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PROBLEMS TO BE EXPECTED FROM EXPANDED
ADMINISTRATIVE CHALLENGES TO U.S. PATENTS

Executive Summary

Recently, critics of the U.S. patent system have called for a system of expanded
administrative challenges to patents, modeled on the post grant opposition system used in
Europe. The proposed changes to U.S. law would create a litigation-like mechanism for
third party-initiated post grant review and expand the existing inter partes
reexamination process. These challenges would occur at the United States Patent and
Trademark Office (USPTO)

In the last Congress, both the House and Senate considered legislation to create a post
grant review process lasting the life of the patent as part of the Patent Reform Act of
2007. A revised version was passed by the House of Representatives in September 2007.
In April 2009, the Senate Judiciary Committee reported the Patent Reform Act of 2009,
which contained identical language on post grant review to that contained in the House-
passed bill of 2007. The language in the Senate Patent Reform Act of 2009 would
create a 12-month post grant review period and expand the existing inter partes
reexamination in a fashion that, together, would be similar to the European system
of post grant opposition.1

The purpose of this report is to outline the likely effects of the 2009 Senate legislative
proposal. Contrary to the arguments made by proponents of the legislation, this expansion
of administrative processes for challenging patent validity would likely have several
adverse effects, including the following:

Increasing the length of patent pendency;

Creating uncertainty about patent validity;

Decreasing the disclosure of knowledge necessary for innovation;

Increasing the costs of achieving patent validation;

Reducing investment in R&D;

Hindering efforts of U.S. universities to transfer their inventions to the private
sector; and

7. Increasing strategic patenting behavior by large, established firms.
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Moreover, the proposed legislation will not have many of the beneficial effects the
proponents of the legislation claim it will have. In particular, the proposed legislation:

1. Will not improve patent quality;
2. Will not reduce the cost of patent litigation; and
3. Will not speed the determination of patent validity.

The following paper provides a detailed explanation of the analyses underlying these
conclusions.
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Introduction

Recently, critics of the U.S. patent system have called for a system of expanded
administrative challenges to patents, modeled on the post grant opposition system used in
Europe. The proposed changes to U.S. law would create a litigation-like mechanism for
third party-initiated post grant review and expand the existing inter partes
reexamination process. These challenges would occur at the United States Patent and
Trademark Office (USPTO).

In the 110" Congress, both chambers of Congress saw introduction of legislation to
create a post grant review process, lasting the life of the patent as part of the Patent
Reform Act of 2007. A revised version was passed by the House of Representatives in
September 2007 ? and has now been adopted by the Senate in the 111" Congress as part
of the Patent Reform Act of 2009.° The revised version would create a 12-month
period of post grant review and expand the existing infer partes reexamination in a
fashion that, together, would be similar to the European system of post grant
opposition.

This paper uses the term “expanded administrative challenges” to refer to the
combination of the proposed 12-month post grant review period and expansion of infer
partes reexamination.

The proponents of expanded administrative challenges have argued that the current patent
system is flawed and hampers innovation, and that greater opportunity to challenge
patents administratively is needed to remedy those flaws. Unfortunately, in all of the
rhetoric about the “inadequacy” of the U.S patent system, the resulting “problems” faced
by innovators in this country, and the need to adopt a system facilitating more
administrative challenges to solve those problems, careful examination of the likely
effects of these changes has been lost.

The purpose of this report is to outline some of the effects that the proposed system of
administrative challenges would have on U.S. innovation so that policy makers can
consider the likely impact of the proposed legislation. Contrary to the arguments made
by proponents of this legislation, the adoption of expanded administrative challenges in
the United States will likely have several adverse effects, including:

Increasing the length of patent pendency;

Creating uncertainty about patent validity;

Decreasing the disclosure of knowledge necessary for innovation;
Increasing the costs of achieving patent validation;
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Reducing investment in R&D;

6. Hindering efforts of U.S. universities to transfer their inventions to the private
sector; and

7. Increasing strategic patenting behavior by large, established firms.

Moreover, the proposed legislation will not have many of the beneficial effects the
proponents of the legislation claim it will have. In particular, the proposed legislation:

1. Will not improve patent quality;
2. Will not reduce the cost of patent litigation;
3. Will not speed the determination of patent validity.

The next two sections of this report describe the evidence for these effects. The final
section offers several conclusions for patent policy.

The Expected Effects of Expanded Administrative Challenges

1. The adoption of expanded administrative challenges would increase the length of
patent pendency. A new post grant review process and expanded inter partes
reexamination process collectively mimicking Europe’s post grant opposition system
will take significant time and resources away from the USPTOQO’s efforts to process
patent applications, further lengthening patent pendency (the time between patent
application and patent issuance).

