, & Alexander Ljungqvist, What is a Patent Worth? Evidence From the U.S.
Patent “Lottery,” NBER (Dec. 2018), https://www.nber.org/system/files/working_papers/w23268/w23268.pdf; see
also Joan Farre-Mensa, Deepak Hegde & Alexander Ljungqvist, The Bright Side of Patents, NBER (Feb. 2016),
htips://www.nber.org/papers/w21959.

7 Ashish Arora, Sharon Belenzon, Matt Marx & Dror Shvaron, (When) Does Patent Protection Spur Cumulative
Research Within Firms?, NBER, 18 (June 2021), https://www.nber.org/papers/w28880.

& See e.g., U.S. Intellectual Property Is Critical to National Security, supra note 1 (“For the United States to
maintain its technological edge, we must encourage Americans to make more discoveries in Al and other cierging
techmologies. This in turn requires providing strong intellectual property (IP) rights to incentivize and protect the
huge investments required to make those discoveries.™).

? See, e.g., Comment of Senators Coons, Hirono, and Tillis on DOJ, USPTO, & NIST Draft Policy Statement on
Licensing Negotiations and Remedies for Standards-Essential Patents Subject to Voluntary F/RAND Commitments
(Feb. 4, 2022).
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Innovation in the technology-based industries the Innovation Alliance’s members
represent frequently requires the expenditure of vast sums of money in research, testing, and
development before an innovation can be commercialized. This process often takes years.
Further, many R&D expenditures never yield successful inventions or inventions that can be
commercialized. To justify the extraordinary commitment of resources to fund this process of
research, development, and testing, these companies require the certainty that they will be able to
obtain property rights in their inventions that will enable them to profit from their successes.

The patent system thus creates a virtuous circle in which the promise of monetary rewards for
successful inventions encourages innovators to continuously invest resources in risky R&D
ventures. Without this promise, the incentive to engage in resource-intensive innovation would
be destroyed, disadvantaging U.S. companies on the world stage and ceding global technological
leadership to countries with state-run economies.

Additionally, the patent system plays a critical role in encouraging commercialization and
follow-on innovation. By ensuring that patent rights can be bought, sold, or licensed, the patent
system enables innovations to be brought to market in the most economically-efficient ways
possible. Many innovators may not have the expertise or resources needed to commercialize
their own innovations; bringing a product to market often requires extensive collaboration
between the inventor and investors, marketers, legal experts, and manufacturers. Small
businesses in particular often lack the ability to fully conduct each of these functions within their
own firm. As a result, innovators often rely on external partners to fully develop their products.
This diffusion of responsibilities amongst firms has two chief benefits. First, it maximizes the
marketplace’s efficiency by allowing different, competing firms to specialize in these areas.
Second, it strengthens the supply chain against future disruptions by promoting multiple, diverse
firms that are capable of developing the product. Therefore, the ability to efficiently buy, sell, or
license a patent in the same manner as any other piece of property encourages innovators to
enlist the assistance of others who may have more experience bringing products to market. This
ensures that new innovations are quickly and efficiently made available to consumers.

Likewise, the fact that the technical details of an invention must be publicly disclosed
when a patent application is filed ensures that the latest discoveries are quickly available to the
public. This, in turn, allows other innovators to easily examine the details of the most recent
discoveries. With this information, others can more easily improve upon or develop new
applications for the latest innovations. Without the incentive for public disclosure that the patent
system provides, innovators would have much less reason to disclose their inventions publicly
and would be more likely to keep them as trade secrets. This would undermine the free
exchange of information between inventors and delay the process of follow-on innovation.

IL Aspects of the Current Patent System Threaten U.S. Technology Leadership

Despite the critical role that patents play in the U.S. economy, patent rights have been
under attack in recent years, and many innovators now face substantial obstacles to asserting
their rights to their inventions against infringers. An uncertain patent enforcement climate
disincentivizes investment in innovative businesses in the United States that rely on strong
patents. If U.S. companies are unable to receive a fair return on investment for their inventions,
they will divert their engineering and business expertise elsewhere and the United States will fall
far behind. There are already troubling signs of this happening. Venture capital funding has
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begun to flow toward investment opportunities outside of the United States. For example, the
United States’ share of global venture capital funding fell from 82% in 2004 to 49% in 2021.'¢

Against this backdrop, Congress created the PTAB in 2011 to serve as an efficient, cost-
effective alternative to district court litigation. Unfortunately, the PTAB has had the opposite
effect. In contrast to federal district courts, the PTAB uses the lower preponderance of evidence
burden of proof in invalidating patent claims and fails to presume the validity of a duly-issued
patent despite the fact that the PTAB is an adjudicative body. As a result of these and various
other pro-challenger policies, the PTAB has found in favor of the patent challenger in nearly
two-thirds of its institution decisions and has invalidated at least one claim in over 80% of the
petitions that reach a final written decision '’ It has thus created a system in which any party
may attack a duly-granted patent with such a high degree of certainty that entire businesses have
sprung up to help companies game this result. Further, bad actors have begun gaming the system
through stock shorts and other schemes all based on the expectation that an IPR will result in at
least a partial invalidation of patent rights.

A. The eBay Decision and the Unavailability of Injunctions to Stop Infringement

For decades, U.S. federal courts adhered to the well-established rule that the owner of a
valid and infringed patent was generally entitled to a court-issued injunction to preclude further
infringement in the vast majority of cases. This changed in 2006 when the Supreme Court
decided eBay Inc. v. MercExchange, LLC"* In eBay, the Court upended this longstanding rule,
holding that a patent holder is not presumptively entitled to an injunction after a finding of
infringement. The Court confirmed that patent holders seeking an injunction must satisfy the
traditional four-factor test for obtaining equitable relief. This test requires the patent holder to
show that: (1) the patent holder has suffered an irreparable injury that requires an injunction to
stop; (2) monetary damages and similar remedies are not enough to compensate the patent holder
for the harms suffered; (3) balancing the interests of the parties, an injunction is warranted; and
(4) that the public interest would not be disserved by the issuance of an injunction. However, the
Court issued a concurring opinion that significantly altered the traditional analysis of these four
factors for patent holders seeking injunctive relief.

19 NAT'L VENTURE CAPITAL ASS'N, 2022 Yearbook, 7 (2022), hitps:/nvea.org/wp-content/uploads/2022/03/NVCA-~
2022-Yearbook-Final.pdf.

11 U.S. PATENT AND TRADEMARK OFF., PTARB Trial Statistics FY22 2 Outcome Roundup IPR, PGR, 11 (2022)
(collecting statistics for FY 2022),
https://www.uspto.gov/sites/default/files/documents/ptab_aia_{y2022_q2__roundup.pdf.; U.S. PATENT AND
TRADEMARK OFF., PTAB Trial Statistics FY21 End of Year Outcome Roundup IPR, PGR, CBA, 11 (2022)
(collecting statistics for FY 2021),
https://www.uspto.gov/sites/default/files/documents/ptab_aia_fy2021__roundup.pdf; U.S. PATENT AND TRADEMARK
OFF., PTAB Trial Statistics [PR, PGR, CBM Patent Trial and Appeal Board September 2020, 10-11 (2022)
(collecting statistics for Sept. 16, 2012 to Sept. 30, 2020),

https://www.uspto.gov/sites/default/files/documents/trial _statistics_20200930.pdf.

12547 U.S. 388 (2006).
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The eBay Court rejected established rules about whether an injunction should or should not
be granted. The Court, in a concurring opinion that has been widely adopted, specifically clarified
that inventors that license patents, rather than manufacture the inventions themselves, should not
often be able to obtain injunctive relief. Despite the contradictory language of the majority
opinion, lower courts have consistently referred to this concurring opinion and effectively imposed a
categorical rule against granting injunctions to inventors that license their patents. Specifically,
lower courts have misapplied both the first and second prongs of the eBay test by routinely assuming
that monetary damages are adequate to compensate patent owners for use of their intellectual
property and that, as a result, further infringement of the patent could not cause irreparable injury.
They routinely deny injunctions based on these flawed assumptions.

The effects of eBay cannot be overstated. Empirical research has found that the rate of
permanent injunctions granted as a percentage of all cases filed dropped by more than 85% after
eBay.'* Likewise, the rate at which patent holders even seek injunctive refief has also declined
post-eBay. '

This trend has substantially weakened the value of U.S. patents as property rights. In a
different concurring opinion in eBay, Chief Justice Roberts, joined by Justices Scalia and
Ginsburg, implicitly recognized the importance of injunctions in negotiations by recognizing that
it is very difficult to enforce a “right to exclude” with money damages alone. Thus, because
patent owners cannot expect that a court will compel infringers to stop infringing, those
infringing a patent have much less incentive to negotiate a license for use of the patent.

The inability to obtain an injunction to stop infringement thus permits patent users——
companies that incorporate others’ patented inventions into their products—to pursue a strategy
of “efficient infringement” (some even refer to this as “predatory infringement”). This means
that because patent owners may not obtain a court order to stop infringement, the infringing user
of a patent has much less incentive to stop infringing. Rather than seek a license for the patent,
the efficient infringer will choose to infringe the patent, while assuming the risk that the patent
owner will sue. Because a court is unlikely to enjoin the infringer’s use of the patent, the
efficient infringer can typically expect to pay only a royalty to the patent owner as damages for
its use of the patent.

The practical impact of lower courts’ misreading of eBay has been to devalue U.S. patent
rights and tilt the scales against innovators, including smalt innovators who often seek to license
their patents. Often, patent owners—especially small businesses and individual inventors—will
simply give up or succumb to an artificially low license fee to avoid the substantial expense of
litigating and defending against petitions before the PTAB.

This is especially true for individuals and small businesses that lack the resources to bring
lawsuits against large corporations. Although the Supreme Court recognized in eBay that “some

13 Kirti Gupta & Jay P. Kesan, Studving the Impact of eBay on Injunctive Relief in Patent Cases, Hoover Inst.
Working Grp. on Intell. Prop., Innovation, and Prosperity No. 17004, 16 (2017), https://hooverip2.org/wp-~
content/uploads/ip2-wp17004-paper.pdf.

1414 at 39,
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patent holders, such as university researchers or self-made inventors, might reasonably prefer to
license their patents, rather than undertake efforts to secure the financing necessary to bring their
works to market themselves,” ! the inability to obtain an injunction eliminates the incentive for
would-be licensees, especially large incumbents, to negotiate in good faith. Small inventors,
startups, and universities that rely on licensing to fund R&D and other expenses are the parties
who most need the ability to obtain an injunction.

This degradation of U.S. patent rights is undermining U.S. competitiveness globally.
Many patent holders are now able to obtain better protections for their patent rights overseas than
they are in the U.S. For instance, German courts issue injunctions as a matter of course
following a finding of infringement, and “generally have no discretion as to whether to grant an
injunction,” other than in rare “exceptional cases.”*® Many other European countries—including
the Netherlands, France, Italy, Spain, Austria, Sweden, and Switzerland—have similar regimes, !’
as do Asian countries like Thailand, South Korea, and Japan.'* And even Chinese courts have
only limited authority to decline to grant an injunction.*

This gross disparity between the protections available to patent holders in the U.S. and
some of the leading foreign economies undermines U.S. competitiveness. As a result, innovative
companies in the United States and around the world have an increasing incentive to enforce
their patented inventions outside the United States.

B. The Patent Trial and Appeal Board (PTAB)

The America Invents Act, signed into law in 2011, made many changes to the U.S. patent
system. Among other things, it established the PTAB, an administrative tribunal charged with
hearing challenges to patents through a procedure called inter partes review. The goal of the
ATA was to provide an alternative method of adjudicating the validity of issued patents that was
quicker and cheaper than district court litigation.

Instead, however, the PTAB has invalidated patents at an alarmingly high rate. For
instance, the USPTO’s own data show that nearly two-thirds of IPR institution decisions find in
favor of the patent challenger, over 80% of instituted IPRs that reach a final written decision
result in cancellation of at least one challenged claim, and over 60% of instituted IPRs that reach

'3 eBay, 547 U.S. at 393,

16 Michael Frohlich, AIPPI Special Committee on Patents and Standards, Availability of Injunctive Relief for
FRAND-Committed Standard Essential Patents, Including FRAND-Defense in Patent Infringement Proceedings, 10
(Mar. 2014), https://aippi.org/wp-content/uploads/committees/222/Report222 AIPPi-report+on+the+availability-
oftinjunctivetrelief+Hfor+tFRAND-committed+standard-+essential+patentsEnglish.pdf; see also Godo Kaisha IP
Bridge 1v. Ford-Werke GmbH, Case No. 7 0 9572/21 (ruling that Ford infringed on IP Bridge’s patent and ordering
an injunction, recall of delivered cars, and damages).

7 Availability of Injunctive Relief for FRAND-Committed Standard Essential Patents, Including FRAND-Defense in
Patent Infringement Proceedings, supra note 19 at 7-8.

Y8 1.
Pd at7.
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a final written decision result in the cancellation of every challenged claim ?® These extremely
high invalidation rates at the PTAB have led one former judge on the U.S. Court of Appeals for
the Federal Circuit to call the PTAB’s administrative judges “patent death squads,” responsible
for “killing property rights.”?! Tt is clear from these statistics that the PTAB has been a useful
tool for petitioners to challenge and cancel duly-issued patents.

Since the adoption of the AIA, large tech companies have frequently used the PTAB as a
tool to drive up the cost of enforcing patent rights and, in turn, devalue U.S. patents. Former
Chief Judge of the Federal Circuit Paul Michel has stated that these large tech companies use
their “influence to chip away at patent rights [to] kill off smaller competitors or buy them up at
fire-sale prices to maintain their market dominance” and “have long relied on a strategy of
deliberate infringement because enforcement litigation is too expensive for younger smaller
competitors.”*? Despite the fact that the PTAB effectively serves as an adjudicative body that
addresses patent validity similar to a district court, the PTAB fails to presume that a patent is
valid and applies a lower burden of proof (preponderance of the evidence) than district courts.
As a result, the PTAB has cancelled thousands of patent claims since 2012.

As the chart below shows, Big Tech infringers are by far the most frequent users of the
PTAB,® not smaller companies or the “mom and pop” entities whose protection is cited as
supporting the need for aggressive post-grant procedures. The PTAB has opened the door to
allow well-resourced companies to attempt to invalidate patent claims by filing multiple,
harassing petitions against the same patent, contrary to the AIA’s goal of providing an efficient
forum to resolve validity challenges. The frequency with which the PTAB has strayed beyond
its intended mission of quickly eliminating only low-quality patents has created significant
instability for all patent holders.

22 U.S. PATENT AND TRADEMARK OFF., PTAB Trial Statistics FY22 02 Outcome Roundup IPR, PGR, 11 (2022)
(collecting statistics for FY 2022),
https://www.uspto.gov/sites/default/files/documents/ptab_aia_¥2022_q2__roundup.pdf.; U.S. PATENT AND
TRADEMARK OFF., PTAB Trial Statistics FY21 End of Year Qutcome Roundup IPR, PGR, CBM, 11 (2022)
(collecting statistics for FY 2021),
https://www.uspto.gov/sites/default/files/documents/ptab_aia_fy2021__roundup.pdf; U.S. PATENT AND TRADEMARK
OFF., PTAB Trial Statistics IPR, PGR, CBM Patent Trial and Appeal Board September 2020, 10-11 (2022)
(collecting statistics for Sept. 16, 2012 to Sept. 30, 2020),
https://www.uspto.gov/sites/default/files/docuents/trial_statistics_20200930.pdf.

% Brian Mahoney, Software Patent Ruling a Major Judicial Failure, Rader Says, Law360 (Oct. 25, 2013),
hutps://www.law360.com/articles/482264.

22 Paul Michel, Big Tech is Overwhelming Our Political System, RealClear Policy (Nov. 20, 2020),
https://www.realclearpolicy.com/articles/2020/11/20/big_tech_is_overwhelming_our
political_system_630331 html.

23 Innovation Alliance, Infographic: Big Tech Companies Are Biggest Users of PTAB, 2012-2021 (June 20, 2022)
https://immovationalliance. net/from-the-alliance/info graphic-big-tech-companies-are-biggest-users-of-ptab-2012-
2021/.
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intended to be less expensive than federal district court litigation, the cumulative effect of
defending a single patent against multiple challenges at the PTAB (and, frequently, in federal
court as well), adds to the costs that innovators must bear to protect their patent rights, thus
raising the overall cost of innovation.

Consider the following example demonstrating how patent infringers have used the
PTAB to gain an unfair advantage over their adversaries. Centripetal, a cybersecurity
technology firm based in Virginia, invented an Internet-based security system. According to
Centripetal, Cisco invited the company to demonstrate its network protection system so that
Cisco could consider licensing the technology—after Cisco signed a non-disclosure agreement,
Centripetal disclosed its technology to Cisco and engaged in a series of negotiations to license
the technology. According to Centripetal, Cisco declined to license the technology, but began
incorporating it into Cisco products in 2017. Centripetal responded by suing Cisco in federal
court for patent infringement. Cisco, in turn, filed numerous IPR petitions seeking to invalidate
Centripetal’s patents.

In September 2019, the court lifted a stay for the patents not subject to IPR petitions and
allowed those proceedings to continue. In October 2020, the court found that Cisco willfully
infringed four of Centripetal’s patents and ordered Cisco to pay $1.9 billion in damages, one of
the highest damages awards ever issued in a patent case. In his judgment, District Judge Henry
Morgan wrote: “The fact that Cisco released products with Centripetal’s functionality within a
year of these meetings goes beyond mere coincidence.”> He noted that Cisco had “continually
gathered information from Centripetal as if it intended to buy the technology from Centripetal,”
but then “appropriated the information gained in these meetings to learn about Centripetal’s
patented functionality and embedded it into its own products.”* The judge said Centripetal was
owed $756 million for past use of the inventions, which he increased by two-and-a-half times
after finding that Cisco’s infringement was “willful and egregious.”?’

At the PTAB, Cisco challenged 9 patents using 14 IPR petitions. The PTAB invalidated
all the claims of 6 of the patents, and some of the claims of another patent. A much higher
invalidity rate as would be expected in district court. By filing numerous attacks against a single
patent, Cisco’s use of the PTAB to strengthen its negotiating position against Centripetal runs
counter to stated AIA goals. Cisco’s challenges and others like it distort the relative bargaining
positions of parties in negotiations by creating a windfall benefit for infringers at the expense of
patent owners. It was not the intent of the AIA to influence the private market in this manner,
nor should it have been. But until these unintended consequences are addressed, companies like
Cisco will likely continue to unfairly use the PTAB as a tool to gain unfair leverage against small
companies.

The landscape surrounding PTAB challenges and their associated costs have been
exacerbated by several operational details of the PTAB. In particular, the ATA uniquely

> Centripetal Networks, Inc. v. Ciseo Systems, Inc., 492 F. Supp. 3d 495, 602 (E.D. Va. 2020).
* Id. at 604.
¥ Id. at 608.
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disadvantages patent holders. First, patent invalidity challenges are more easily filed at the
PTAB than federal courts. Unlike federal courts, which have strict standing requirements that
require a real dispute to exist between the parties to a lawsuit, virtually “[a]nyone can file a
petition with the PTAB to challenge the validity of a patent: a defendant in court, someone
merely threatened with infringement litigation, or even an organization dedicated to eliminating
all patents on a technology altogether.”?® Furthermore, under current law, a single patent can be
challenged multiple times, leaving patent owners open to potential harassment by competitors,
licensees, or others, with no legal mechanism to effectively secure, reliable patent rights.

Second, there are evidentiary restrictions imposed on PTAB proceedings. For example,
discovery is significantly curtailed as compared with federal court litigation, and live witness
testimony is generally prohibited. In certain circumstances, these evidentiary restrictions make it
much harder for a patent holder to present all the relevant evidence, and thus undermines a patent
holder’s ability to fully defend the validity of its patent.

Last, in district court litigation, a chalienged patent is presumed valid and a party
attacking it must show that the patent is invalid through “clear and convincing” evidence. No
such presumption of validity applies in PTAB proceedings despite the fact that the PTAB is an
adjudicative body similar to courts, and challengers need only demonstrate invalidity under the
less rigorous “preponderance of the evidence” standard, further incentivizing validity challenges
and creating additional uncertainty for patent holders. By retaining two different standards of
proof at the PTAB and in district court, the current regime serves only to benefit well-resourced
companies at the expense of small businesses and individual inventors.