To estimate how much the expanded administrative challenges would increase U.S.
patent pendency, we first need to estimate the number of patent applications
examined annually under the current system. In 2008, 6,099 patent examiners
evaluated 396,228 of the 496,762 applications the USPTO received in that year.*
Thus, in 2008, the average examiner conducted 64.97 patent examinations.

According to estimates made by the USPTO and the National Academy of Public
Administration, the average amount of time spent by patent examiners is 18 hours per
patent application.” At the current rate of application and the current level of

USPTO’s staffing, this amount of examination time results in a patent pendency rate
of 32.2 months.’

Recent research reports that approximately eight percent of European patents are
opposed in post grant proceedings.” If the United States experienced a comparable
patent review rate, it would have experienced 14,818 patent challenges in 2008.

Administrative patent challenges are a time consuming process. Absent significant
additional funding for the USPTO, the proposed system of expanded administrative
challenges will reduce the number of patent applications examined, either by reducing
the number of examiners or by distracting examiners from their primary duties.

In Europe, post grant opposition utilizes patent examiners, who spend approximately
six times as much time on an opposition proceeding as they do on a patent



examination.® If we take the 14,818 reviews of newly-issued patents that are
estimated to occur in the United States under a system of expanded administrative
challenges and multiply it by the 108 hours that a patent examiner is estimated to
spend on a typical patent challenge, and then divide that by the 18 hours spent by U.S.
patent examiners to examine a typical patent, we find that a European-style
opposition process like the one proposed would reduce the number of patents that the
USPTO could examine each year by 88,908.

If the expanded U.S. administrative challenges were to involve only administrative
law judges, then, absent additional funding, the agency would be forced to shift
resources from examination to review. The result would be the same reduction in
patents examined as described in the paragraph above.

Therefore, unless Congress appropriates significantly more resources with which to
hire additional examiners, patent pendency will increase.

We can look at USPTO statistics on the number of patent applications and patent
disposals in 2003 and 2007 to estimate the change in the patent pendency rate as a
function of the change in the number of patent applications. Every 10,237
applications that are not disposed of add one month to patent pendency. Therefore,
the proposed expansion of administrative challenges would increase the patent
pendency by 8.7 months. That is, the current 32.2 month patent pendency rate would
increase to 40.9 months if post grant review were made law.

Moreover, this estimate likely understates the probable increase in patent pendency
because the amount of time an examiner spends on a typical patent review would
likely be higher in the United States than in Europe.” As a result, the number of
unexamined applications that would result from expanded administrative challenges
would be higher than that estimated above, and the patent pendency rate would rise
by more than the amount estimated.

The resource cost of opposition proceedings may account for the decision of some
countries to drop their opposition systems. As Dale Carlson and Robert Migliorini
explain, “The lessons learned in Japan, China and Taiwan indicate that multiple
systems for challenging a patent have the potential to complicate matters by ...
duplicatzl'igg valuable patent office resources in the administration of parallel
systems.

Expanded administrative challenges would increase uncertainty about patent
validity. Under the current system, patents are “born valid.” However, their validity
is made uncertain if they are administratively challenged in a reexamination or post-
grant review proceeding -- uncertainty which remains until those proceedings are
completed.

We can measure the amount of uncertainty that would be created by the proposed
expansion of U.S. administrative challenges by looking at the difference between the



rate of post-grant opposition in Europe and the current rate of reexamination in the
United States (to see how many additional patents would be made uncertain) and the
length of time it takes to determine patent validity in post grant opposition cases (to
see how long the validity of these patents would remain uncertain).

Economist Bronwyn Hall and her colleagues found that 7.8 percent more patents
would be opposed than are currently reexamined if the opposition rate in the U.S.
were the same as the European rate.'' And, in work with Professor Dietmar Harhoff,
she found that the average length of time it takes from patent issue to the outcome of
an opposition is approximately 6 years.'?

The value of the 7.8 percent of patents whose validity would be made uncertain for an
average of 6 years is substantial. Academic estimates of the value of the average U.S.
patent ranges from $93,463 to $118,988 in 2008 dollars. In 2008, 185,224 U.S.
patents were issued. Therefore, the dollar value of U.S. patents issued in 2008 was
between $17.3 and $22.0 billion. That means that the adoption of expanded
administrative challenges would make uncertain the validity of approximately $1.4 to
$1.7 billion of patents issued annually, totaling $8.1 to $10.3 billion of patents over
the six years it takes to get an outcome of the average review case."

Expanded administrative challenges would hinder knowledge disclosure. The
proposed post grant review and expanded inter partes reexamination processes would
increase the incentive for innovators to preserve their inventions as trade secrets,
thereby reducing information sharing that facilitates innovation, increasing
duplicative investment in research and development (R&D), and decreasing
competition. ”* If inventors face possible invalidation of their patents through
administrative challenges that may last for many years, then they will be better off
keeping their technology secret, and so will be more inclined to do so."