III.  Congress Should Pass the STRONGER Patents Act to Support the Value of Patent
Rights and Maintain U.S. Innovation Leadership

The STRONGER Patents Act offers an important opportunity for Congress to codify and
build upon the recent administrative actions taken by the USPTO to address the issues discussed
above that, intentionally or not, have tilted the U.S. patent system against innovators. The
STRONGER Patents Act addresses some of the most significant roadblocks faced by innovators
and represents a significant step forward in restoring American innovation leadership. Several of
the most consequential provisions for innovators are discussed below.

A. The STRONGER Patents Act Empowers U.S. Inventors to Protect Their Rights
Against Infringers

U.S. courts should treat a patent like any other property right, permitting preliminary
injunctions to protect patent owners against infringement while cases are pending, and granting
permanent relief to protect patent owners from ongoing infringement after courts rule in their
favor. Section 106 of the bill clarifies the application of eBay Inc. v. Merclxchange, LLC by
providing that, after a court has issued a finding of infringement of a valid and enforceable
patent, the court shall presume that further infringement of that patent would cause irreparable

2 Alden Abbott et al., Crippling the Innovation Economy: Regulatory Overreach at the Patent Office, Regulatory
Transparency Project Inteliectual Property Working Group, 12-13 (Aug. 14, 2017), https://regproject.org/wp-
content/uploads/R TP-Intellectual-Property-Working-Group-Paper.pdf.
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injury for which monetary damages are inadequate. This would reverse the current practice in
many courts of near-categorical refusal to issue injunctions by creating a presumption in favor of
an injunction if a court finds infringement, encouraging infringers to negotiate fair licenses based
on the free market and keeping cases out of court.

Importantly, section 106 does not reverse or nullify the eBay decision itself. Rather, it
merely codifies the proper application of eBay. Section 106 would not return the patent system
to the pre-eBay period (still followed in many countries) where injunctions were granted
virtually as a matter of course after a finding of infringement. Patent holders would stil be
required to satisfy the two elements of eBay’s four-part test not addressed by section 106—that
is, they would be required to show that an injunction is warranted given the balance of the
hardships between the plaintiff and the defendant, and that the public interest would not be
jeopardized by an injunction.

Further, the presumptions of irreparable injury and the inadequacy of monetary damages
established in section 106 are rebuttable presumptions. Accordingly, infringers would have the
opportunity to present evidence to convince the court that, based on the unique facts of a given
case, the harm alleged by a patent holder is not really irreparable or can be fully recompensed
with monetary damages. Therefore, Section 106 would continue to permit courts to engage in
the kind of fact-intensive analysis eBay contemplates before granting an injunction.

The Innovation Alliance strongly supports a presumption of irreparable harm and the
inadequacy of money damages for a patent that has been found valid and infringed. Injunctive
relief is critical to ensure that patent owners can stop unlawful infringement and fully vindicate
their property rights. The inability to obtain an injunction, even with strong evidence of
irreparable harm, only creates uncertainty and broadly devalues patents across the economy.
While the STRONGER Patents Act would not allow courts to automatically grant an injunction
upon a finding of infringement, it would ensure that courts do not categorically deny injunctive
relief without engaging in a full and fair analysis of the relevant factors. Patent holders with
strong evidence in support of a request for an injunction would have the certainty that, at a
minimum, they will be given a fair hearing and thorough consideration by the court and will not
be deprived of the ability to exclude others from using their property without a full review of the
facts.

The certainty that a patent holder with a strong case to be made on the merits of the four-
part eBay test will not be mechanically denied an injunction as a matter of course is essential to
sustaining a vigorous innovation economy. It ensures that small businesses and individual
inventors can enter into meaningful licensing negotiations with large competitors, thereby
perpetuating the virtuous cycle of innovation in a way that encourages continued investment in
R&D by innovative researchers and startups.

B. The STRONGER Patents Act Ensures Fairness in PTAB Proceedings

Additionally, several provisions of the STRONGER Patents Act make statutory changes
to the PTAB’s procedures to ensure that administrative proceedings before the tribunal are
consistent, fair, and do not artificially stifle innovation.
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1. Harmonizing Claim Construction Standards Used by the PTAB and
District Courts

The STRONGER Patents Act would codify the guidance issued by the USPTO that
requires the PTAB to use the Phillips standard for claim construction instead of the broader
standard that was in use before the promulgation of the USPTO’s 2018 final rule on this issue.
In so doing, the bill would align the claim construction process used in both PTAB and district
court proceedings.

We strongly support this provision because it eliminates incentives for entities
challenging a patent to engage in gamesmanship by challenging a patent at the PTAB instead of
federal court because of the more favorable claim construction standard available at the PTAB,
compared to district courts. It also eliminates the “heads I win, tails you lose” of patent
challengers to advocate entirely different claim constructions in the PTAB and district courts for
validity and infringement purposes. Innovators contemplating making substantial investments in
the R&D necessary to produce groundbreaking innovations need the certainty that the ultimate
validity of their patent will not depend upon the forum in which its validity is adjudicated. This
provision will help ensure that proceedings brought at the PTAB or a district court are fair to all
parties, including individual inventors and small businesses.

It should also be noted that standardizing claim construction standards helps to further the
AIA’s goal of efficiency. When the PTAB uses the same claim construction approach as federal
courts, decisions of the PTAB are of much greater subsequent value to federal judges. Thus,
while the Innovation Alliance applauds the USPTO’s actions in this area, we support codifying
into law the use of the Phillips standard in PTAB proceedings.

2. Aligning the Burden of Proof Applied in PTAB and District Court
Proceedings

Similarly, the STRONGER Patents Act would ensure that the same burden of proof
applies to parties seeking to invalidate a patent claim in federal court and the PTAB.
Specifically, the bill would increase the burden of proof in PTAB proceedings by requiring a
challenger to demonstrate a patent’s invalidity by “clear and convincing evidence” instead of a
mere “preponderance of the evidence,” and would apply the presumption of validity used in
district court to PTAB proceedings.

We support this provision which, much like the provision harmonizing claim construction
standards between the PTAB and district courts, is necessary to prevent the gamesmanship that
can occur where a challenger chooses to seek the invalidation of a patent at the PTAB rather than
federal court because of the lower evidentiary burden. We also believe the stricter “clear and
convincing evidence” standard, along with the presumption of validity, provides due deference to
the expert determinations made by the USPTO’s patent examiners when they make the original
decision to award a patent. Patent holders that have invested a substantial amount of money in

2 Saurabh Vishnubhakat, Arti K. Rai, & Jay P. Kesan, Strategic Decision Making in Dual PTAB and District Court
Proceedings, 31 Berkeley Tech. L.J. 45, 83 (2016).
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the process of discovering, developing, and patenting their innovations need the certainty that the
decision of the USPTO’s patent examiners in the first instance have some meaning.

If the PTAB is permitted to wholly disregard a patent examiner’s finding and essentially
engage in de novo review each time a patent is challenged, the reliability of a patent granted by
the USPTO is significantly reduced. This deprives patent owners the ability to accurately gauge
the validity of a patent that has been issued, but not litigated, and thus creates uncertainty.

A

3. Requiring PTAB Challengers to Have a Stake in the Suits They Initiate

The bill also requires litigants to have a particular interest in order to challenge the
validity of a patent before the PTAB, just as they would be required to have standing to file a suit
in federal court. This ensures that PTAB challenges will be brought only by those entities with a
direct business or financial stake in the outcome of the proceedings. Accordingly, these sections
would help eliminate nuisance challenges and challenges brought for nefarious purposes that
only serve as a tax on innovation.

The Innovation Alliance supports this provision because it provides innovators with
certainty that only those individuals or entities who have a direct, vested interest in the validity
or invalidity of their patents can file a challenge with the PTAB. Exposing innovators to
challenges from parties with only an attenuated stake in the proceedings themselves creates the
possibility of astronomical costs and protracted litigation without a direct benefit to either of the
litigants or the U.S. economy at large.

4. Establishing Commonsense Limitations on Serial and Redundant
Challenges

Sections 102(f) and 103(f) of the bill provide that a PTAB petitioner can only file a single
proceeding to challenge a given patent in most instances. If the validity of the patent is upheld,
the challenger cannot file another PTAB challenge. These sections also provide that a party who
has filed an inter partes review proceeding at the PTAB may not later bring a challenge to the
same patent’s validity in federal court.

Finally, sections 102(h) and 103(h) of the bill provide that, when a federal district court
has issued an opinion on the validity of a patent subject to concurrent review by the PTAB and
the district court opinion has been appealed, the PTAB decision should be stayed pending
resolution of the appeal.

The Innovation Alliance supports these provisions because they ensure the most efficient
allocation of judicial resources by avoiding redundant and duplicative proceedings. Further, they
will help ensure that a patent holder will not be subjected to protracted, expensive litigation
simply because a challenger decides to file redundant challenges against the same patent. These
provisions ensure that patent owners have some prospect of finality to adjudications of the
validity of a given patent, at least with respect to the same challenger.

Strong patents are critical to maintaining U.S. leadership in a global innovation economy.
Innovators in fields like 5G, Al, quantum computing, next-generation medical cures, and
countless others rely on intellectual property rights to protect their technologies and to bring their
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innovations to market. This legislation would ensure that innovators can enforce and defend
their patents on a level playing field, ultimately strengthening U.S. competitiveness in innovative
R&D.

IV.  The PTAB Reform Act Would Weakeu Patent Rights, Undermining U.S. Economic
and National Security

The Innovation Alliance opposes the PTAB Reform Act, which caters primarily to large
tech companies’ objectives to weaken patent rights. The bill’s approach runs directly contrary to
the clearly-stated intention that the PTAB serve as a cost-effective alternative to litigation, rather
than a companion to litigation. It focuses solely on post-grant review mechanisms, where patent
owners are already at a disadvantage, and creates new additional opportunities for well-resourced
companies to challenge patents repeatedly as a business tactic. It also upsets the ability of
inventors to enjoy secure, reliable patent rights that were important to the drafters of the AIA and
to incentivize patent owners to engage in costly, long-term R&D. At the same time, the bill
takes away a key piece of discretion the AIA gave to the USPTO Director to act as a last-stop
gatekeeper who could ensure fairness in how the new PTAB procedures were applied. Indeed,
the level of discretion the AIA gave to the USPTO Director was essential to convincing
stakeholders at the time to support the powerful new inter partes and post-grant review
provisions, whose potential for abuse were apparent.

It is worth quoting from the House Judiciary Committee Report on the America Invents
Act on these precise points:

The Committee recognizes the importance of quiet title to patent owners to ensure
continued investment resources. While this amendment is intended to remove
current disincentives to current administrative processes, the changes made by it
are not to be used as tools for harassment or a means to prevent market entry
through repeated litigation and administrative attacks on the validity of a patent.
Doing so would frustrate the purpose of the section as providing quick and cost
effective alternatives to litigation. Further, such activity would divert resources
from the research and development of inventions. As such, the Committee
intends for the USPTO to address potential abuses and current inefficiencies
under its expanded procedural authority 3°

A. The PTAB Reform Act Invites Abuse, Inefficiency, and Waste of Resources

The Innovation Alliance strongly opposes the PTAB Reform Act’s abrogation of the
“Fintiv doctrine,” which allows the PTAB to consider parallel proceedings in district court or at
the International Trade Commission (“ITC”) when deciding whether to use its discretion to deny
institution of petitions that would otherwise meet the threshold requirement. As an initial matter,
we do not believe policymakers need to or should constrain the discretion of the PTAB in this
way. Discretion applied in a fair-minded, even-handed manner on a case-by-case basis is a
cornerstone of administrative decision-making. At its core, the PTAB has always sought to take

*H.R. REP, NO. 112-98 (June 1, 2011), pt. 1 at 42.
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a “holistic view of whether efficiency and integrity of the system are best served by denying or
instituting review.”®! Indeed, the Director has been afforded vast discretion to institute PTAB
review even when petitions do not strictly meet statutory requirements > Obviously, if the
PTAB is to have discretion over whether to institute these proceedings, that discretion must
cover both approval and denial of such institutions. PTAB discretion to deny institution of IPR
petitions in light of duplicative proceedings is an important tool to prevent abuse, promote
efficiency, and conserve resources of the USPTO and the parties.

A considerable worry at the time of the adoption of the AIA was how the USPTO would
be able to handle the influx of patent proceedings at the newly-created PTAB and how it would
be able to respond to attempts at gamesmanship as they inevitably arose in this new forum.
Though there unfortunately are and always will be bad actors who attempt to exploit the PTAB
system, the Innovation Alliance deeply appreciates the commitment of the USPTO to preventing
those exploits as they are identified. The bill’s prohibition on the Director from considering
parallel litigation when deciding whether to exercise her discretion to deny institution strips the
Director of a key tool in preventing attempts at gamesmanship and hampers the Director’s ability
to manage the Office’s docket. And instead of promoting certainty, two parallel validity reviews
on any given patent claim, can yield divergent outcomes.

Fintiv discretion has helped conserve the resources of the USPTO and protect patent
owners from having to concurrently, and continuously, defend their patents against repeated and
duplicative challenges at the Board and in court. Fintiv has done so by allowing PTAB judges to
weigh factors when determining whether to launch a review of a patent that is at issue in a
parallel infringement case in federal court or the ITC. Those factors include whether and when a
trial date has been set in the infringement case, the extent of overlapping issues, and whether the
other tribunal has paused its case for PTAB review. In other words, Fintiv gives the PTAB
discretion to deny institution of an IPR where duplicative litigation in federal court or the ITC
would conclude before the PTAB trial or would otherwise unnecessarily burden the patent
owner. That balancing test provides transparency in the process and incentivizes petitioners to
act expeditiously and efficiently, consistent with the express purpose of the AIA for the PTAB to
serve as a streamlined, cost-effective alternative to litigation. Protecting Fintiv discretion is
important because the PTAB should have a tool to avoid situations in which parallel proceedings
before the PTAB and a district court (or the ITC) would unreasonably burden patent holders with
having to defend duplicative validity challenges. Taking this power away from the PTAB not
only immediately makes this issue prevalent once more, but also prevents the PTAB from
addressing further issues stemming from duplicative proceedings as they inevitably arise in the
future.

While the Innovation Alliance wholeheartedly supports the bill’s goal of providing more
certainty and finality in the PTAB process, we do not believe removal of Fintiv discretion would
serve this goal. Under the bill’s approach, burdensome and duplicative parallel litigation would
still be a problem. This is because the bill would not allow the PTAB to address the concern that

3 dpple v. Fintiv, IPR2020-00019, Paper 11, 6 (PTAB Mar. 20, 2020) (precedential).

* See, e.g., Thrwv, Incv. Click-To-Call Techs., LP, 140 S, Ct. 1367 (2020); Cuozzo Speed Techs., LLC v. Lee, 579
U.S. 261 (2016).
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Fintiv addresses—i.e., the situation in which a petition would result in the patent holder being
unreasonably burdened with defending a duplicative and burdensome challenge before the PTAB
that is already being advanced in another forum (either a district court or the ITC). Indeed, the
bill does not provide any basis for denying institution of an IPR because there is paraliel and
duplicative litigation on the same patent in another forum, even when that other litigation is in
such an advanced stage that it would likely become final before a final written decision at the
PTAB could be issued.

We believe that eliminating Fintiv discretion would result in greater unfairness and
inefficiency in the patent system. Discretion is at the heart of what the PTAB does at every step
in post-grant proceedings. The USPTO must make decisions about the merits of each case, such
as whether a petition meets the threshold for institution, and whether the claims have been
proven invalid in preparing a final written decision. The AIA by necessity confers discretion on
the USPTO Director, and there is no reason that such discretion should not extend to whether to
deny institution in view of fairness and efficiency concerns.

B. The PTAB Reform Act Attempts to Allow Petitioners to Skirt Constitutional
Standing Requirements for Appeals io the Federal Circuit

The PTAB Reform Act includes a provision in § 319 that attempts to create an artificial
constitutional injury for petitioners seeking appeal to an Article I1I court without standing.
When the PTAB issues a final written decision finding that a patent is not unpatentable, a
petitioner may not appeal that decision to the Federal Circuit unless that petitioner can establish
Article III standing. This is not simply a matter of PTAB or Federal Circuit procedure, but a
constitutional requirement. The Federal Circuit is an Article 1II court, meaning that an appellant
must establish all of the elements to meet the Article III constitutional standing requirements.
Elements of the constitutional standing requirement cannot be simply awarded statutorily as a
means to circumvent this important constitutional safeguard. As the Supreme Court has stated,
“InJo principle is more fundamental to the judiciary’s proper role in our system of government
than the constitutional limitation of federal-court jurisdiction to actual cases or controversies.”

C. The PTAB Reform Act Creates Unnecessary Confusion and Procedural Obstacles

Current law places the burden of proof on the PTAB petitioner at each stage of the
proceeding, and allows patent owners to clarify their patent claims that are often challenged as
overly-broad. Motions to amend were intended, in part, to serve as a check-and-balance against
the AIA’s low burden of proof enjoyed by petitioners. Unfortunately, such motions have had a
very low rate of success. Recent efforts by the PTAB in its motion to amend pilot program have
markedly improved outcomes, but motions to amend still have less than a 20% chance of
succeeding.* This is in stark contrast to the high institution rates and high cancetlation rates at
final decision noted above. The bill would further constrain the motion to amend process by

3 Spokeo, Inc. v. Robins, 136 S. Ct. 1540, 1547 (2016) (citation and quotations omitted); see also AVX v. Presidio
Components, Inc., 923 F.3d 1357 (Fed. Cir. 2019).

34 U.S. PATENT AND TRADEMARK OFF., Patent Trial and Appeal Board Motion to Amend Study, 3 (Jul. 2020),
https://www.uspto. gov/sites/default/files/documents/20201028_ptab__mta_study_installment_6_tf_iq 813950_final
_revised.pdf.
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removing the burden of invalidity from petitioners and placing it on the USPTO, who is not a
party to the IPR. The Innovation Alliance opposes this provision. The burden of establishing
invalidity of a patent, or any claim thereof, should rest on the party asserting such invalidity—
not on the patent holder or the USPTO. For this reason, we favor the approach set forth in the
STRONGER Patents Act, which would maintain the burden of invalidating patent claims on the
challenging party.

D. The PTAB Reform Act Stacks the Deck Against Inventors

The PTAB Reform Act would allow parties to PTAB proceedings to seek review of the
PTAB’s determination to institute an IPR under 35 U.S.C. § 314(d). This change would not only
introduce significant delay into PTAB proceedings, directly contradicting the intent of the AIA
to provide a streamlined, cheaper alternative to district court litigation, but it would also tilt the
playing field further in the direction of petitioners. The PTAB currently is able to use the
institution decision as an important gatekeeping function to quickly dismiss invalidity challenges
that have little likelihood of success. This helps both to preserve PTAB resources and to protect
duly-granted patents from unnecessarily protracted proceedings. The PTAB Reform Act would
take away this safeguard and introduce lengthy appeal disputes into effectively every institution
decision. Further, when an IPR is filed, district courts often stay related proceedings where the
patent owner is attempting to stop infringement of their patent on the premise that the IPR will
be quickly resolved. Whereas a decision denying institution would normally mean that the
district court would lift the stay, this appeal procedure would unnecessarily continue this delay to
a patent owner seeking relief from infringement. Thus, this appeals provision stands not only to
draw out weak invalidity challenges against duly-granted patents, but also to freeze out a patent
owner’s ability to seek relief from bad actors infringing its patents at the same time.

The Innovation Alliance appreciates the Subcommittee’s careful attention to the issues
facing the PTAB. For the reasons noted above, we urge Members to support the STRONGER
Patents Act which would strengthen patent rights, and to oppose the PTAB Reform Act which
would weaken them.
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Questions from Senator Tillis for Jonas Anderson

1. What specifically do you like and what do you
not like about our introduced bill?

There is a lot to like in the bill. Primarily, the changes to
the PTAB’s Fintiv standard are necessary. Fintiv grants
the PTAB the right to refuse cases not based on the
validity of the patent, but rather on a host of other, often
illusory, factors.

Additionally, the coditication of the Phillips standard for
claim construction and the provisions that shift the
burden for small entities and individual filers.

On things that [ would like to see in the bill, I would
want more assurances that the composition of PTAB
panels is truly random, and not chosen by an
administrator that is overly pro or anti-patent.
Additionally, I would like to see fintiv completely
overturned. The PTO should simply follow the statute as
to whether they can institute review.

2. Regarding what you don’t like in our bill, why
don’t you like it, and what would you like to
see changed? When answering, please keep in
mind that a balance must be struck between all
interested and relevant parties.

Page 1 of 6
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See answer to #1, above.

3. How specifically can our introduced bill be
made fairer to patent owners?

Assuring that cases are heard by random panels of three
judges. There are good changes in this regard in the current
bill, but the bill could increase the protections for patent
owners.

4. What are your thoughts regarding the
introduced bill’s ban on institution of serial
petitions? How can it be improved?

See above.

5. What are your thoughts regarding the
introduced bill’s codification of the Phillips
standard? How can it be improved?

No changes necessary. This is a common sense approach to
codifying a policy that aligns PTAB practice with district
court practice. Codifying it now, at a time when the PTAB is
in agreement with the district court, ensures that the PTAB’s
and district court’s claim constructions are judged under the
same standard.

Page 2 of 6
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6. What are your thoughts regarding the
introduced bill’s coverage of reasonable fees
for small and micro entities who face
challenges at the PTAB?

The changes are good. The amount of small and micro
entities that are litigating patents is vanishingly small,
and the amount that are litigating at the PTAB is even
smaller still. However, protections such as those
introduced in this bill will protect small and micro
entities that find themselves litigating in the PTAB
and that is beneficial for the patent system. I think
most large companies would be happy to support these
small entities.

7. What are your thoughts regarding the
introduced bill’s increased transparency
regarding decisions — whether they are made by

the USPTO Director or PTAB administrative
patent judges?

These changes are needed, but they could go further. A
chief pillar of our judicial system is the opportunity to be
heard by dispassionate judges. This pillar crumbles when
the judges hearing a case are hand selected by the USPTO
Director. I would like to see even more protections in the
PTAB from over-eager administrators.

8. Does the introduced bill’s sanction of bad-faith

Page 3 of 6
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Questions from Senator Tillis for David Cain

1. What specifically do you like and what do you
not like about our introduced bill?

All of the amendments included in the bill are
well balanced to improve the PTAB and the
patent system as a whole. As GF is both a large
patent owner and has been an IPR petitioner, we
see the bill as reasonably balanced for both
petitioners and patent owners.

A key provision of the bill is the prohibition of the
PTO declining a proceeding based on an ongoing
civil action. This amendment is needed to ensure
that defendants do not have to rush to file a
petition and are guaranteed a full year to file. A
defendant may have had no prior notice that an
infringement lawsuit would be asserted against it
and may be facing numerous claims from the
same patent owner all filed on the same day. The
statutory full year is needed to properly research
patent validity and to file a clear and well-
supported petition when the patent claims have
questionable validity.

Page 1 of
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2. Regarding what you don’t like in our bill, why
don’t you like it, and what would you like to
see changed? When answering, please keep in
mind that a balance must be struck between all
interested and relevant parties.

Nothing in this bill causes us serious concern. It
strikes a balance between patent owners,
businesses, and the public. Our answer to question
6 below includes a proposed improvement to the
small entity IPR fee coverage language that would
address a minor concern.

3. How specifically can our introduced bill be
made fairer to patent owners?

As an owner of over 7000 U.S. patents, GF sees this
bill as fair to patent owners. We believe that
passage of this bill would not diminish the value of
GF'’s patent portfolio, nor would it discourage GF
from innovating or from continuing to file patents at

Page 2 of
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the USPTO.

4. What are your thoughts regarding the
introduced bill’s ban on institution of serial
petitions? How can it be improved?

The bill as introduced is fair to patent owners and
petitioners. It ensures that a petitioner only gets
“one bite at the apple” by requiring that all of a
petitioner’s PTAB validity challenges be brought at
one time. If defendants have the full statutory year to
file their PTAB petitions, it is reasonable that they be
required to file all such petitions at one time.

5. What are your thoughts regarding the
introduced bill’s codification of the Phillips
standard? How can it be improved?

The bill as introduced is fair to patent owners and
petitioners. It ensures that the same claim
construction law will be applied regardless of the
forum.

Page 3 of
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6. What are your thoughts regarding the
introduced bill’s coverage of reasonable fees

for small and micro entities who face
challenges at the PTAB?

While the scenario of small and micro entities
facing a PTAB challenge is very unlikely, the
coverage of reasonable fees offers a great deal of
protection for a small entity inventor. However,
one can foresee non-practicing entities finding
ways to exploit this clause for fee coverage for
patents in which they have a financial interest.
This concern could be addressed by disallowing
fee coverage when an IPR petition is filed by a
defendant in a civil action regarding the patent. A
patent owner that has filed an infringement lawsuit
has already demonstrated the ability to fund the
dispute resolution process and should not need the
fee coverage. In fact, with the efficiency of the
PTAB system such an entity would likely save
money by resolving validity through the PTAB
instead of through the district court.

7. What are your thoughts regarding the
introduced bill’s increased transparency

Page 4 of
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CENTRIPETAL NETWORKS, INC.,
Plaintiff-Appellee

V.

CISCO SYSTEMS, INC.,
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LRL, Senior Judge Henry C. Morgan, Jr.

Decided: June 23, 2022
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Menlo Park, CA, argued for plaintiff-appellee. Also repre-
sented by JAMES R. HANNAH, LiSA KOBIALKA, HANNAH
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Hale and Dorr LLP, Boston, MA, argued for defendant-ap-
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MERRILL; HEATH BROOKS, THOMAS SAUNDERS, Washington,
DC; THOMAS GREGORY SPRANKLING, Palo Alto, CA;
MATTHEW CHRISTOPHER GAUDET, L. NORWOOD JAMESON,
Duane Morris LLP, Atlanta, GA.

ROBERT P. TAYLOR, RPT Legal Strategies PC, San
Francisco, CA, for amici curiae Alliance of U.S. Startups
and Inventors for Jobs, Innovation Alliance.

ANDREW JOHN PINCUS, Mayer Brown LLP, Washing-
ton, DC, for amicus curiae High Tech Inventors Alliance.
Also represented by CARMEN LONGORIA-GREEN.

Before DYK, TARANTO, and CUNNINGHAM, Circuit Judges.
DyYK, Crrcutt Judge.

Appellant Cisco Systems, Inc. (“Cisco”) appeals from
the judgment of the U.S. District Court for the Eastern Dis-
trict of Virginia holding that Cisco willfully infringed
claims 9 and 17 of U.S. Patent No. 9,203,806 (“the 806 pa-
tent”); claims 11 and 21 of U.S. Patent No. 9,560,176 (“the
176 patent”); claims 18 and 19 of U.S. Patent No. 9,686,193
(“the '193 patent”); and claims 24 and 25 of U.S. Patent No.
9,917,856 (“the 856 patent”). The court awarded enhanced
damages and royalties exceeding $2.75 billion to patentee-
appellee Centripetal Networks, Inc. (“Centripetal”). See
Centripetal Networks, Inc. v. Cisco Sys., Inc., 492 F. Supp.
3d 495, 608 (E.D. Va. 2020) (“Merits Op.”).

Because we hold that the district court judge was dis-
qualified from hearing the case once he became aware of
his wife’s ownership of Cisco stock on August 11, 2020, see
28 U.S.C. § 455(b)(4), we reverse the district court’s denial
of Cisco’s motion for recusal, Centripetal Networks, Inc. v.
Cisco Sys., Inc., 492 F. Supp. 3d 615 (E.D. Va. 2020)
(“Recusal Op.”), vacate all orders and opinions of the court
entered on or after August 11, 2020, including the final
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judgment, and remand for further proceedings before a dif-
ferent district court judge.

BACKGROUND

This case began on February 13, 2018, when Centripe-
tal sued Cisco for infringement of ten of Centripetal’s U.S.
patents in the Eastern District of Virginia.! The patents
relate to systems that perform computer networking secu-
rity functions. Cisco petitioned for inter partes review
(“IPR”) of many of the asserted claims, and Centripetal
subsequently narrowed the claims in the district court pro-
ceeding to those not undergoing IPR.2

The case was originally assigned to Judge Mark S. Da-
vis. On November 6, 2018, Centripetal requested that the
case be reassigned to Judge Henry C. Morgan, Jr., who had
recently presided over a jury trial involving related tech-
nology and five of the same patents. That motion was
granted on November 27, 2018, over Cisco’s opposition. Be-
ginning on May 6, 2020, Judge Morgan presided over a 22-
day bench trial, which included an over 3,507-page record,
26 witnesses, and over 300 exhibits. Judge Morgan heard
final arguments on June 25, 2020.

While the case was still pending before him, Judge
Morgan learned that his wife owned Cisco stock. He sent
an email to the parties on August 12, 2020, notifying them
that while preparing his 2019 financial disclosure report to

1 On March 29, 2018, Centripetal filed an Amended
Complaint adding infringement of claims 1-25 of the 856
patent to its causes of action, bringing the total number of
asserted patents to eleven. See Am. Compl. at 157 (Y 356),
ECF No. 29, Case No. 18-cv-94-HCM-LRL (E.D. Va. Maz.
29, 2018).

2 The Patent Trial and Appeal Board later found the
claims of six related patents, which are not the subject of
these proceedings, to be unpatentable.
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the judiciary the previous day, his judicial assistant had
discovered that his wife owned 100 shares of Cisco stock
valued at $4,687.99. The judge informed the parties that
his wife had purchased the stock in October 2019 on the
advice of her stockbroker and had “no independent recol-
lection of approving the transaction.” Recusal Op., 492
F. Supp. 3d at 617. He further explained that at the time
he was informed of the existence of the stock, a “full draft
of [his] opinion [on the bench trial] had been prepared” and
“[v]irtually every issue was decided prior thereto.” Id. (ci-
tation omitted). Finally, he stated that the “shares did not
and could not have influenced [his] opinion on any of the
issues in th[e] case.” Id. (internal quotation marks and ci-
tation omitted).

The statute governing recusal of federal judges in such
circumstances is 28 U.S.C. § 455. It provides, in relevant
part:

(a) Any justice, judge, or magistrate of the United
States shall disqualify himself in any proceed-
ing in which his impartiality might reasonably
be questioned.

(b) He shall also disqualify himself in the following
circumstances: . . .

(4) He knows that he, individually or as a
fiduciary, or his spouse or minor child re-
siding in his household, has a financial in-
terest in the subject matter in controversy
orin a party to the proceeding, or any other
interest that could be substantially af-
fected by the outcome of the proceeding. . .

(¢) A judge should inform himself about his per-
sonal and fiduciary financial interests, and
make a reasonable effort to inform himself
about the personal financial interests of his
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spouse and minor children residing in his
household. . ..

(0 Notwithstanding the [above], if any...
judge . .. would be disqualified, after substan-
tial judicial time has been devoted to the matter,
because of the appearance or discovery, after
the matter was assigned to him or her, that he
or she individually or as a fiduciary, or his or
her spouse . . . has a financial interest in a party
(other than an interest that could be substan-
tially affected by the outcome), disqualification
is not required if the . . . judge [or his spouse],
as the case may be, divests himself or herself of
the interest that provides the grounds for the dis-
qualification.

28 U.S.C. § 455 (emphasis added).

Following Judge Morgan’s disclosure, Centripetal noti-
fied the court that it had no objection to the judge’s contin-
uing to preside over the case. Recusal Op., 492 F. Supp. 3d
at 617-18. Cisco, on the other hand, filed a motion for mis-
cellaneous relief nine days later (hereinafter “Motion for
Recusal”), requesting Judge Morgan’s recusal under both
§ 455(a) and (b)(4). Id. at 618. Judge Morgan ordered Cen-
tripetal to file a response. Centripetal opposed the Motion
for Recusal on the grounds that § 455(b)(4) was inapplica-
ble and, even if it were applicable, the § 455(b)(4) violation
could be cured by divestiture pursuant to § 455().

On September 9, 2020, Judge Morgan heard oral argu-
ment on the motion. At the hearing, Judge Morgan stated
that at the time he learned of his wife’'s ownership of the
Cisco stock, he had already completed a 130-page draft of
his opinion, though he had not “decided 100 percent of it.”
J.A. 18580. He told the parties that although he recognized
“the simplest thing would be to sell the stock,” he had “al-
ready strongly indicated that [he] might be considering
awarding damages in the case” by “ask[ing] for additional
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evidence on damages” at trial, “and that might mean that
[the final] judgment would have an adverse effect upon
Cisco’s stock.” J.A. 18577. Selling the stock in light of that
possibility, he said, “would defeat the very purpose of the
Rules,” implying concern about insider trading. Id.

Accordingly, Judge Morgan explained, instead of sell-
ing his wife’s stock, he had it placed in a blind trust set up
solely for the Cisco stock. Under the terms of the trust,
Judge Morgan was to be notified when the trust assets had
been completely disposed of or when their value became
less than $1,000. See Appellant’s Suppl. Br. 4. There is no
suggestion in the briefs or record that Judge Morgan re-
ceived any such notification while the case was pending be-
fore him.

On October 2, 2020, Judge Morgan issued an opinion
and order denying Cisco’s Motion for Recusal. Therein, he
concluded that because “a reasonable person would not
conclude that [he had known] of th[e] interest [in Cisco]
and yet heard the case[)] . . . [§] 455(a) d[id] not warrant
recusal.” Recusal Op., 492 F. Supp. 3d at 622. As for
§ 455(b)(4), Judge Morgan found it did not apply in this
case because he had not discovered his wife’s interest in
Cisco until he had decided “virtually” every issue and
“mostly drafted [the] opinion.” Id. at 623. Even if
§ 455(b)(4) did apply, Judge Morgan concluded that placing
the Cisco shares in a blind trust “cured” any conflict be-
cause it constituted “divestiture” under a safe harbor pro-
vided by § 455(). Id. at 624.

On October 5, 2020, Judge Morgan issued a 167-page
Opinion and Order containing his findings of fact and con-
clusions of law that Cisco willfully infringed the asserted
claims of the ‘856,176,193, and 806 patents. He awarded
Centripetal damages of $755,808,545 (enhanced 2.5 times
to  $1,889,521,362.50), pre-judgment interest of
$13,717,925, and “a running royalty of 10% on the appor-
tioned sales of the accused products and their successors
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for a period of three years followed by a second three year
term with a running royalty of 5% on said sales.” Merits
Op., 492 F. Supp. 3d at 608.

Cisco moved for amended findings and judgment under
Rule 52(b) with respect to direct infringement and damages
and for a new trial under Rule 59(a)(2). See Centripetal
Networks, Inc. v. Cisco Sys., Inc., 526 F. Supp. 3d 137, 139—
40 (E.D. Va. 2021). The court denied those motions on
March 17, 2021. Id. at 140. Cisco timely appealed to this
court, raising issues pertaining to the district court’s in-
fringement and damages findings and also raising the
question “[w]hether the district judge should have recused
himself under 28 U.S.C. § 455(b).” Appellant’s Br. at 5. On
March 18, 2022, we issued an order limiting the issues to
be addressed at oral argument solely to the recusal issue.
Following the April 4, 2022 oral argument, we granted
Centripetal’s motion for leave to file supplemental briefs on
the recusal issue. That briefing concluded on April 29,
2022.

We have jurisdiction over this matter under 28 U.S.C.
§ 1295(a)(1).

DIScUssION

Cisco has waived any argument that Judge Morgan
was disqualified from hearing the case under § 455(a).?
Rather, Cisco argues that Judge Morgan was required to
recuse under § 455(b)(4) absent divestiture under § 455(f).
We agree. Indeed, Centripetal itself does not dispute that
recusal was required absent divestiture. See Appellee’s
Resp. Br. at 60; Appellee’s Suppl. Br. at 2. There are thus
two primary questions before us. The first is whether
Judge Morgan was relieved of his duty to disqualify under
§ 455(b)(4) because his wife had “divest[ed] . . . herself of

3 Recusal under § 455(a) may be waived, but recusal
under § 455(b) cannot be waived. See § 455(e).
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the [financial] interest [in Cisco]” pursuant to § 455(f). If
we conclude that the requirements of § 455(f) were not sat-
isfied, the second question is the proper remedy, which
turns in large part on whether Judge Morgan’s failure to
disqualify himself was harmless error. See Liljeberg v.
Health Servs. Acquisttion Corp., 486 U.S. 847, 862 (1988).

We review a district court’s denial of a motion for
recusal for abuse of discretion. See United States v. Mitch-
ell, 886 F.2d 667, 671 (4th Cir. 1989); see also Shell Oil Co.
v. United States, 672 F.3d 1283, 1288 (Fed. Cir. 2012)
(“Consistent with the vast majority of courts to consider
this issue, we review a judge’s failure to recuse for an abuse
of discretion.”).4

I

We first address whether placement of the Cisco stock
in a blind trust satisfied the statutory requirements of
§ 455(f). Section 455(f) stands as the only exception to the
bright-line rule that a federal judge is disqualified “based
on a known financial interest in a party.” Chase Manhat-
tan Bank v. Affiliated FM Ins. Co., 343 F.3d 120, 127 (2d
Cir. 2003). As noted above, it provides:

Notwithstanding [§ 455(a) and (b)(4)], if any . . .
judge . . . would be disqualified, after substantial
judicial time has been devoted to the matter,

4 We have indicated that recusal motions are gov-
erned by the law of the regional circuit. See Hewlett-Pack-
ard Co. v. Bausch & Lomb Inc., 882 F.2d 1556, 1567 n.8
(Fed. Cir. 1989). Here, whether we apply the law of this
Circuit or the Fourth Circuit, the outcome is the same.
Whether applying the regional circuit law is the correct ap-
proach in light of the substantial interest in having a uni-
form standard on issues of recusal, with respect to the
various trial-level tribunals that we review, must await an-
other case.
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because of the appearance or discovery, after the
matter was assigned to him or her, that he or she
individually or as afiduciary, or his or her
spouse . . . has a financial interest in a party (other
than an interest that could be substantially af-
fected by the outcome), disqualification is not re-
quired if the [] judge [or his spouse], as the case
may be, divests himself or herself of the interest that
prouvides the grounds for the disqualification.

§ 455(f) (emphasis added).

Here, there is no dispute that the Cisco stock consti-
tutes a “financial interest” and that “substantial judicial
time [had] been devoted to the matter,” such that Judge
Morgan’s wife could have divested herself of that interest
under § 455(0) to avoid the judge’s disqualification.? What
is disputed between the parties is whether her placement
of the stock in a blind trust qualified as divestment.

A “blind trust” is “an arrangement whereby a person,
such as a public official, in an effort to avoid conflicts of
interest, places certain personal assets under the control of
an independent trustee with the provision that the person
is to have no knowledge of how those assets are managed.”

5 (Cisco does not suggest that divestiture under
§ 455(f) was unavailable because Judge Morgan’s wife’s in-
terests would be “substantially affected” by the outcome.

We have no occasion to decide if divestment under
§ 455(f) would alleviate the need to recuse in all cases.
Some courts suggest that it does not apply in all cases. See,
e.g., Union Carbide Corp. v. U.S. Cutting Serv., Inc., 782
F.2d 710, 715 (7th Cir. 1986) (“We do not mean to endorse
sale as a cure for disqualification in all cases[;] Section
455(b) is only one node in the network of statutory and non-
statutory ethical principles that control the conduct of fed-
eral judges.”).
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Blind Trust, Webster’s New World Dictionary 149 (3d ed.
1988). According to Centripetal, placing the stock in the
blind trust qualified as divestment.

Although it is well established that selling a financial
interest in a company qualifies as divestment,® Centripetal
admits that there are no cases holding that placement of
stock in a blind trust constitutes divestment. The only au-
thority Centripetal cites for its argument that placing stock
in a blind trust is a valid divestment mechanism under
§ 455(f) is an unsupported assertion in a law review article.
See Appellee’s Resp. Br. at 60 (citing Marianne M. Jen-
nings & Nim Razook, Duck When a Conflict of Interest
Blinds You: Judicial Conflicts of Interest in the Matters of
Scalia and Ginsburg, 39 U.S.F. L. Rev. 873, 904 (2005)).

In a case turning on statutory interpretation, “our first
job is to try to determine congressional intent, using tradi-
tional tools of statutory construction.” Dole v. United Steel-
workers of Am., 494 U.S. 26, 35 (1990) (quoting NLRB v.
Food & Com. Workers, 484 U.S. 112, 123 (1987)). “Our
‘starting point is the language of the statute,” id. (quoting
Schretber v. Burlington N., Inc., 472 U.S. 1, 5 (1985)), but
we also “look to the provisions of the whole law, and its ob-
ject and policy,” id. (quoting Massachusetts v. Morash, 490
U.S. 107, 115 (1989)); see also K Mart Corp. v. Cartier, Inc.,
486 U.S. 281, 291 (1988) (same).

Because § 455 does not define “divest,” we look first to
the word’s “ordinary meaning . . . at the time Congress

6  See, e.g., In re Certain Underwriter, 294 F.3d 297,
300-04 (2d Cir. 2002) (finding that district court judge’s
sale of stock in parties constituted divestment); see also In
re Initial Pub. Offering Sec. Litig., 174 F. Supp. 2d 70, 81—
90 (S.D.N.Y. 2001) (tracing legislative history to support
holding that a judge may continue to preside over a matter
if she sells stock in a party).
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enacted the statute.” Wis. Cent. Lid. v. United States, 138
S. Ct. 2067, 2070 (2018) (quoting Perrin v. United States,
444 1.8, 37, 42 (1979)); see Mohamad v. Palestinian Auth.,
566 U.S. 449, 454 (2012) (citing FCCv. AT&T Inc., 562 U.S.
397, 403 (2011)). When Congress enacted § 455(f) in 1988,
Judicial Improvements and Access to Justice Act, Pub. L.
No. 100-702, 102 Stat. 4642, 4667 (1988), “divest” was or-
dinarily understood to mean to “dispossess or deprive,” Di-
vest, 1 Webster’s Third New International Dictionary 663
(1986); see also Divest, Webster’s New World Dictionary 400
Bd ed. 1988) (same); Divest, 4 Oxford English Dictionary
889 (2d ed. 1988) (same). What must be “divested” under
§ 455(f) is “the financial interest” giving rise to the disqual-
ification. The statute defines “financial interest” as “own-
ership of a legal or equitable interest, however
small.” § 455(d)(4) (emphasis added). Thus, it logically fol-
lows that to “divest” oneself of “ownership” of a legal or eq-
uitable interest is possible only if one is “deprived or
dispossesse[d]” of ownership—something that is possible
only if the interest is sold or given away.

Also telling is Congress’s use of the present tense in
§ 455(b)(4), providing that a judge should not sit when he
or she “has a financial interest” in a party. That verb usage
suggests that selling or donating the stock is the only cure
envisioned under § 455(f). But at the time of Judge Mor-
gan’s actions, his wife still “ha/d] a financial interest” in
Cisco. While placing the stock in a blind trust removed her
control over the stock, it did not eliminate her beneficial
interest in Cisco.

There is authority suggesting that placement of stock
in a blind trust does not constitute divestiture. The Judi-
cial Conference’s Committee on Codes of Conduct has
ruled, well before the events of this case, that “[a] judge’s
use of a blind trust does not obviate the judge’s recusal ob-
ligations.” Advisory Op. 110, Comm. on Codes of Conduct,
Jud. Conf. of the U.S. (Aug. 2013); see also M. Margaret
McKeown, To Judge or Not to Judge: Transparency and
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Recusal in the Federal System, 30 Rev. Litig. 653, 669 n.57
(2011) (“[A] judge cannot avoid recusal by placing assets in
a blind trust . . ..”). We are entitled to give some weight to
the committee’s views because Congress enacted § 455(b)
to match Canon 3C of the Code of Judicial Conduct, which
providesin relevant part that a judge “shall disqualify him-
self in a proceeding” where he “knows that he . . . or his
spouse . . . has a financial interest . . . in a party to the
proceeding,”” and to ensure that statutory and ethical du-
ties were consistent with each other, see H.R. Rep. No. 93-
1453 (1974), reprinted 1n 1974 U.S.C.C.AN. 6351, 6351,
6353 (amendments to § 455 were meant to “conform gener-
ally with the recently adopted canon of the Code of Judicial
Conduct which relates to disqualification of judges for bias,
prejudice or conflict of interest” in order to make “both the
statutory and the ethical standard virtually identical”);
Liljeberg, 486 U.S. at 858 n.7 (explaining that the 1974
amendment to § 455 was “to conform with the recently
adopted ABA Code of Judicial Conduct, Canon 3C”); see
also Union Carbide Corp. v. U.S. Cutting Serv., Inc., 782
F.2d 710, 715 (7th Cir. 1986) (“In matters of judicial eth-
ics[,] we are bound to give some weight to the view of the
committee of judges that the Judicial Conference of the
United States has established to advise federal judges on
ethical questions.”).

There are, moreover, two central purposes of the stat-
ute that would be undermined by defining divestment to
include placement of stock in a blind trust. First, unless
the trustee immediately sold the stock interest upon crea-
tion of the blind trust (which did not occur here), the blind
trust would allow a judge to continue to sit on a case for
which he knows he or his spouse has a beneficial interest

7 See Code of Judicial Conduct for United States
Judges, Canon 3(C)(1)(c), reprinted in 69 F.R.D. 273, 277
(1975).
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in the outcome, in direct contravention of the statute’s pur-
pose. See Chase, 343 F.3d at 128 (“Congress has . . . pro-
vided that a known financial interest in a party, no matter
how small, is a disqualifying conflict of interest and one
that cannot even be waived by the parties.”). The signifi-
cance of this factor is apparent in how the Executive
Branch handles corresponding rules governing recusal of
executive branch officials who have a “financial interest” in
a particular government action. See 18 U.S.C. § 208(a). A
regulation interpreting § 208 “and other Federal conflict of
interest statutes and regulations” provides that recusal
rules continue to “apply to the assets that an interested
party transfers to [a blind] trust until such time as he or
she is notified by the independent trustee that such asset
has been disposed of or has a value of less than $1,000.” 5
C.F.R. § 2634.403(a)(2).8 The reason for this requirement,
the regulation provides, is that until the interest is dis-
posed of, “the interested party knows what assets he or she
placed in the trust” and therefore, “the possibility still ex-
ists that the interested party could be influenced in the per-
formance of official duties by those interests.” Id.

Second, even if the trustee had sold the stock at the
time the blind trust was created, the exception provided
under § 455(f) is nevertheless a narrow one, and construing
“divest” to include placement of stock in a blind trust would
be in direct conflict with another provision of the statute.
Section 455(c) provides that “[a] judge should inform him-
self about his personal and fiduciary financial interests,

8  The $1,000 limit for the executive branch is not ap-
plicable to judges. Any interest, “however small,” is dis-
qualifying. In re Va. Elec. & Power Co., 539 F.2d 357, 368
(4th Cir. 1976) (“If a judge has an ownership interest in a
party or in the subject matter in controversy, it matters not
at all whether the interest is a large or infinitesimally
small amount.”).
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and make a reasonable effort to inform himself about the
personal financial interests of his spouse and minor chil-
dren residing in his household.” This was exactly the Ju-
dicial Conference Committee’s concern in Advisory Opinion
110. It explained that “[t]he Committee has consistently
advised that the use of a blind trust would be incompatible
with a judge’s duty to ‘keep informed’ about financial intex-
ests under Canon 3C(2),” after which § 455(c) is modeled.
Advisory Op. 110. That logic makes sense here, since there
would have been no way for Judge Morgan to keep in-
formed of his personal financial interests (and thus comply
with his obligations under § 455(c)), if his or his wife’s stock
were kept in a blind trust, which is, by definition, designed
to shield him from such knowledge.?

* * *

In light of the foregoing, we hold that placing assets in
a blind trust is not divestment under § 455(), and Judge
Morgan was disqualified from further proceedings in the
case under § 455(b)(4).

9 Although Judge Morgan suggested there would be
an appearance of insider trading if he sold the stock, no
such possibility exists. Selling the stock to comply with
ethical obligations is not insider trading, as was made clear
in the Stop Trading on Congressional Knowledge Act of
2012 (“STOCK Act”), Pub. L. 112105, 126 Stat. 291, 298
(2012). Although the STOCK Act provides that the insider
trading restrictions of securities law apply to judicial em-
ployees (as well as to members of Congress and other fed-
eral officials), it states that nothing in the Act shall be
construed to “be in derogation of existing . . . ethical obliga-
tions governing . . . judicial officers.” Id. at 297-98 Here,
the sale of the stock would have been done to comply with
ethical obligations.
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II

We next consider the appropriate remedy. “Although
§ 455 defines the circumstances that mandate disqualifica-
tion of federal judges, it neither prescribes nor prohibits
any particular remedy for a violation of that duty.”
Liljeberg, 486 U.S. at 862. Here, the question is whether
the rulings Judge Morgan made after August 11, 2020,
when he became aware of his wife's financial interest in
Cisco, should be vacated as a remedy for his failure to
recuse.

As we explained in Shell, to determine whether vacatur
is the appropriate remedy for a violation of § 455(b), we ap-
ply the harmless error analysis set forth by the Supreme
Court in Liljeberg. Under that test, “mandatory recusal
does not require mandatory vacatur.” Shell, 672 F.3d at
1293; see also Williamson v. Ind. Univ., 345 F.3d 459, 464—
65 (7th Cir. 2003) (finding vacatur “is not automatically
justified” for a violation of § 455 “if [the] error was harm-
less”). Although Liljeberg involved a violation of § 455(a),
it is now well-recognized that the harmless error analysis
applies equally to violations of § 455(b). See Shell, 672 F.3d
at 1292; Polaroid Corp. v. Eastman Kodak Co., 867 F.2d
1415, 1421 (Fed. Cir. 1989); see also Patterson v. Mobil Oil
Corp., 335 F.3d 476, 485 (5th Cir. 2003) (“[W]e are confi-
dent that § 455(b) violations are also subject to the doctrine
of harmless error.”).1°

10 Another distinction is that Liljeberg involved a
Rule 60(b) motion, whereas this case involves a motion for
recusal. This court and others have held that the same
analysis generally applies to motions for recusal and Rule
60(b) motions. See Polaroid Corp. v. Eastman Kodak, Co.,
867 F.2d 1415, 1421 (Fed. Cir. 1989); In re Sch. Asbestos
Litig. v. Kelly, 977 F.2d 764, 785 (3d Cir. 1992). However,
in the Rule 60(b) context, the interests of finality must be
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Under Liljeberg, there are three factors courts should
consider when deciding whether to vacate a judgment:
(1) “the risk of injustice to the parties in the particular
case”’; (2) “the risk that the denial of relief will produce in-
justice in other cases”; and (3) “the risk of undermining the
public’s confidence in the judicial process.” 486 U.S. at 864.
Each of these factors weighs against a finding of harmless
error in this case.

A
1

There are several circumstances in which courts have
found the first Liljeberg factor—“the risk of injustice to the
parties in the particular case”—weighs in favor of finding
harmless error for violations of § 455. None is present in
this case.

The first is where the ruling involves a pure question
of law that is subject to plenary review on appeal, a posture
that some courts in some circumstances have found rele-
vant.!! Thatis not what we have here. The rulings atissue

given due weight. See Buck v. Dauvis, 137 S. Ct. 759, 779
(2017) (citing Gonzalez v. Crosby, 545 U.S. 524, 529 (2005)).

11 See United States v. Cerceda, 172 F.3d 806, 813
n.10 (11th Cix. 1999) (en banc) (“In cases where the Court
of Appeals reviews a district judge’s challenged actions and
affirms them on the merits either before or at the same
time it considers whether the judge violated section 455(a),
the possibility of a significant risk of injustice is substan-
tially reduced-—particularly if the review of the merits was
plenary.”); see also Williamson, 345 F.3d at 46465 (“On
appeal, this court reviews the grant of summary judg-
ment de novo . . . and therefore Williamson has received a
full review by an impartial panel.”); Patterson, 335 F.3d at
485 (“Because we review a summary judgment ruling de
novo, using the same standards as the district court, the
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in this case resulted from a bench trial in which Judge Moxr-
gan exercised broad discretion in making findings of fact
and credibility determinations. Indeed, Centripetal relies
heavily on Judge Morgan’s “broad discretion” in arguing for
affirmance of the judgment. Appellee’'s Resp. Br. at 51
(quoting Conoco, Inc. v. Energy & Env’t Int’l, L.C., 460 F.3d
1349, 1362-63 (Fed. Cir. 2006)); see also, e.g., id. at 50 (“Af-
ter weighing the evidence, the court found Dr. Striegel
credible and accepted his analysis.”); id. at 51 (citing Endo
Pharms. Inc. v. Actavis LLC, 922 F.3d 1365, 1374 n.10
(Fed. Cir. 2019) (explaining credibility findings are not dis-
turbed on appeal)); id. at 59 (stressing that “the court
‘made detailed factual findings’ as to why the close call

parties are guaranteed a fair, impartial review of the mer-
its of the ruling.”); In re Sch. Asbestos Litig., 977 F.2d at
787 (finding no “serious injustice to the parties in thle]
case” pre-trial where summary judgment rulings were sub-
ject to plenary review upon final judgment); Parker v. Con-
nors Steel Co., 855 F.2d 1510, 1526 (11th Cir. 1999)
(concluding that judge’s potential bias presented no risk of
injustice to party seeking vacatur because court exercised
plenary review over merits in same appeal and concluded
that district judge’s grant of summary judgment was
proper); In re Cont’l Airlines Corp., 901 F.2d 1259, 1263
(5th Cir. 1990) (“The risk of injustice to the parties in al-
lowing a summary judgment ruling to stand is usually
slight,” as “[sJuch rulings are subject to de novo review.”).
But see Shell, 672 F.3d at 1294 (“[A] judge’s failure to
recuse does not automatically constitute harmless error
whenever there is de novo review on appeal.”); see also
Ward v. Village of Monroeuville, 409 U.S. 57, 61 (1972) (re-
jecting the notion, in the context of state law proceeding
where judge had a financial interest in the outcome, that
“any unfairness at the trial level c[ould] be corrected on ap-
peal and trial de novo in the County Court of Common
Pleas”).
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factor supported enhancement, including the impact of its
credibility determinations”).

The second circumstance is where the opposing party
has delayed raising a known ground for recusal. See, e.g.,
In re United Shoe Mach. Corp., 276 F.2d 77, 79 (1st Cir.
1960) (“[K]nowing of a ground for requesting disqualifica-
tion, [a party] can not be permitted to wait and decide
whether he likes subsequent treatment that he receives.”);
Ogala Sioux Tribe v. Homestake Mining Co., 722 F.2d
1407, 1414 (8th Cir. 1983) (denying relief in part because
alleged grounds for disqualification were known at the
time the case was decided by the trial judge but not raised
until the case was on appeal); In re Int’l Bus. Machs.
Corp., 618 F.2d 923, 932 (2d Cir. 1980) (adopting timeli-
ness requirement for § 455); see also Liljeberg, 486 U.S. at
868 (“It is [] appropriate to vacate the judgment unless it
can be said that respondent did not make a timely request
for relief . . . ).

In Polaroid, we affirmed the district court’s denial of a
motion for disqualification and vacatur made six-and-a-
half years after the judge’s decision and disclosure that her
mother-in-law held stock in one of the parties. 867 F.2d at
1416-17. In denying vacatur, we noted that “[t]he passage
of time” is a factor in the “equity/fairness equation,” id. at
1418-20, and we considered all that the judge who denied
the motion had to say about “Kodak’s acquiescence, aging
of witnesses, fading of memories, and the unfairness of va-
cating . . . [the] orders and requiring Polaroid to start all
over,” id. at 1420.

Here, there has been no such delay. Cisco moved for
Judge Morgan’s recusal just nine days after he disclosed
his wife’s ownership of Cisco stock.

The third circumstance where courts have declined va-
catur is where substantial time has passed since the rul-
ings in question (even though there has been no delay in
making the motion when the facts became known). In this
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respect, Centripetal relies on the Eleventh Circuit’s en
banc decision in United States v. Cerceda, 172 F.3d 806
(11th Cir. 1999) (en banc). But in that case, which dealt
with the possible re-trial of multiple criminal defendants,
it had been six years since one of the trials, and one of the
key witnesses—who had been 84 years old and in poor
health at the time of the first trial—would have been over
90 years old at the time of a new trial. Id. at 815. Centrip-
etal has made no comparable showing in this case. Beyond
a conclusory assertion in its supplemental brief that “evi-
dence ha[s] gone stale,” Appellee’s Suppl. Br. at 6, Centrip-
etal has not made any actual showing of staleness of
evidence or fading of witness’ memories in the time since
the trial was held two years ago.12

Even if it had, any prejudice caused by the passage of
time may be tempered by the fact that, as discussed in fur-
ther detail below, this case would proceed under Federal
Rule of Civil Procedure 63 on remand. Under that rule, a
newly assigned judge has the ability to resolve the case
based on the transcript from the previous trial. 11 Charles
Alan Wright & Arthur R. Miller, Federal Practice & Proce-
dure § 2922 n.19 (3d ed. 2022) (collecting cases).!3

12 Moreover, we question whether the relevant date
for staleness is the date the judge declined to recuse or the
date of the decision on appeal. If the former is the relevant
date, the lack of prejudice is even clearer here.

13 The replacement judge may recall any witness, and
must do so at the request of a party if the testimony is “ma-
terial and disputed” and the witness is available to testify
again without undue burden. Fed. R. Civ. P. 63. “If, on the
other hand, there are issues of credibility that cannot
properly be resolved on the basis of the record or for any
other reason the replacement judge concludes that it is not
possible to proceed in fairness to the parties, the judge has
discretion to grant a new trial.” 11 Wright & Miller,
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The fourth circumstance where courts have refused va-
catur for a violation of § 455(b) is where one party has
“made a showing of special hardship by reason of their re-
liance on the original judgment.” Liljeberg, 486 U.S. at
869. There has been no such showing in this case.

2

Unable to bring this case under existing authorities,
Centripetal nonetheless makes several arguments as to
why the first Liljeberg factor weighs against vacatur. It
argues that there is no risk of injustice to Cisco because
Judge Morgan had “decided the case” prior to learning of
his wife’s ownership of Cisco stock, and therefore the judg-
ment should stand since it was decided at a time when
there was no § 455(b)(4) violation. Appellee’s Resp. Br. at
63 (citing J.A. 30). But that is not a fair characterization
of the facts. At the September 9, 2020 hearing on Cisco’s
motion for recusal, Judge Morgan stated that at the time
he learned of his wife’s financial interest in Cisco, he had
drafted “130-some pages” of the opinion. J.A. 18580. But
the opinion issued on October 5, 2020 was 167 pages, show-
ing that the judge went on to draft an additional 37 pages
after learning of the stock ownership. And although at that
same hearing he stated that his views as to the appropriate
resolution of the case were fixed, he admitted that he had
not “decided 100 percent of it.” Id. In any event, until an
opinion is issued, it is well within a judge’s prerogative to
change his mind or to otherwise revise the decision. Here,
the opinion was subject to revision until the time it issued.

Federal Practice & Procedure § 2922 (providing cases). “If
a new trial is granted, the record of the previous trial may
be used as a substitute for testimony of unavailable wit-
nesses.” Id.
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Moreover, after learning of his wife’s stock ownership,
Judge Morgan continued to sit on post-trial motions that
needed to be decided but had not even been briefed by the
parties. Cisco’s post-trial motions were rejected in a 49-
page opinion and order issued on March 17, 2021, while
Judge Morgan knew his wife continued to hold stock in
Cisco.

Centripetal next argues that there is no risk of injus-
tice to Cisco because there is no evidence of actual bias, re-
lying on a case applying § 455(a) (requiring recusal where
there is an appearance of impropriety) in which the court
declined to vacate orders, at least in part, because there
was no evidence of actual bias.15> See Appellee’s Suppl. Br.
at 8 (citing In re Sch. Asbestos Litig. v. Kelly, 977 F.2d 764,
785-87 (3d Cir. 1992) (declining to vacate orders en masse
where there was, among other things, no “likelihood of ac-
tual bias™)). Section 455(b)(4) is different. Unlike § 455(a),
it is not triggered by an appearance of impropriety, but by
a known financial interest, which creates not only an ap-
pearance of impropriety but impropriety itself. We have
previously ordered vacatur under § 455(b)(4) notwith-
standing “that there [wa]s neither an allegation nor sug-
gestion that the judge was unduly influenced by his wife's
financial interest.” Shell, 672 F.3d at 1291.

The objective of the statute—public confidence in the
judiciary—would be severely undermined by requiring a

14 See United States v. O’Keefe, 128 F.3d 885, 891 (5th
Cir. 1997) (“Once a judge recuses himself from a case, the
judge may take no action other than the ministerial acts
necessary to transfer the case to another judge.”); see also
Shell, 672 F.3d at 1291 (citing O’Keefe, 128 F.3d at 891).

15 On this point, Centripetal oddly relies on Cisco’s
waiver of any violation of § 455(a) as somehow an admis-
sion that Judge Morgan held no actual bias. There was no
such admission.
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showing of actual bias in order to vacate orders infected
with a § 455(b)(4) violation. Making such a bias determi-
nation would require the sort of line drawing that the stat-
ute was designed to avoid.’® We note that in the closely
related context of orders rendered by judges with a “direct,
personal, substantial [and] pecuniary” interest in reaching
a certain outcome in a case, the Supreme Court has re-
jected the notion that a showing of actual bias is required
for a due process violation. Ward v. Village of Monroeuville,
409 U.S. 57, 60 (1972); see also id. at 61 (finding that if a
state statute governing the disqualification of interested,
biased, or prejudiced judges required “that an accused [per-
son] must show [actual prejudice] in his particular case, the
statute requires too much and protects too little”); Aetna
Life Ins. Co. v. Lavoie, 475 U.S. 813, 825 (1986) (“The Due
Process Clause ‘may sometimes bar trial by judges who
have no actual bias and who would do their very best to
weigh the scales of justice equally between contending par-
ties. But to perform its high function in the best way, jus-
tice must satisfy the appearance of justice.” (quoting In re
Murchison, 349 U.S. 133, 136 (1955))).

Centripetal also relies on the time and cost of the liti-
gation thus far, the complexity of the case, and the delay in

16 The reason §455(b)(4) establishes a bright-line
rule and does not require a showing of prejudice is because
of the great difficulty in establishing actual prejudice in
any particular case. See Chase, 343 F.3d at 128 (“[A]
bright-line test . . . avoids many difficult line-drawing deci-
sions and is in that sense actually helpful to judges.”); see
also H.R. Rep. No. 93-1453, reprinted in 1974 U.S.C.C.AN.
6351, 6358 (1974) (observing that without a bright-line
rule, a judge would be left to “decide the disqualification
issue at his peril, with the possibility that if he decided to
sit he may be subject to criticism or that public confidence
in the federal judicial system may be weakened”).
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obtaining judgment, as weighing against vacatur. But
Centripetal cites no case where these considerations alone
led to a finding of harmless error, and we do not think that
those factors here significantly weigh against vacatur.
These considerations would exist in every case where a
ground for recusal arises after significant trial proceedings.

Finally, to the extent that Centripetal argues that
there is no need to vacate Judge Morgan’s rulings because
his wife owned stock in the losing party (and his interests
would be adversely affected, not benefited, by his decision),
see Appellee’s Resp. Br. at 63, that fact does not remove the
risk of prejudice. Where a judge becomes aware of a possi-
ble appearance of impropriety, there is a substantial risk
that he or she might bend over backwards to rule against
that party to try to prove that there is no bias. See In re
Sch. Asbestos Litig., 977 F.2d at 782 (“[Blias c[an] manifest
itself in a number of ways.”). Congress did not make
recusal obligations contingent on which party’s stock was
owned, and we are aware of no case suggesting that this is
a relevant factor.

Accordingly, considering all relevant factors, we find
that the risk of injustice to the parties weighs against a
finding of harmless error and in favor of vacatur.

B

The second Liljeberg factor also weighs against finding
harmless error and in favor of vacatur. In Liljeberg, the
Supreme Court indicated that a relevant consideration is
whether granting or denying vacatur “wlould] [] produce
injustice in other cases.” 486 U.S. at 868. The Court indi-
cated that this factor weighs in favor of vacatur when it
“may prevent a substantive injustice in some future case
by encouraging a judge or litigant to more carefully exam-
ine possible grounds for disqualification and to promptly
disclose them when discovered.” Id.
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Centripetal argues that the refusal to vacate here
would have no effect in other cases because the facts of this
case are unusual, see Appellee’s Suppl. Br. at 9 (“Rarely
will a judge discover a financial interest in a party months
after an extensive bench trial, after the judge already in-
vested years of resources and time, and after the judge de-
cided to rule against that party and nearly completed his
trial opinion in the case, but before finalizing and publish-
ing that opinion.” (emphasis omitted)), and because the de-
nial of Cisco’s Motion for Recusal “rest[ed] on the specific
facts of this case,” Appellee’s Resp. Br. at 63 (quoting Po-
laroid, 867 F.2d at 1420). We disagree. Refusal to vacate
here would have a significant adverse effect in other cases.
While the specific facts of this case may be unique, they are
symptomatic of an increasingly common problem, as dis-
cussed in the next section. A vacatur here would signal to
judges in other cases the importance of complying strictly
with the procedures spelled out in § 455(f). A failure to va-
cate would suggest that sitting on a case in which the
judge’s family has a financial interest is not a serious issue.

We find the second factor weighs in favor of vacatur.
C

Finally, and perhaps most significantly, the denial of
vacatur here risks “undermining the public’s confidence in
the judicial process.” Liljeberg, 486 U.S. at 864. Centripe-
tal argues that “[v]acating under the unusual facts of this
case” would cause the public to “lose confidence in the fi-
nality of judgments.” Appellee’s Suppl. Br. at 10-11. Quite
the contrary. The failure to vacate here would strike at the
heart of what the statute was designed to protect. The Su-
preme Court in Liljeberg explained that the purpose of
§ 455 is to “promote public confidence in the integrity of the
judicial process.” 486 U.S. at 860; see also Davis v. Xerox,
811 F.2d 1293, 1296 (9th Cir. 1987) (noting that “Congress
was willing to accept disruptions” that may be caused by
remedying violations of § 455 “in return for the perceived
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benefits of promoting public confidence in the judiciary”).
It is seriously inimical to the credibility of the judiciary for
a judge to preside over a case in which he has a known fi-
nancial interest in one of the parties and for courts to allow
those rulings to stand.

This assessment is confirmed by responses to the re-
cent reports of many federal judges presiding over cases in
which they or relevant family members owned stock in a
party. See James V. Grimaldi et al., 131 Federal Judges
Broke the Law by Hearing Cases Where They Had a Finan-
cial Interest, Wall St. J. (Sept. 28, 2021). Congress re-
sponded by recently enacting the Courthouse Ethics and
Transparency Act, Pub. L. No. 117-125, 136 Stat 1205
(2022), which requires judges to make more timely and ac-
cessible disclosures of their financial holdings and poten-
tial conflicts of interest. See also 168 Cong. Rec. H4522
(daily ed. Apr. 27, 2022) (statement of Rep. Hakeem Jef-
fries) (“Failure to recuse can cause real harm to parties
seeking fair and impartial justice and leave a cloud of doubt
over any decision that is made once the conflicts are subse-
quently uncovered.”). Chief Justice Roberts similarly re-
sponded by devoting a substantial portion of his 2021 Year-
End Report on the Federal Judiciary to discussing the im-
portance of judges complying with their ethical obligations.
Chief Justice John G. Roberts, Jr., 2021 Year-End Report
on the Federal Judiciary, 3.

It simply cannot plausibly be argued that public confi-
dence in the judiciary will be degraded by a decision that
vacates a judge’s rulings rendered while he had a known
financial interest in one of the parties. Rather, in the cir-
cumstances here, vacatur is essential to preserve public
confidence.

* * *

We therefore conclude that the Liljeberg factors weigh
against finding harmless error in this case. We note that
in cases involving recusal under § 455(b)(4), few circuit
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decisions have declined to vacate a prior ruling made while
the judge was aware of the disqualifying interest and failed
to divest. Still rarer are decisions declining to vacate sub-
stantive rulings in such circumstances. We think it should
be a very unusual case where vacatur is denied when a
judge discovers a clear disqualifying interest under
§ 455(b)(4), recusal is required, there is a failure to divest,
and the judge proceeds to rule on the case despite that clear
obligation.

111

Because we find Judge Morgan’s violation of § 455(b)(4)
was not harmless error, vacatur is the appropriate remedy.
See Shell, 672 F.3d at 1293. Because § 455(b)(4) requires
“actual knowledge” of disqualifying circumstances, Chase,
343 F.3d at 127, the only rulings subject to vacatur are
those issued after Judge Morgan learned of his wife’s finan-
cial interest in Cisco, on August 11, 2020. Those rulings
are the Opinion & Order denying Cisco’s Motion for Miscel-
laneous Relief (i.e., Motion for Recusal), ECF No. 619 (Oct.
2, 2020); the Opinion & Order re Infringement and Dam-
ages, ECF No. 621 (Oct. 5, 2020); and the Opinion & Order
Denying Post-Judgment Motions & Declaring the Case Fi-
nal, ECF No. 638 (Mar. 17, 2021),

Centripetal argues that reassignment to a new judge is
not necessary if we vacate and remand. Allowing the same
judge to reaffirm his own rulings would severely under-
mine § 455, which is why cases are routinely reassigned
upon vacatur of judgment under § 455, See, e.g., Shell, 672
F.3d at 1294. In any event, that argument is moot in light
of the unfortunate death of Judge Morgan on May 1, 2022,
of which we take judicial notice.l” Accordingly, upon

17 See Obituary, Judge Henry Coke Morgan Jr., Vir-
ginian-Pilot (May 8, 2022), available at
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remand the case will be assigned to a new judge in the nor-
mal course, pursuant to Rule 63, which allows a replace-
ment judge “if a judge conducting a hearing or tral is
unable to proceed.” Fed. R. Civ. P. 63.

CONCLUSION

For the foregoing reasons, we reverse the Opinion &
Order denying Cisco’s Motion for Miscellaneous Relief
(ECF No. 619), see Recusal Op., 492 F. Supp. 3d 615, we
vacate the Opinion & Order re Infringement and Damages
(ECF No. 621), see Merits Op., 492 F. Supp. 3d 495, and the
Opinion & Order Denying Post-Judgment Motions & De-
claring the Case Final (ECF No. 638), and remand for fur-
ther proceedings before a newly appointed judge, who shall
decide the case without regard for the vacated opinions and
orders.

REVERSED IN PART, VACATED IN PART, AND
REMANDED

COSTS

Costs to Appellant.

https://www.legacy.com/us/obituaries/pilotonline/name/he
nry-morgan-obituary?id=34660901.
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Certainty, and Fairness”

June 22, 2022

L. Introduction

Chairman Graham, Chairman Leahy, Ranking Member Grassley, Ranking Member Tillis, and
Members of the Subcommittee:

Please accept the following statement for the record on the Patent Trial and Appeal Board Reform
Act (PTAB Reform Act).! In this statement, I address the important function of recent reforms
adopted by the U.S. Patent & Trademark Office (USPTO). These reforms are central to
reestablishing the reliable and effective patent rights that have been the driver of the U.S.
innovation economy for over two hundred years. Thus, Congress should not enact the PTAB
Reform Act, which abrogates these reforms while failing at the same time to fully address serious
strategic abuses of the Patent Trial and Appeal Board (PTAB).

Created by the America Invents Act of 2011 (AIA), the PTAB has brought the U.S. patent system
fully within the operations and practices of the modern administrative state. Accordingly, the
PTAB’s operations have raised concerns about respect for due process and for the norms of the
rule of law often expressed about the administrative state more generally.? Lawyers and judges
have complained that the PTAB engages in what has come to be widely identified as “shenanigans”
in violating basic norms of due process in pursuit of its raison d efre—to cancel patents.

! 1 am submitting this statement for the record solely on my own behalf, and my statement does not reflect
the views of my employer or of any institution or organization with which T ain affiliated.

? See Philip Hamburger, Is Administrative Lave Unlavful? (Univ. Chicago Press, 2014).

3 See Innovation in America: How Congress can make our patent system STRONGER, Hearing Before the
Subcomin. on Intellectual Property of the Senate Conin. on the Judiciary, 116th Cong. (testimony of Adamn
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institute an Inter Partes Review hearing, the PTAB concluded in Apple v. Fintiv that it could
account for parallel proceedings in an Article III court, such as the proximity of the resolution of
the court proceeding involving the same patent.’ The legal and policy reaction was immediate.

Apple, Google, Cisco, and Intel filed a lawsuit to overturn the Fintiv factors. They soundly lost
before the trial court.® The Supreme Court ultimately denied their cert petition earlier this year.”

The loss of these Big Tech companies in their lawsuit confirms that their efforts to abrogate the
Fintiv factors for discretionary denials lack a firm foundation in both law and policy. First, as a
simple legal matter, Big Tech is wrong that the USPTO lacks the proper discretionary authority to
account for parallel proceedings in court in denying a petition to institute a hearing for the PTAB
to cancel a patent. There is well-established and longstanding legal authority in administrative law
that agencies have substantial discretion to not undertake enforcement actions.® In 2014, the
Second Circuit Court of Appeals recognized that “[i]t is rare that agencies lack discretion to choose
their own enforcement priorities.” Thus, when the PTAB determines that will not institute a
hearing in response to a petition, the USPTO is acting well within administrative law that it has
the greatest discretionary authority in choosing not to act.

In fact, it is notable that Big Tech is seeking to have its legal cake and eat it too on this issue. In
amicus briefs and in the broader policy debates, Big Tech has vigorously argued in the past that
the PTAB has significant discretionary rulemaking authority. In Cuozzo Speed Technologies v.
Lee and SAS Institute, Inc. v. lancu, for example, Big Tech defended a broad-based discretionary
authority inherent in the PTAB as an administrative agency to enact rules in which there is no
explicit mandate in the AIA '° Big Tech cheered the decision by the Czzozzo Court that “inter partes
review is less like a judicial proceeding and more like a specialized agency proceeding” in
conferring Chevron deference on the PTAB’s discretionary decision to adopt the broadest-
reasonable interpretation standard in claim construction.!! Obviously, the broadest-reasonable
interpretation standard in claim construction furthered Big Tech’s interests in securing the high

SId.
¢ See Apple Inc. v. lancu, No. 5:20-CV-06128-EJD, 2021 WL 5232241 (N.D. Cal. Nov. 10, 2021).

7 Blake Brittain, Apple, Mylan lose Supreme Court bids to challenge patent review rule (Jan, 22, 2022),
https:/Awww.reuters.com/legal/transactional/apple-mylan-lose-supre me-court-bids-challenge-patent-review-rule-
2022-01-18/.

8 See, e.g., Massachusetts v. EP.A_, 549 U.S. 497, 527 (2007) (recognizing the legal principle in
administrative law that “discretion is at its height when the agency decides not to bring an enforcemnent action™),
Heckler v. Chaney. 470 U.S. 821, 831 (1985) (“This Court has recognized on several occasions over many ycars that
an agency’s decision not to prosecute or enforce, whether through civil or crimninal process, is a decision generatly
committed to an agency s absolute discretion.”); American Horse Protection Ass’n, Inc. v, Lyng, 812 F.2d 1, 4
(D.C. Cir. 1987) (rccognizing the significant discretionary authority in an agency’s refusal to undertake an
enforcement action given in part its similarity to a prosecutorial decision not to indict, “which traditionally involve
executive control and judicial restraint™).

9 Natural Resource Defense Council, Inc. v. U.S. Food & Drug Admin., 760 F.3d 151, 171 (2d Cir. 2014).

10 See SAS Institute, Inc. v. lancn, 138 S. Ct. 1348 (2018); Cuozzo Speed Techs., LLC v, Lee, 136 S. CL.
2131 (2016).

M Cuozzo, 136 S, Ct. at 2135,
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rates of cancelation of patents in PTAB hearings. Yet, when this discretion now cuts against its
interests, Big Tech now argues that the PTAB lacks the same discretionary rulemaking authority
that it advocated for and defended in Cuozzo and SAS Institute.

Second, as a matter of policy and economics, it is unsurprising that Big Tech has so vigorously
sought to reverse the Fimfiv factors, because this has impeded its practice of predatory
infringement. Along with PTAB-petitioning entity, Unified Patents, Big Tech companies have
filed the most petitions at the PTAB in the past ten years; the companies who filed the failed
lawsuit against the Fintiv factors—Apple, Google, Cisco, and Intel-—are among the top ten PTAB
petitioners of all time.!? The reason for this is simple: Big Tech uses the PTAB as a key part of its
well-established practice of predatory infringement (also known as “efficient infringement”).?
Predatory infringement occurs when a company determines that it “economically gains from
deliberately infringing patents” because the company understands that it will uitimately pay less
in legal fees than in paying a properly negotiated license with the patent owner.!* Predatory
infringement succeeds, because it is now incredibly uncertain and expensive for patent owners to
file infringement lawsuits due to a host of changes to the patent system over the past 15 years,
including the costs of defending one’s patent at the PTAB. Commentators regularly identify large
Bit Tech companies like Apple or Google as engaging in predatory infringement. >

Big Tech has exploited the PTAB in its predatory infringement tactics because it has been able to
use the PTAB for something that this agency tribunal was not intended to become: a paraliel-track
patent litigation system. In the debates leading up to the enactment of the AIA, it was explicitly
stated by stakeholders that the PTAB would not create a two-track litigation system for patents.
But this is exactly what the PTAB has become since 2012. One empirical study found a 70%
overlap in defendants being sued for patent infringement and petitioners filing at the PTAB '

These duplicative challenges in both court and in the PTAB impose immense significant burdens
on patent owners. When a patent owner must spend financial resources to repeatedly defend the
same patent again and again in multiple venues, it cannot invest those resources in additional
innovation, recruitment of talent, or operational expansion, among other things. Moreover, the
threat of a 78% cancelation rate for patents reviewed in PTAB administrative hearings, as was the
case for PTAB hearings in early 2022, imposes additional costs and uncertainties on patent owners
who seek their remedies in court and, as a result, are inundated with numerous PTAB petitions

12 See Infographic: Big Tech Companies Are Biggest Users of PTAB, 2012-2021, From the Alliance Blog
(June 20, 2022), https://innovationalliance. net/from-the-alliance/infographic-big-tech-companies-are-biggest-users-
of-ptab-2012-2021/.

13 See Adam Mossoff & Bhamnati Viswanathan, Fxplaining Efficient Infringement, CPIP Blog (May 11,
2017), https://cpip.gmu.edu/2017/05/1 1/explaining-efficient-infringement.

14 Id

15 See Joe Nocera, Why Sonos Has Already Lost Its Patent Suit Against Google, Bloomberg (Jan. 10, 2020),
https://www bloomberg.com/opimion/articles/2020-0 1-10/even-if-sonos-wins-its-suit-against-google-it-loses; ~ 7he
trouble with patent-troll-hunting, The Econormist (Dec. 14, 2019),
https://www.economist.com/business/2019/12/14/the-trouble~with-patent-troll-hunting.

16 See Saurabh Vishnubhakat, Arti K. Rai, & Jay P. Kesan, Sirategic Decision Making in Dual PTAB and
District Court Proceedings 31 BERKELEY TECH. L. J. 45 (2016) (finding 70% overlap).
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filed in response to their lawsuit.!” (In reviewing all written decisions by the PTAB, others have
identified an overall cancelation rate of 84% of at least a portion of all the patents reviewed in
PTAB administrative hearings.'®)

The result is that patent owners are significantly disincentivized to sue in defending their rights
against predatory infringement practices by Big Tech, especially for individual inventors, startups,
small companies, and universities. The legal protection of patented innovation becomes only the
“sport of kings,” in the apt words of Judge Paul Michel.' In sum, Big Tech uses the PTAB as a
parallel proceeding to impose additional costs on inventors, startups, smaller companies, and other
under-capitalized commercial entities who are the victims of their predatory infringement tactics.

This economic and policy reality for patent owners today explains Big Tech’s vigorous opposition
to the Fintiv factors. If the PTAB denies instituting an administrative hearing to review a patent
that a Big Tech company has been sued for infringing, then this reduces Big Tech’s ability to use
PTAB administrative hearings as a legal cudgel in its predatory infringement toolbox. This is key
to understanding Big Tech’s sudden reversal on its previous support for wide-ranging discretionary
rulemaking authority by the PTAB, which Big Tech has asserted the PTAB should be given
Chevron deference—contrary to its arguments in its recent failed lawsuit against the Fintiv factors.
The arguments against the Fintiv factors should not just be rejected as a matter of law, they should
also be rejected as a matter of patent policy. The Fintiv factors are a modest step that reestablishes
the reliable and effective patent rights against the predatory infringement tactics of Big Tech.

The Problem of Abusive Petitioning is Not Addressed by the PTAB Reform Act

The PTAB Reform Act allegedly addresses the problem of abusive petitions by prohibiting serial
petitions filed by the same petitioner against the same patent, as well as prohibiting petitions filed
for the purpose of extortion in which the petitioner offers to delay or lose if paid consideration.
Neither of these purported prohibitions address the actual problem of abusive PTAB petitions filed
for the purpose of harassing patent owners. Instead, these provisions in the PTAB Reform Act only
give the appearance of a cure for a longstanding probiem that they do not actually fix, and thus
they sow only confusion about whether the problem has in fact been addressed.

First, with respect to the alleged prohibition on serial petitioning, the PTAB Reform Act
significantly limits this prohibition in two key respects. First, it applies to a single party or real

17 See Daniel F. Klodowski, Michael R. Galgano ct al., IPR, CBM, and PGR Statistics for Final Written
Decisions Issued in January and February 2022, At the PTAB Blog (Apr. 1, 2022),
https://www finnegan.com/en/insights/blogs/at-the-ptab-blog/ipr-cbm-and-pgr-statistics-for-final-written-decisions-
issued-in-january -and-february-2022 html.

1¥ See Josh Malone, 4Assessing PTAB Invalidity Rates (June 24, 2021), https:/usinventor.org/assessing-ptab-
invalidity-rates/.

'° The Impact of Bad Patents on American Businesses: Hearing Before the Subcomm. on Courts,
Intellectual Prop., and the Internet of the H. Comm. on the Judiciary, 115th Cong. (2017) (statement of J. Paul R.
Michel, forter Chief Tudge of the U.S. Court of Appeals for the Federal Circuit) (“Indeed, most owners of patents
can no longer afford to enforce them. ... Experts opine that to enforce a small portfolio an owner needs $15 million
in cash and $3 billion in market cap. ... [T]he ‘sport of kiugs,” horse racing, has been replaced by patent litigation.™).
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party in interest filing multiple petitions. Second, it applies only to multiple petitions against the
same patent claim(s).

Serial petition is a significant and well-established problem at the PTAB that has long been used
to harass patent owners by improperly imposing on them additional costs in defending their
patents,?” and the limitations imposed by the PTAB Reform Act on serial petition does not address
this problem. As one empirical study has reported, serial petitioning is a problem insofar as “a
number of patents have been targets of serial challenges spread across both multiple petitions and
multiple challengers in TPR petitions.”*! Thus, the PTAB Reform Act cannot and will not end
abusive serial petitions filed against multiple patents and multiple patent claims by different
petitioners.

In failing to recognize why serial petitioning occurs explains why the PTAB Reform Act will not
address this serious problem. The purpose of serial petitioning is to impose significant costs on
patent owners as one tactic in the strategic policy of predatory infringement. As long as a defendant
in a patent infringement lawsuit can continue to impose costs on a patent owner—both the actual
costs of defending the patent at the PTAB and the additional costs of uncertainty and delay—then
it succeeds in preventing inventors, small companies, and other undercapitalized innovators from
seeking their proper legal relief for the violation of their property rights. This is why serial
petitioning was an entirely predictable problem when the PTAB was created by the AIA for the
simple reason that the AIA imposed no substantive limitations on petitions beyond the estoppel
requirements set forth in § 315 (a limitation on the PTAB that was sought to be undone through
an alleged technical corrections bill introduced shortly after the ATA was enacted).

Given the estoppel limitations on filing of petitions in the original AIA provisions creating the
PTAB, defendants in patent infringement lawsuits have already strategically devised methods for
filing multiple petitions against patent owners to impose additional significant costs on these patent
owners. This includes filing multiple petitions against multiple patents, as well as filing petitions
by multiple parties against these multiple patents and patent claims. Since these PTAB petitions
are filed by distinct legal entities, and they are not real parties in interest under the patent statutes,
these serial petitions have succeeded in being filed and have led to institution decisions.

For example, a single patent owner who had sued multiple Big Tech companies for patent
infringement in 2014 was the victim of 90 petitions filed against multiple patents it owned by
multiple parties filing the petitions.” In the patent infringement lawsuits by VimetX, Microsoft

 See, e.g., Anne S. Layne-Farrar, The Cost of Doubling Up: An Economic Assessment of Duplication in
PTAB Proceedings and Patent Infringement Litigation, LANDSLIDE, May~June 2018, at 52, 55 (“On a per-patent
basis, out of 3.460 patents with an IPR challenge filed, 842 (24 percent) were ‘serially petitioned patents.” (footnotes
omitted)).

2 Saurabh Vishnubhakat, Arti K. Rai & Jay P. Kesan, Strategic Decision Making in Dual PTAB And
District Court Proceedings, 31 BERKELEY TECHL. J. 1, 70 (2016) (emphases added); see a/so Gregory Dolin,
Dubious Patent Reform, 56 BOSTON COLLEGE L. REV. 881, 939-44 (2015) (describing the practice of multiple
petitions filed by multiple entities against a patent owner).

# See Vishnubhakat ct al., s#pra note 21, at 21.
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filed 12 petitions over the course of six months against 6 patents owned by VirnetX.? Notably,
RPX had already filed multiple petitions against 4 of these 6 patents, alleging the exact same
grounds of invalidity, which is unsurprising given the commercial relationship between Microsoft
and RPX (which was not a legal relationship sufficient to trigger the estoppel provisions for
petitions filed by a real party in interest at the PTAB).?* Similar correlations between defendants
in patent infringement lawsuits have long existed at the PTAB between other PTAB-petitioning
entities and Big Tech defendants in patent infringement lawsuits.

These serial petitioning practices would nof be prohibited by the provisions of the PTAB Reform
Act that purportedly claim to end these practices given the limitations of its provisions to serial
petitions filed by the same party or real party in interest against the same patent claim(s).

Second, the harassment of patent owners by PTAB petitioners would not end with the limited
prohibition in the PTAB Reform Act against bad-faith petitioners engaging in extortion in filing
petitions who promise to delay or lose in exchange for a payoff. Given the uncertainties and high
cancelation rates at the PTAB, the mere threat of a petition being filed can be more than sufficient.
Also, if the threatening party has the financial wherewithal to follow through on the threat, and it
takes only one such instance to make it a viable threat, then the extortionary threat of a PTAB
petition remains despite the prohibition in the PTAB Reform Act.

The PTAB Reform Act prohibits only the specific nature of the extortionary tactics employed by
OpenSky against VSLI,?* but bad-faith petitions and the strategies for filing them are far more
varied than this one approach. For example, it would not prohibit petitions filed to manipulate
stock prices for financial gain, such as the petitions filed by Ken Bass. In that case, the PTAB
rejected the motion for sanctions filed by the patent owner (Celgene) given that Bass was not
engaging in extortion, concluding that his “economic motive for challenging a patent claim” is
“legal,” i.e., the short-selling of Celgene stock, and thus his motive was neither a basis to sanction
Bass nor to deny his petition. Bass’ petitions were fully considered by the PTAB given that Bass
was not seeking an extortionary payout to metaphorically throw the fight with Celgene if his
petitions resulted in an institution decision by the PTAB.?® The prohibition against bad-faith
petitions also would not prohibit bad-faith petitioning practices in which collusion between PTAB-
petitioning entities and defendants sued for infringement results in PTAB petitions filed only to
impose additional costs on patent owners as victims of a predatory infringement strategy.

Conclnsion

The PTAB was intended to eliminate mistakenly issued patents that clog the efficient operations
of the U.S. innovation economy. Instead, the PTAB has fundamentally destabilized the U.S. patent

 See Dolin, supra note 21, at 938-39.
Ad

3 See Gene Quinn, OpenSky dttorney Emails Expose the Seedy Underbelly of PTAB Practice (March 4,
2022), hitps://www.ipwatchdog.com/2022/03/04/opensky-attorney-emails-expose-seedy-underbelly -ptab-
practicefid=147155/.

2 See Gene Quinn, Kyle Bass IPR challenge moves forward, what does it mean for patent reform?,
TPWATCHDOG (Ocl. 12, 2015), http://bit.1y/1jit]4U.
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system and undermined this essential foundation for the U.S. innovation economy. It has
destabilized the patent system through “shenanigans,” but, more importantly, it is often-used tool
by Big Tech to engage in predatory infringement. This explains Big Tech’s vigorous opposition to
the Fintiv factors, which is incorrect in both law and policy, as well as contradicts Big Tech’s prior
enthusiastic endorsement of the PTAB’s discretionary rulemaking authority.

As I have stated in prior testimony on the STRONGER Patents Act, Congress should impose
significant procedural and substantive limitations on the PTAB to ensure that it respects due
process and the norms of the tule of law, as well as prevents strategic abuse by petitioners. 2’ The
PTAB has rightly adopted via its rulemaking authority much-needed reforms in recent years. These
reforms should be permanently fixed into its structure such that patent owners will not be subject
to the vicissitudes of changing regulations with changes in Executive Branch administrations.

Unfortunately, the PTAB Reform Act does not achieve this goal. While superficially appearing to
restrict discretionary decision-making by the PTAB, it in fact achieves the opposite. The PTAB
Reform Act expands the power of the PTAB to receive petitions filed for the purpose of predatory
infringement strategies by Big Tech and, even in its nominally restrictive provisions, it does not
prohibit actual abuses, such as filing serial petitions by multiple parties against multiple patents
for the purpose of imposing additional costs on a patent owner in a predatory infringement strategy.

Given space limitations, this statement for the record addressed only the legitimate authority by
the PTAB to deny petitions that serve the predatory infringement strategy in the improper use of
the PTAB as a parallel litigation track in the patent system, and the failure of the PTAB Reform
Act to address the actual problem with harassment of patent owners, such as by serial petitions.

The PTAB Reform Act has additional significant problems, such as attempting to confer standing
in Article III courts on PTAB-petitioning entities appealing PTAB decisions affirming the validity
of patents. This suffers similar legal and policy failings. First, it is unconstitutional, as standing in
court is a requirement under the “case or controversy” clause in Article III of the Constitution,
which cannot be changed by statute. Second, this attempted change in standing for PTAB-
petitioning entities expands the ability of petitioners to harass or otherwise impose additional costs
and delays on patent owners who are victims of the predatory infringement strategy of Big Tech.

In sum, the PTAB Reform Act should not be enacted by Congress. This bill would not address
actual abuses of the PTAB by strategic actors. Through its abrogation of the Fintiv factors and its
conferral of Article III standing on PTAB-petitioning entities, among other changes, the PTAB
Reform Act would in fact expand the power of the PTAB to cancel more patents and thus make
it more susceptible to continued abuse by Big Tech and other entities exploiting its processes and
decisions to engage in predatory infringement practices. If real reform of the PTAB is sought by
Congress, the STRONGER Patents Act should be reintroduced and enacted by Congress.

27 See supra note 3.
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STATEMENT FOR THE RECORD
Conservatives for Property Rights?
U.S. Senate Judiciary Subcommittee on Intellectual Property

The Patent Trial and Appeal Board:
Examining Proposals to Address Predictability, Certainty, and Fairness

June 22, 2022

Chairman Leahy, Ranking Member Tillis, and Members of the Subcommittee:

The Patent Trial and Appeal Board badly needs a spotlight on it. As it stands, PTAB endangers
America’s inventors whose commercial success is vital to our global leadership in innovation,
both in “frontier” technologies and high-value industries. Beleaguered inventors face
tremendous threats, due to PTAB and its most frequent users.2 These inventors and
entrepreneurs face David versus Goliath scenarios, but in PTAB proceedings, these Davids
usually lose and patent challenger Goliaths usually win. Thus, Congress should reconsider
PTAB and either reform it so it affords patent owners sufficient due process and fairness akin tc
patent litigation in federal court and the U.S. International Trade Commission, or eliminate
PTAB.

The Patent Trial and Appeal Board, its quasijudicial panels, and its adversarial proceedings
such as inter partes review have earned a reputation as “patent death panels.” Despite
improvements by the Patent and Trademark Office in recent years, PTAB remains lacking in
fairness and due process, and predisposed to invalidate patents. PTAB is highly favored by its
most frequent users and feared by inventors, patent owners, entrepreneurs in {P-centered
startups, and businesses that pursue innovation or commercialization of patented inventions.

Falsely Advertised

The America Invents Act, enacted in 2011, established the Patent Trial and Appeal Board, “a
fully adversarial, quasijudicial entity in which anyone, even competitors, may pursue patent
validity challenges repeatedly throughout the patent term.”3 With the benefit of a decade’s
record to assess PTAB, ample evidence demonstrates that this administrative body exercising
judicial power has rendered patent certainty and reliability completely unsettled.4

During the AIA debate, PTAB was promoted as a faster, cheaper alternative to patent litigation
in federal court. It was portrayed as addressing “weak patents” {as defined by implementers
and predatory patent infringers). Instead of an alternative option for reviewing a subset of
patents, PTAB provides petitioners another, potent arrow in the quiver of patent litigation to
target any patent. Hence, multiple bites at the apple against the same patent, paraliel
proceedings in different forums and serial PTAB proceedings, extraordinary uncertainty for

1 Conservatives for Property Rights is a coalition of conservative and libertarian organizations that emphasizes the
central importance of private property in all its forms — physical, personal, and intellectual.

2 Big Tech and Chinese national champions (e.g., Huawei, ZTE) are the most frequent challengers of patents in
PTAB. htips:/innovationalliance net/from-the-alli i ic-bi i i
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patent owners and their would-be investors, disquieted title to one’s patent, and unreliability of
patents as an intangible asset by which to bring one’s invention to commercial market. A
coauthor of the AlA, former Rep. Lamar Smith, has acknowledged how PTAB as he envisioned
it has been hijacked: “entire industries have emerged to perpetuate these abuses.”® Thus,
PTAB runs counter to private property rights, which patents were intended to secure to
inventors, exclusively for a set time.

Patent Death Squads

Patent owners face jeopardy with every validity challenge in PTAB, whereas petitioners can
stall for time to delay patentees’ commercialization, while continuing unauthorized commercial
use of the invention. This delay regarding the patent’s validity, coupled with tremendous added
expense to defend one’s patent, is disruptive to larger patent owners that have the wherewithal
to bring legal resources to bear in these matters while continuing research. development. and
commercialization. Such disruption and diversion of precious resources is particularly
debilitating to independent inventors, entrepreneurs, and small businesses.6

Further, if PTAB invalidates a patent in an at-bat in the early innings of the patent term, the
patent owner loses the property he or she created, loses the right to exclude that the patent
was supposed to secure, and loses all the investment of money, time, and effort that went into
invention and patent prosecution. Assuming the petitioner brought the PTAB action in
response to a patent infringement complaint, PTAB’s cancellation of the patent or patent claims
may well put the patent owner in dire straits, perhaps even facing bankruptcy, while the
petitioner gets away with unauthorized commercial use of the invention without risk of
accountability and fiability. Thus, the dynamics and stakes at PTAB are grossly asymmetrical
for petitioners and against patentees. And all of it diminishes private property rights.

Patent invalidation rates of PTAB versus federal court have long raised eyebrows because
PTAB invalidation rates have consistently been far higher than those of Article Il courts,
Generally, PTAB has invalidated between 95 percent and 83 percent of challenged patent
claims.” A study of FY 2020 PTO data found 3,105 PTAB-challenged patents received a final
written decision after PTAB proceedings, with 2,612, or 84 percent, of the patents having at
least one claim cancelled.8

Moreover, getting conflicting resuits from PTAB and a court on the same patent is not
uncommon. For instance, an analysis of PTO data for a sample of patents found that the
administrative tribunal invalidated 168 of 220 patents PTAB reviewed after a federal court had
determined the patent was valid.® That is, a quasijudicial panel in the executive branch—
employing procedures and standards that fail to provide the same level of fairness, due
process, or even statutory presumption of validity and the same standard of proof —essentially
overruled a court’s determination 76 percent of the time. Not only has PTAB invalidated the
same patents a federal court has upheld, but an IPWatchdog review found in one sample “58

mkt tok-ODUWLVRBQSO‘IMTEAAAGDebLRDW1MI7JZObkF bQuxaEagCasa TDQk BWA46hgGhrwQy6DDHGCIdBY
rEK7NKMyQxIDgY3WyZz hR_DpXdHexcWpaggB Yw

7 See e.g., hitp:

9 hitp:/fwwnw ipwatchdog com/2018/01/07/ptab-errars-fatal-legitimate- patents/id=91457/
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cases where the patent is invalidated at the PTAB on the same statutory grounds asserted at
district court and which did not lead to invalidity.”0

Modest Reforms

Several reasonable PTAB reforms have been impiemented administratively.!? These include
changing the claim construction standard for interpreting patent claims in PTAB proceedings,
requiring PTAB to apply the Phillips standard used in Article il courts and the international
Trade Commission in patent validity proceedings, rather than the “broadest reasonable
interpretation” standard.i2 Pursuant to SAS v. lancu, PTO implemented the PTAB rules of
practice for instituting PTAB proceedings on all challenged patent claims and all grounds,
along with elimination of the presumption at institution favoring petitioners on testimonial
evidence.’® Congress appropriately chose to let the temporary Covered Business Methods
PTAB proceeding expire upon its statutory deadline of September 30, 2020—removing one of
PTAB’s several postgrant forums available to petitioners for highly likely invalidation of
patents.14

Discretionary Denials and Parallel Proceedings

As PTAB developed a body of cases, policies, and practices, PTO leadership recognized the
need to modify policies and practices, and to exercise its statutory discretionary authority with
respect to institution of PTAB proceedings. PTO leaders exercised discretion (35 U.S.C. §§
314(a) and 325(d)) to preclude institution of proceedings when petitioners file muitiple or serial
petitions or challenge issued patents in both PTAB and federal court.’s A Precedential Opinion
Panel has designated certain PTAB petitions and cases, within the PTO director’s statutory
discretion, as precedents to guide future decisions on institution of PTAB proceedings. in
other words, precedents guide decisionmaking to promote handling future petitions in cases of
a similar nature as prior cases. Precedential decisions include Apple v. Fintiv (Case
{PR2020-00019, March 20, 2020); Becton, Dickinson v. B. Braun Melsungen (Case
IPR2017-01586, December 15, 2017), and General Plastic Industrial Co. v. Canon Kabushiki
Kaisha {Case IPR2016-01357, September 6, 2017). The U.S. Supreme Court affirmed this
statutory denial authority in Cuozzo Speed Technologies v. Lee and Thryv v. Click-to-Call. PTO
leadership sought to initiate rulemaking to enhance reliance on important countervailing factors
contained in statute; however, transition of administrations placed that effort on hoid.16

CPR commented to PTO regarding discretionary denials of superfluous or nefarious PTAB
petitions, saying in part:

10 https://www.ipwatchdog.com/2018/01/08/58-patents-upheld-district-court-invalidated-ptab/id=91902/

11 CPR has supported several PTAB reforms. See https://www.property-rts.org/ files/ugd/
851elc 1ec1dof18830478589a4h0e6d6f213d7 ndf, hitps://www property-rts.org/ files/ugad/
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“CPR agrees that PTAB’s unfettered institution of proceedings has made
gamesmanship by deep-pocketed parties not only possible, but easy and profitable.
The nonexclusive factors set forth in the precedential denial case General Plastic Co. v.
Canon Kabushiki Kaisha and those applied in Valve Corp. v. Electric Scripting Products
{(Valve | and Valve Il) appropriately exercise statutory authority to preclude serial
petitions against the same patent. The same or related petitioners, their schemes on
timing muitiple PTAB challenges, husbanding prior art as pretext for subsequent
challenges, and the like deserve to be denied the ability to string out an unending series
of administrative proceedings. Ensuring due consideration of the above countervailing
factors [‘the economy, the integrity of the patent system, the efficient administration of
the Office, and the ability of the Office to timely complete proceedings instituted’]
would appropriately give balance to PTAB institution decisions, which strengthens
property rights.”17

Today, PTAB remains a tool of serial patent infringers and incumbents intent on keeping
innovative new competitors from chatlenging their position with new, better technolfogies and
products. For example, in the case of patent owner Low Temp Industries against alleged
infringer Duke Manufacturing, a federal court found LT!’s patent valid and issued an injunction
against Duke. Duke appealed the ruling to the Federal Circuit and petitioned inter partes
review at PTAB. PTAB granted review, despite Fintiv factors that should have kept the dispute
solely in court. LTl noted in seeking reconsideration, Duke's both-and litigation strategy
ensures duplicative parallel proceedings in Article {il court and PTAB’s administrative tribunal.18

Another example is patent owner VLSI Technology, which prevailed in a jury trial, proving
patent validity and Intel’s infringement of VLSI’s patent, and winning an infringement verdict of
$2.2 billion. Two new LLCs (OpenSky and Patent Quality Assurance} were allegedly
established after the fact in order to challenge the same patents Intel had infringed. The LLCs
had not infringed VLSI’s patents themselves. The new LLCs filed IPRs allegedly to extract
payments in exchange for dropping the IPRs. VLS| contends that OpenSky and PQA filed
“copycat” submissions of Intel’s previously rejected petitions with PTAB. OpenSky relied on
hearsay—“Intel’s expert declarations from Intel’s rejected petitions” —which is inadmissible,
including as the basis of IPR institution decisions. Nevertheless, PTAB granted these dubious
allies of the infringer inter partes review.1? Thankfully, PTO Director Kathi Vidal has granted the
review VLSI requested of this suspect institution decision.

Also, cybersecurity firm Centripetal Networks sued Cisco for infringing four of its patents, and a
federal court found Cisco not only to have infringed, but that the patent infringement was
“willful and egregious.” In 2020, the court ordered Cisco to pay damages of $2.75 billion for its
willful misconduct.20 The case is before the Court of Appeals for the Federal Circuit. Palo Alto
Networks, a third party involved in separate litigation with Centripetal, petitioned PTAB
challenges against Centripetal’s patents. PTAB recently instituted Palo Alto’s petitioned
proceeding. Centripetal has request a POP review on the question, “Whether petitions filed
substantially for the purpose of harassing patent owners who prevail in Article lli courts, such
as petitions targeting patents that have not been asserted against the petitioner but are the
basis of district court judgments that are pending on appeal, should be discretionarily denied.”

17 Op.Cit., p. 2.
18 hitps:/|tbg.org/wp-content/uploads/2021/08/1530979.pdf
9 hitps:/fwww.property-ris.org/ files/ugd/651e0c 2a31cdf2e48b4997bb53e74bfo0482be. ndf
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These examples illustrate how various parties can game the system, challenging patents’
validity in PTAB, federal court, and the ITC in overlapping, intertwined litigation.

Legislative Proposals

Several constructive legislative reforms dealing with PTAB have been proposed. CPR has
supported a variety of approaches. The Restoring America’s Leadership in Innovation Act
(H.R. 5874) would address most of the worst problems of steadily weakened patent rights and
the patent system. RALIA would repeal PTAB and PTAB’s administrative proceedings, along
with several changes the AlA and judicial errors wrought. CPR strongly supports RALIA.21
RALIA would do the most to return to status quo ante for patent exclusivity and certainty.

The bipartisan, bicameral STRONGER Patents Act would fargely codify beneficial reforms

made under PTQO Director Andrei lancu, as well as bring PTAB proceedings into line with the
standards, due process, and fairness in procedure and substance afforded parties in federal
courts and ITC proceedings. These reforms include heightened burden of proof, a standing
requirement, appellate rights, disclosing challengers’ real party in interest, and deference to
Article ili judicial rulings on patent validity. CPR strongly supports STRONGER.22

The Republican Study Committee’s Countering Communist China Act (H.R. 4792)is a
broader legislative package dealing with a range of U.S.-China competitiveness and security
issues. H.R. 4792 contains patent provisions, including the PTAB reform measures from the
STRONGER Patents Act and the consent provision from the Inventor Rights Act. The narrower
Inventor Rights Act would require certain patent owners’ consent to enter PTAB proceedings.
CPR supports both bills.23

Other approaches would address problems PTAB causes, introduce some balance among
adversarial parties, or remove inherent incentives in PTAB’s present makeup that incentivize
abusive conduct and gamesmanship. Some of these are remediated in the above bills.

« Require PTAB to defer to Article lll courts and the ITC. PTQO’s administrative body should
suspend proceedings or deny institution if the same patent is before the judiciary or the ITC.
PTAB should be bound by judicial rulings on a patent, and PTAB decisions should be
appealable to Article il courts, including de novo review and jury trial. These would preclude
radically different outcomes occurring on simitar facts and correct an administrative panel’s
holding more judicial power than actual judicial bodies, particularly on a property issue.

* Bind PTAB to the statutory presumption of patent validity. if PTAB is to adjudicate

adversarial disputes, it should have to abide by 35 U.S.C. §282’s validity presumption.

Require PTAB to grant patent owners’ requests to amend patent claims. The AlA

provides patent owners the right to amend patent claims in PTAB proceedings (35 U.S.C.

§316(d)). In practice, PTAB often denies requests to amend claims. PTAB should have no

option but to allow claim amendment midproceeding. This is only fair and statutory.

Require PTAB to decline to institute on more than one petition against the same

patent. PTAB cannot be a faster, cheaper aiternative to federal court on patent validity

questions without hard and fast limitations of a time window and of one bite at the apple—the

https://www.property-rts.org/
www.property-rts.org/_files/ugd/651e0c 90171c769aefdc2f8d8c681e11e23d9b.pdf

23 https:/fwwa property-rts org/ files/ugd/AS1ens Dendesah?5ecd73ea0actBd?910a7606 pdf, https://
www.property-rts.org/.fles/ugd/651e0c. 12e26aeecr 744131 86c540d320a24807. palf
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apple being a given patent, not the panoply of potential petitioners. To be sure, serial PTAB
proceedings against one’s same patent, especially when there are parallet proceedings in
federal courts or the ITC, are anything but a “faster, cheaper alternative.”

« As long as patents face the uncertainty of muitiple PTAB proceedings, require
subsequent petitioners to face the prospect of financial loss. This could be something
like requiring petitioners to post a significant bond when filing a PTAB petition. Either failing
to obtain institution or obtaining institution and prevailing on invalidation of any or alt
challenged patent claims should result in the patent owner collecting the bond monies. This
would compensate the patent owner’s fegal costs and inconvenience, and cost the petitioner
for its nuisance. PTO should receive a share of the bond amount for PTAB denials.
Petitioner payment for denials could help reduce frivolous or harassment petitioning. In case
of claim invalidation, the bond monies should entirely go to the patent owner as “just
compensation” for the taking of private property. Also, petitioners could be required to pay
patent owners their total legal costs regardless of PTAB proceeding outcome in instances
after the first PTAB proceeding or if parallel proceedings are occurring.

« Change PTAB’s financial incentives to institute. Presently, PTAB collects sizable,
additional fees when petitions are granted review, but not if institution is denied. Thisis a
meaningful fact for a fee-based agency. Congress should end this temptation to institute.

Of especial concern is legistation that would even further weaponize PTAB. The Restoring the
America Invents Act ("RAIA") and a recent iteration of RAIA, the PTAB Reform Act, reverse
the modest PTAB mitigation discussed above.2¢ These bills subject Article Il courts to being
overruled by mere administrative quasijudicial PTAB panels. The legislation also uncorks
estoppel and cancels the Fintiv doctrine. The Alliance of U.S. Startups and inventors for Jobs
warns that the PTAB Reform Act tilts the rules so “every patent that poses a competitive risk to
Big Tech and that is being litigated or considered by the ITC, or has already been found valid
and infringed, is guaranteed an IPR” (emphasis in original).25 RAIA or the PTAB Reform Act
would turn an already Kafkaesque nightmare system for inventors and patent owners into a
never-ending cycle of administrative validity challenges. CPR strongly opposes this legislation.

LR R

In conclusion, CPR believes PTAB is used and abused, decidedly advantaging patent infringers
and bad-faith actors. It denies patent owners reliability and certainty, and does a disservice to
inventors, investors, and the U.S. innovation ecosystem. PTAB’s existence jeopardizes
inventors of standards-essential inventions, national security- and competitiveness-related
inventions, emerging technologies inventions, independent and small-business inventing and
commercialization, and the opportunities and interests of future generations’ students who
have the capacity for STEM employment and entrepreneurship. We ask the subcommittee to
address PTAB's inequities and unfairness, its deleterious effect on inventors and entrepreneurs,
and its decided disadvantaging of small businesses that, with strong, reliable patents, might
have a competitive change against established incumbent firms in all economic sectors.
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Statement for the Record
Submitted by Eagle Forum Education & Legal Defense Fund
Hearing of the U.S. Senate Judiciary Subcommittee on intellectual Property

“The Patent Trial and Appeal Board:
Examining Proposals to Address Predictability, Certainty, and Fairness”

June 22, 2022

Mr. Chairman, Mr. Ranking Member, and subcommittee:

During debates leading to the Smith-Leahy America Invents Act, Eagle Forum Education &
Legal Defense Fund founder Phyliis Schiaflyt noted: “Foreign countries are free to copy our
[patent] system. Instead they want to copy our inventions.” Advocates of the AlA and its
legislative precursors claimed their goal was “harmonization” of patent systems. “She wouid
write that ali such efforts were aimed at making the U.S. system more inferior {as it sought to
make the U.S. system more like other countries’ systems around the world). She was clear that
she would not object to efforts aimed at the ‘harmonization’ of the rest of the world to make
their patent systems more like the superior U.S. one.”2

AlA advocates hailed their bill, which included the Patent Trial and Appeal Board and its
adversarial administrative proceedings, as “patent reform.” Mrs. Schiafly cautioned that it
contained “no reform at all.”3 Ten years hence, we know she was right. Rather than “reform,”
the AlA and PTAB assaulted private property rights, due process, and keys to U.S. success.

PTAB has destabilized American patent rights. PTAB has unhinged predictability, certainty, and
fairness for U.S. patents and inventors. PTAB proceedings gut the constitutionally guaranteed
private property right of exclusivity to one’s inventions for a limited time. PTAB, as Mrs. Schiafly
put it, “subjects [inventors] to expensive new litigation and retroactively attacks” patents.4

AlA proponents claimed that PTAB would weed out “bad” or “weak” patents. It would provide
a faster, cheaper alternative to court litigation. Instead, PTAB has a wide-open door to anyone
who wants to challenge a patent’s validity, even on flimsy grounds. The likelihood of repeated
challenges before PTAB panels, a weapon of challengers’ “lawfare” —waging litigation in both
federal court and PTAB simultaneously and sequentially—means no issued patent ever has
quiet title. No patent owner can expect or rely on the right of exclusivity for the patent term.

Nor does PTAB in any fashion result in a speedy patent validity determination—at least not one
that could be considered final and dispositive for the remainder of the patent term. It does not
reduce patent owners’ legal costs associated with their patents, but rather it increases overall
expenditures exponentially. And PTAB is certainly not an alternative to federal district court; it is
yet another forum in which patent owners must defend their patents against (often the same

2 https://www.ipwatchdog.com/2018/05/23/invention-patents-phyllis-schlaflys-legacy/id=97574/.
3 Ibid.
4 https://pseagles.com/Patent Act Is Dangerous to LS. Security
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basic) validity challenges in multiple venues of litigation. Rather, PTAB has proven itself to be
little more than another brick in the wall of the constitutionally suspect Administrative State.5

As Mrs. Schiafly warned, PTAB poses a tremendous threat to U.S. national security and
industrial competitiveness. During the AIA debate, she quoted a Chinese official regarding the
legislation in an op-ed. The Chinese official described the ramifications of the Leahy precursor
to the AlA: “Yongshun Cheng, former senior judge and deputy director of the Intellectuat
Property Division of Beijing High People's Court, stated bluntly that the proposed U.S. patent
bill is bad news for American innovation and good news for foreign infringers. He pointed out
that the bill ‘is friendlier to the infringers than to the patentees in general as it will make the
patent less reliable, easier to be challenged, and cheaper to be infringed.””¢

Unfortunately for America’s inventors, patent owners, patent commercializers, investors, and
members of society who would benefit from the new jobs, new products, and new weaith
patents create, a Chinese rival spoke more accurately and truthfully about PTAB's effects.
Meanwhile, U.S. politicians and their patent-infringing allies dissembled about the AlA and
missed by a mile with their prognostications. The Chinese official’s estimation should have
been a flashing red light and siren to American lawmakers. Instead, Big Tech, China’s national
champions, and predatory patent infringers have been the sole beneficiaries and are the most
active challengers at PTAB.7 PTAB is increasingly a tool for abuse.? The biggest problem for our
nation and our future as a global innovation leader in emerging technologies, not to mention for
our economic strength, is that the dissemblers continue to use the same false narrative about
“weak” patents and downplay PTAB’s destructive role in patent reexamination and litigation.?

Eagle Forum ELDF considered the reasonable, modest administrative reforms at PTO and to
PTAB made by former Patent and Trademark Office Director Andrei lancu to be constructive
and to provide a modicum of balance.0 Yet, even modest mitigation of PTAB’s excessive bias
toward petitioners, particularly discretionary denial of PTAB petitions under consideration of
Fintiv doctrine when other proceedings weigh the same patents’ validity in other forums,
proves too inconvenient to Big Tech and other members of the Infringers Lobby.

The proposals contained in the PTAB Reform Act seems to show that PTAB cannot ean far
enough against inventors and patent owners, in the eyes of the Infringers Lobby’s champions.
The Alliance of U.S. Startups and Inventors for Jobs, comprised of bonafide high-tech
inventors and entrepreneurs, says the PTAB Reform Act “is disastrous” for its class of
innovators. USHJ notes that “every patent that poses a competitive risk to Big Tech and that is
being litigated or considered by the ITC [U.S. International Trade Commission], or has already

5 https://usinventor.org/wp-content/uploads/Maladministrative-State-Transcript.pdf

8 hitps://pseagles.com/Patent Reform Is A Patent Giveaway

7 https://inrovationalliance.net/from-the-alliance/infographic-big-tech-companies-are-biggest-users-of-

ptab/
8 E.G., OpenSky Industries v. VLSI Technologies, IPR2021-01064

9 https://www.ipwatchdog.com/2021/07/29/closer-evidence-based-look-patent-quality-advocacy/

06-19-20%20Eagle%20Forum%20Education%2 0%26 %20l egal%20Defense%20Fund.pdf
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been found valid and infringed, is guaranteed an IPR [inter partes review].”11 {emphasis in
original}

Moreover, these proposals would essentially harden an administrative body’s ability to overrule
Article il courts’ rulings on the same patents —something the Founders who wrote the judicial
branch into the Constitution and separated powers among the branches would likely decry.
The undoing of Fintiv doctrine and of estoppel, for instance, would ensure that patents may be
targeted throughout their terms, despite what a federal court or the ITC may have determined
through far more robust due process and procedural fairness. The only commendable proposal
would codify the Philfips standard of patent claim construction. Otherwise, like the proposed
policies of the Restoring the America Invents Act, the effect of the PTAB Reform Act’s
proposals would be to crush America’s true innovators and reward China and Chinese
competitors vying for global leadership in “frontier” technologies.2

in conclusion, PTAB remains a powerful weapon—for canceling issued patents, empowering
patent infringers, destroying exclusive private property rights, and aiding and abetting foreign
competitors and adversaries in their quest to overcome U.S. leadership in cutting-edge
technologies and industries. Judging by this hearing, it appears certain that things will only get
worse for American inventors and the U.S. national interest. Thus, the future seems destined to
hold unpredictability, uncertainty, and unfairness for America’s bonafide innovators.

###

1 httpsy/twitter.com/USIJorg/status/15379360236189163527s=208t=FGBe9zCm80OwmCpJFGP_EQ

12 https://townhall.com/columnists/jamesedwards/2022/04/26/raias-qift-to-big-tech-and-china-
n2606334
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patent assertion entities have compelling reasons not to talk about their experiences publicly.” As
a result, the public record does not capture the full extent of harm invalid patents cause.

We cannot remedy that deficiency, but we can try to mitigate it by highlighting a few examples of
real people who faced licensing demands premised on patents of questionable validity and got pro
bono assistance from nonprofit organizations, including PIPLI and the Electronic Frontier
Foundation (EFF). These examples illustrate the harm invalid patents cause and demonstrate the
public’s need for affordable, effective, and fair mechanisms for challenging invalid patents.

Accounts from People Harmed by Invalid Patents

1. Daniel Villalobos

Daniel Villalobos is a Georgia resident who runs a small family business, EasyTracGPS, which
installs and maintains GPS tracking systems for trucking, taxi, and limousine companies. In 2019,
he fearned that a patent infringement complaint against the business had been filed in court when
he received emails from patent lawyers and search firms offering their paid services.

The patent, U.S. Patent No. 8,760,286, belonged to Inventergy, a company that owns and asserts
patents, but does not make or sell its own products or services. The patent did not claim anything
that could possibly qualify as an invention—it simply described generic steps, like collecting and
sending location information, and generic computer components, like a memory and processor.

Daniel did not have the resources to defend his business in court or pay for a license he did not
need. He contacted EFF, which agreed to represent EasyTracGPS pro bono. EFF sent Inventergy
a letter, explaining why their patent was invalid under the Patent Act and their accusations violated
Georgia state law, which prohibits bad faith accusations of patent infringement.*

Fortunately, neither Daniel nor EFF ever heard from Inventergy again. Nevertheless, the patent
remains in effect and Inventergy continues to assert it. We do not know how many businesses have
had to spend money on legal or licensing fees that could and should have gone to productive
activities, like product development and employee salaries, instead.

Brijesh Kumar

Brijesh Kumar is the Chief Technology Officer of a small business in New Jersey, Rapidsoft
Systems, which provides software development and information technology (IT) services. Brijesh
is a leading authority on wireless, mobile and networking technology, an author of numerous
technical papers, and the named inventor on several patents.

7 People often keep their negative experiences with the patent system private because: (1) they reached a settlement
which includes a restrictive confidentiality and/or non-disparagement clause, barring them from telling others about
their experience; (2) they paid licensing fees and do not want to make themselves a target for other patent owners by
publicly disclosing their willingness to pay such fees to avoid litigation; and (3) they have not settled or paid a fee,
and are afraid to “poke the bear” by speaking publicly about unresolved accusations, however meritiess.

% EFF’s letter is publicly available at htips://www.elf.org/files/2019/09/27/06.21.2019_-_easytracgps_letter.pdf.
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moderate.® It has not. This presents an unenviable predicament for Congress. Ifthe PTAB is
being fair when it evaluates patents, then it is correctly finding that nearly 70% of the duly-
granted patents brought to its attention have at least one challenged claim that is reasonably
likely to be invalid, and thus merit their review. Further, it is correctly deciding that over 80% of
the patents it does review contain at least one invalid claim. {f these numbers are correct, then
apparently there is a systemic problem with the initial examination of patents by USPTO patent
examiners. Inventors, companies and investors invest significant sums of money and time
ensuring they secure patent protection, on which often rests the fate of their companies and
their financial futures, but if the PTAB is acting fairly, only 2 in 10 are actually getting their
money’s worth. If it is determined that the PTAB is acting fairly toward patentees, then there is
a much larger patent system problem to contend with.

We do not believe there is a fundamental problem with the USPTO’s patent examination
processes. We firmly believe that the PTAB has always and continues to treat patent holders
unfairly. We will provide in these comments explanations for how this has happened to date
and why the PTAB Reform Act will only serve to make things worse for patent holders.

The Director’s Discretion Applies to Both Institutions and Denials — Fintiv Must Be Preserved

One issue on which both sides of the PTAB debate agree is that the Director must be afforded
broad discretion when considering the institution of IPRs. We disagree on just what that
discretion entails. Our position, as well as common sense and a plain reading of the AIA dictate
that broad discretion to institute also, of course, includes broad discretion to deny institution.
The Big Tech companies, on the other hand, believe discretion is a one-way street. They favor
unfettered discretion to institute |IPRs in cases where the AlA may not have been followed, but
no discretion to deny the institution of an IPR in situations where pursuing such IPR would
undermine the AlA’s goals of efficiency and fairness, such as when a co-pending litigation in an
Article Il court involving the same parties, patents and issues has advanced to a point where it
will conclude prior to the statutory time set for the IPR.

Big Tech Director Discretion: Heads | Win — Tails You Lose

Setting aside the fact that discretion to institute definitionally means to decide whether or not
to institute, the disingenuousness of Big Tech’s “heads | win tails you lose” position is hard
overlook. In Cuozzo Speed Technologies v Lee,® these opponents of Fintiv discretion argued for
and applauded the Supreme Court’s decision that the Director had the discretion to institute an
IPR that included claims not pled by the petitioner but instead injected into the proceeding by
the PTAB judges. That is, they believe the Director should have discretion to insert the Office’s
own challenges into a petitioner’s IPR petition despite the statutory mandate that the claims in
an IPR petition be pled with particularity. Imagine the same thing happening in a court, where

? See, e.g., https://www.jdsupra.com/post/contentViewerEmbed,aspx?fid=62cd7aef-ad88-4f74-9298-
57410c28eb53
136 5.Ct. 2131 (2016)
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a judge adds to and corrects a party’s defective pleading. Later in Thyry, Inc. v. Click to Call
Technologies, inc. these same Big Tech Fintiv opponents argued for and cheered the Supreme
Court’s finding that the Director had the discretion to completely ignore AlA Sec. 315(b)’s one
year time bar on IPR petitions and grant review of a patent that had been fully litigated 12 years
prior to the IPR petition!™! A litigation that concluded over a decade before the petition was
brought - over a decade before the AlA even existed. But the vast unfettered discretion of the
Director to ignore even an explicit provision in the AlA forbidding such institutions was argued
for and upheld with support from these Fintiv opposers. In fact, that staggering breadth of
discretion does not seem to be enough, as the PTAB Reform Act now seeks to codify as an
exception to the one year bar, cases like Thryv.12 Why should Big Tech rely on mere Director
discretion when it seems they can simply codify exceptions to the laws that restrict institution?
Why indeed?

But now, Big Tech has a problem. They have argued strenuously for the Director’s discretion to
institute. What happens when that same discretion is applied to denying the institution of an
IPR? InApple v. Fintiv '3 the PTAB explained that in cases where a parallel district court
proceeding concerning the same patent, parties and issues was likely to conclude prior to the
IPR, the Director had the discretion to deny institution of the IPR. Clearly, this an exercise of
discretion to deny institution that is far more modest than the prior exercises of discretion to
institute. It is narrower and far more consistent with the provisions and policy of the AlA than
the injection of the PTAB’s own contentions into a petition or the wholesale disregard for the
statutory one-year bar on institutions. Nevertheless, Big Tech could not abide IPR denial
discretion. They took to the courts in an attempt to overturn the Director’s discretion™ to
deny institution and upon losing soundly in the courts’® they’ve now turned to Congress to
codify an illogical and absurdly one-sided view of “discretion.” To the Finitiv opposers Director
discretion is a ‘heads | win tails you lose’ proposition. This will be the state of the law should
the PTAB Reform Act go forward, but the loser will not just be patent holders, but US
innovation itself.

Justice May Be Blind, But That Does Not Mean Judges Should Wear Blinders
There is no principled reason to eliminate the discretion of the Director to deny institution
based on a parallel district court litigation. Inventors are granted the rights to their inventions

™ 140 5.C. 1367 {2020). The weak argument for this exception proposed by the PTAB and accepted by the
Supreme Court was that this litigation was dismissed without prejudice. Query what the status of an eventual
litigation dismissal with or without prejudice has to do with AIA Sec. 315(b} prohibitions on institution for petitions
filed more than one year after the date that the patentee is served with a complaint. The statute makes no
mention of the eventual resolution of the complaint but hinges solely on the filing of a complaint, thus the
Director’s decision to ignore 315(b) was based on nothing having to do with the statute.

” see, PTAB Reform Act S 4417 at Sec. 2 (Patents) (a){2){B} amending 35 CFR 315(b) indicating that the time
limitation shall not apply if the complaint is dismissed without prejudice.

**|PR 2020-00019 (PTAB Mar. 2020,) (Precedential).

“ See, e.g., https://www.eastgateip.com/apple-cisco-google-intel-sue-the-director-of-the-uspto-alleging-
purported-new-rule-applying-fintiv-factors-violates-administrative-procedures-act/

¥ see, e.g., https://www.sternekessler.com/news-insights/news/high-court-turns-down-inteis-challenge-ptabs-
fintiv-rule
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of allowing the PTAB to retain and evolve its Fintiv precedent. Over time it is much more likely
that Director Vidal or one of her successors, informed by the learnings of their judges, will come
to appreciate the wisdom of considering all paralle! patent adjudications involving the same
patents, parties and issues and amend the PTAB rules accordingly, rather than trying to fix such
a mistake in the patent statute.

The PTAB Reform Act will Restore Abusive Parallel Petition Filing Practices

An often-overiooked abusive practice of petitioners is the filing of multiple petitions at the
same time, challenging the merits of a single patent (so-called parallel petitions). The PTAB
imposes word limits for petitioners limiting the size of a petition seeking IPR for a patent.**
Petitioners have discovered that it is possible to get around these limits by filing multiple
petitions at the same time challenging the same patent. Doing so, they can include more
arguments and more prior art than they would be capable of fitting into the word limits for a
single petition.

This practice quickly got out of hand. One very well documented example of this abuse arose in
the protracted patent litigation between Rovi Corp. and Comcast™ . In the course of the
litigation that spanned the district court, ITC, and the PTAB, Comcast filed over 124 petitions for
IPR challenging 37 patents, an average of 3.35 petitions per patent.?®

The PTAB responded to this “parallel petition” abuse by adopting guidelines teaching paneis to
instruct petitioners to prioritize their parallel filings and to provide arguments for why the PTAB
should hear any petition other than the highest priority petition.”” This has at least partially
addressed this abusive parallel petitions practice.

The PTAB Reform Act purports to address the filing of mulitiple petitions on the same patent,
but in doing so it allows muitiple petitions on the same patent to be filed as long as they are
filed on the same day®®, the precise tactic used by those resorting to abusive parallel petition
practice. in other words, the PTAB Reform Act seems to attempt to address abuses with serial
petitions filed on different days but leaves open and endorses the abusive practice of parallel
petitions. The PTAB Reform Act does not even codify the partial measures adopted via the
PTAB guidelines for curbing this practice.

37 C.F.R. Sec. 42.24(a)(1)(i} {14,000 words)

~ Note that Rovi Corp. is a former employer of one of the authors, but see Supra footnote 2

* See e.g., Comments In Response to 85 FR 66502, “Request For Comments On Discretion To Institute Trials Before
the Patent Trial and Appeal Board,” 85 Fed. Reg. 66502 {Oct. 20, 2020}, Docket No. PTO-C-2020-0055, available at
https://www.uspto.gov/sites/default/files/documents/1232020Tivoinc..pdf

%’ patent Trial and Appeal Board Consolidated Trial Practice Guide, November 2019 at pages 59-60.

 See PTAB Reform Act 5,4417 at Sec. 2 {Patents) {a){2)(B) amending 35 USC 315{d} by adding provision entitled:
Limit on Repeated Petitions, which is limited to restricting only petitions filed on different days.
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examiners — a lower burden designed to allow the examiner to readily reject claims in a pending
patent application to encourage a back and forth series of amendments and rejections between
examiners and applicants to arrive at the appropriate scope of a patent by the time it is
granted. Applying that standard after a patent is granted makes no sense. And it, likely more
than any other factor, accounts for the wild discordance in invalidity rates between courts and
the PTAB. it needs to change.

At the recent SIC hearing Senators Tillis and Leahy pointed out that the PTAB Reform Act would
codify the Phillips claim interpretation standard that has been used by the PTAB since it was
adopted as the standard by Director lancu. They asked, isn’t this a benefit for patent owners?

Certainly, codifying Phillips is good. It’s logical to have the PTAB apply the same claim
construction as the courts, codifying that is good for the patent system not just for patent
holders. But unless you also adopt the presumption of validity standard used by the courts it is
not going to have a tangible impact on addressing the disparate invalidation rates between
courts and PTAB, and undoubtedly that is why the Big Tech supporters of this bill do not object
to the codification of the Phillips claim construction standard. It is a half measure that has not
and will not change the highly certain invalidation of patents we have all come to expect at the
PTAB.

Estoppel to file additional PTAB actions on the same patent is not grounds for Article 1l
Standing

The AlA permits parties lacking Article il standing to challenge the validity of patents at the
PTAB. This is appropriate in that the public has an interest in ensuring patents are properly
granted, however the PTAB Reform Act seeks to extend to these parties the right to appeal a
loss at the PTAB to an Article Hil court. This is unconstitutional. It serves absolutely no
beneficial policy interest, and it sets an alarming precedent that will flood the courts with
appeals by parties who lack constitutional standing and are seeking redress from myriad
administrative decisions throughout the government.

The PTAB Reform Act in prior drafts at least acknowledged this constitutional infirmity. That
language has been removed from this most recent draft, but the feeble and ill-advised attempt
to bootstrap standing for these parties remains. The Act gives a losing party at the PTAB who is
capable of being estopped under AlA Sec. 315(e) from bringing a related action at the PTAB,
standing to appeal to Federal Court.’® That is a poor attempt to skirt Article lil, which requires
actual harm in the form of a case or controversy that can be redressed by the court. But
imagine if it were successful. The precedent it creates is that any agency that prohibits any
party from having its adverse administrative decision reviewed by the agency, would then have
an injury conferring standing to appeal to an Article Il court. We simply don’t believe this

* See PTAB Reform Act 5.4417 at Sec. 2 (Patents) {a){2){E} amending 35 USC 319 by adding provision entitied:
Standing to Appeal.
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provision is a serious part of the bill and it should be removed wholesale without further
discussion.

If there is any notion that it should be retained, it would be helpful to hear at least some
articulation of what policy is served by this provision. We have heard none offered for it and
are at a loss to understand why non-practicing entities like Unified Patents need the right to
appeal.

It's interesting to try to juxtapose the sections where the PTAB Reform Act restricts and where
it invites the involvement of the court. The Act clearly does not want the court to carry on with
a parallel litigation when an IPR is being requested, but when a petitioner loses at the PTAB it
wants to afford that petitioner, regardless of standing, an opportunity to appeal to a court. So
it seems, the Act seeks the courts’ involvement when their involvement benefits petitioners
and wants the courts excluded when their involvement would benefit patent holders. As you
can see, with logic like this baked into the Act it is hard to see the bill as other than a Big Tech
wish list.

Conclusion

The PTAB is in need of reform, but certainly not the type of reforms proposed by the PTAB
Reform Act.

The bill casts aside thoughtful safeguards implemented by PTAB judges and Patent Office
Directors based on a decade of experience with many thousands of IPR petitions, in favor of
rigid rules that serve the interests of Big Tech to the detriment of patent holders. It blindfolds
PTAB judges preventing them from considering parallel proceedings in the courts and ITC
regarding the same patents, parties and issues. It codifies Director discretion to institute IPRs
filed well after the AIA statutory time limits. It endorses the abusive practice of filing multiple
parallel IPR petitions on the same day to avoid the PTAB’s petition word limit without even
picking up the PTAB’s trail practice guidelines that have partly curtailed this abuse. it grants
unconstitutional Article il standing to ‘reverse patent trolls’ like Unified Patents who do not
practice the patents they challenge. And it retains the PTAB’s use of a presumption of validity
that is designed for patent examination notwithstanding they are an adjudicatory body rather
than using the same standard applied by the courts.

There are meaningful opportunities to reform the PTAB to make it a more even-handed body
that would be a meaningful alternative to Federal Court litigation. The PTAB Reform Act is a
lost opportunity. Rather than addressing the statistically irrefutable anti-patent problems with
PTAB review, the bill instead caters to Big Tech’s wish list to further their goals of more easily
infringing the rights of US patent holders.

10
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June 27, 2022

Senate Committee on the Judiciary Senate Committee on the Judiciary
Senator Richard Durbin, Chairman Senator Charles Grassley, Ranking
224 Dirksen Senate Office Building 224 Dirksen Senate Office Building
Washington, DC 20510 Washington, DC 20510

House Committee on the Judiciary House Committee on the Judiciary
Rep. Jerry Nadler, Chairman Rep. Jim Jordan, Ranking Member
2138 Rayburn House Office Building 2138 Rayburn House Office Building
Washington, D.C. 20515 Washington, D.C 20515

Dear Senators Durbin and Grassley and Representatives Nadler and Jordan:

The undersigned trade associations are writing on behalf of the Quality Patents Coalition {QPC)
to express our priorities as both the Senate and House Judiciary Committees examine ways to
find common ground on patent reform legislation. The QPC is a coalition of companies and
trade associations representing financial services, fintech, retail and restaurants. QPC s
dedicated to ensuring the patent system fosters innovation and issues patents of the highest
quality.

in anticipation of legislative action on patent reform we ask that the committee consider QPC
priorities to ensure the U.S. intellectual property system provides for high-quality intellectual
property, fair and efficient post-grant and inter partes review procedures as set forth in the
America Invents Act, and adheres to the letter of the law and judicial precedent.

Low-Quality Patents Hurt the Economy

U.S. economic leadership hinges on innovation. The patent system must support real
innovation and U.S economic growth. High-quality patents spur innovation and increase
America’s competitive advantage. Low-quality patents hurt businesses that make products and
provide jobs to Americans.

Community banks, restaurants owners, retailers of all sizes, and virtually every business
involved with the fulfillment of e-commerce orders have been harassed and extorted with
demand letters from non-practicing entities asserting infringement of low-quality business
method patents. Defendants targeted by entities asserting low-quality method patents should
have access to effective, efficient administrative review including the ability to challenge
validity under Section 101 of the Patent Act in inter partes reviews. Currently, defendants’
choices are too often limited to costly litigation to invalidate a patent that never should have
been issued or paying ransom to settle meritless litigation. Ensuring high standards for U.S.
patents, both before and after they are issued, will provide greater economic opportunity for all
Americans.
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High-Quality Examination of Patent Applications

The best way to reduce the cost in dollars and innovation resulting from low-quality patents is
to ensure that they are never issued in the first place. Patent quality is a critical component in
driving efficiencies with respect to patent infringement litigation. Minimizing the issuance of
low-quality patents means fewer frivolous lawsuits based on such patents. This requires a
rigorous patent application examination process. There should be options and incentives for
more rigorous examination of patent applications, such as providing benefits to applicants who
obtain a certified prior-art search and/or opt for a more rigorous patent examination.

Greater Access to PGR/IPR Proceedings

When there are legitimate questions regarding the validity of a patent claim, all patent owners
and petitioners should have access to effective, efficient post-grant and inter partes review
proceedings at the USPTO. The due process rights of both patent owners and petitioners must
be protected in the PGR/IPR process.

The PTAB should review asserted patents for all validity conditions. For two centuries, the
Patent Act has required that patented inventions be novel and non-obvious, fully disclosed,
clearly claimed, and eligible for patenting. All these requirements should be enforceable in
PTAB reviews.

Section 101 is the most effective and efficient tool to address the validity of poor quality
business method patents. Section 101 plays an important role with respect to patent quality by
blocking the issuance of overly broad, abstract patent claims and by providing a tool for
defendants in litigation to efficiently address such claims.

Unfortunately, a special interest loophole in the AIA prohibits petitioners from raising the issue
of subject matter eligibility in IPR proceedings. This loophole has been exploited by non-
practicing entities who assert low-quality business method patents, forcing defendants to
choose between costly and time-consuming litigation or licensing low-quality IP that is more
likely than not invalid. Congress must close the “101 loophole” to provide fair access to IPR
proceedings to all parties, requiring that patented inventions be not only novel and non-
obvious, but actually eligible for patenting.

Section 112 of the Patent Act should also be a basis for challenging a patent in a PR
proceeding. Making sure an invention is fully disclosed and clearly claimed is as import as
making sure it novel and non-obvious, as uncertainty regarding claim scope only hurts the
public.

Both Section 101 and 112 were grounds for invalidity considered in the now-sunset Certified
Business Method {CBM) program created by the AlA. if anything, the CBM program illustrated
how the inclusion of these grounds was not only not a burden on the PTAB, but actually worked
well to ensure that improperly issued patents were invalidated regardless of the grounds of
invalidity.
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The Director and the PTAB should be prohibited from denying institution of PGR/IPR
proceedings when all the requirements for institution have be met. Too often petitioners have
been denied access to the PGR/IPR system because the Director and/or PTAB exercise their
discretion to deny institution because of pending litigation in district court, even in cases where
the petitioner is not a party to the litigation. However, the AlA was passed, in part, to create a
separate system to allow petitioners to challenge the invalidity of a patent at the Patent Office,
and it explicitly recognizes that the patent might be involved in concurrent district court
litigation. To allow the Director and the PTAB to use the existence of that litigation as a basis to
deny institution of a proceeding frustrates the very intent behind this provision of the AlA. As
such, discretionary denials of PGR/IPR institution should be prohibited.

Equity in the Patent Litigation Process

As stated above, the QPC believes the most effective curb on abusive patent litigation is a fair,
efficient PGR/IPR process that requires that patented inventions be novel and non-obvious,
fuily disclosed, clearly claimed, and eligible for patenting.

Accordingly, in situations where a PGR/IPR proceeding has been instituted there shouid be an
automatic stay on district court litigation, eliminating wasteful and expensive dual proceedings.
If the patentability of the asserted patent is confirmed by the PTAB, the patentee can still have
its day in court. in fact, the estoppel effects that stem from the PGR/IPR proceeding actually
narrow the issues for the district court litigation in the patentee’s favor. However, if the patent
is determined to be invalid by the PTAB, this can save the time and resources of the parties and
the court system having to litigate an ultimately invalid patent.

Many district courts already routinely exercise their discretion to stay litigation pending a
PGR/IPR review. However, those that do not have seen their dockets swell with filings by non-
practicing entities hoping to use the time and expense of litigation to force parties accused of
infringing questionable patents to accept settiement rather than expend resources attempting
to invalidate the patent. Mandating automatic stays of district court litigation would help to
lower the cost of invalidating these questionable patents, benefitting both the parties accused
of infringement and the public at large.

In district court litigation not subject to a stay (especially if the “101 loophole” in IPR
proceedings discussed above is not addressed by Congress), questions regarding subject matter
eligibility should be decided early in litigation. Courts have already determined that Section 101
subject matter eligibility is a question of law that may have underlying questions of fact. In
cases where there is not genuine dispute over the underlying facts, courts should determine
Section 101 subject matter eligibility as early as possible, such as in response to a motion to
dismiss or an early motion for summary judgment. This would prevent dilatory discovery and
delay tactics that tie up the courts and drive up the cost of litigation on otherwise invalid
patents.
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Unfortunately, courts already have the power to address Section 101 issues early in litigation,
but too often decline to do so. That fact alone further highlights the need to add Section 101 as
a basis for challenging validity in PGR/IPR proceedings, as discussed above. However, that is
only a partial solution to this probiem. In situations where motions to dismiss and for summary
judgment based on invalidity under Section 101, the denial of such motions should be subject
to an interlocutory appeal. Such a right of appeal would help ensure district courts resolve
subject matter eligibility issues as early as possible, and prevent unscrupulous patentees from
using the litigation process to force accused infringers to accept settlement rather than
expending resources invalidating a questionable patent.

On behalf of the diverse membership of the Quality Patent Coalition we thank you for your
consideration.

American Bankers Association

American Transaction Processors Coalition
Bank Policy Institute

Electronic Transactions Association
Independent Community Bankers of America
National Restaurant Association

The Clearing House

Cc: Members of the Senate and House Committees on the Judiciary
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