One of the purposes of the patent system is to encourage inventors to disclose new
technical knowledge so that others can build upon it. By providing inventors with the
right to prevent others from making, using, or selling their invention for a period of
time, in return for disclosure of how their inventions work, the patent system
encourages inventors to disclose their inventions rather than keeping their
developments secret.’” Because others can build more easily on disclosed inventions
than undisclosed ones, patents facilitate technical advance through the diffusion of
technical knowledge."”

By encouraging knowledge disclosure, the patent system also reduces the waste that
comes from duplicative R&D efforts.'® When inventions are patented, a second
inventor can look at a patented invention to learn the inventive step made by the first
inventor. In the absence of patents, the second inventor needs to duplicate the first
inventor’s R&D because the inventive step on which he or she is building has not
been disclosed.



Furthermore, the disclosure provided by patents enhances competition by helping
companies to invent around others’ inventions. By reading patents, companies can
figure out ways to achieve the same goal as the patented invention without infringing
its patent. As a result, the companies inventing around the innovators’ patents
introduce more competition into the economic system. '’

Research shows the importance of strong patent protection in enhancing knowledge
disclosure. Researchers estimate that patent documents include 70 percent of all
technical knowledge accumulated — information that is not published elsewhere, or is
only published elsewhere at a later date.”” Moreover, the use of patent disclosures as
a source of innovation information increases with the strength of patent protection. *'

Expanded administrative challenges would increase the cost of achieving patent
validation. The proposed post grant review and expanded inter partes reexamination
processes would add $2.1 billion annually in direct costs to the process of ensuring
patent validity. Post-grant opposition proceedings are estimated to cost $150,000 in
direct legal costs per case.”” Based on data from Europe, we can expect oppositions
to occur in 7.8 percent more cases than currently occur with the current U.S. inter
partes reexamination. Multiplied by the 185,224 patents issued in 2008, the $150,000
per opposition proceeding applied to 7.8 percent of patents results in $2.2 billion of
additional cost of achieving patent validity.”

It is important to note that these costs would be incurred in addition to the costs of
patent litigation, and not substitute for those costs as some have argued. In a study
that compared litigated U.S. patents to corresponding European patents, economists
Stuart Graham and Dietmar Harhoff found that only 20 percent of litigated U.S.
patents would be candidates for post grant opposition. Moreover, only for those
patents whose reviews end in revocation not subsequently appealed can we assume
there will not be subsequent patent litigation. If the revocation is appealed to higher
levels of the patent office, one can expect the parties to continue their appeals to the
courts if the outcome is not satisfactory to them. Professors Graham and Harhoff
found that only one third of European post grant oppositions result in revocations, and
only half of those revocations are not subsequently appealed. Thus, only one sixth of
oppositions result in unappealed revocations. Given that only 20 percent of litigated
U.S. patents are appropriate for review, the one-sixth of reviews that result in
unappealed revocations accounts for 3.3 percent of litigated patents. Thus 96.7
percent of the costs of achieving patent validity through the proposed expansion of
administrative challenges will be incurred in addition to the cost of patent litigation,
not in place of it. That is, 96.7 percent of the $2.2 billion legal cost of the proposed
post grant review and expanded inter partes reexamination processes will be incurred
in addition to the cost of patent litigation.

Expanded administrative challenges would reduce investment in R&D. The
proposed expansion in administrative challenges would reduce patent effectiveness,
and many studies show a positive relationship between patent effectiveness and R&D
investment.”* These studies show that patents add value over and above the value of



the innovations that they protect. In fact, the study that the National Academies says
has the best design for measuring the patent premium finds it to be 50 percent of the
value of the invention.*’

The patent premium means that anything that reduces the value of patents would
reduce R&D significantly in all manufacturing industries. Specifically, a 10 percent
decrease in the patent premium corresponds to a 7 percent decline in R&D. *°

The information on the patent premium allows us to estimate the effect of instituting
expanded administrative challenges on R&D expenditures. If administrative
challenges were used as frequently in the United States as opposition proceedings are
used in Europe, 7.8 percent more patents would be challenged under the proposed
system of post grant review and expanded inter partes reexamination than under the
current reexamination procedure. If revocation rates of opposed patents were the
same in the United States as in Europe (33 percent), then 2.6 percent of the value of
U.S. patents would be eliminated through the adoption of expanded administrative
challenges. Because a 10 percent decline in the patent premium leads to a 7 percent
drop in R&D, the proposed post grant review and expanded inter partes
reexamination processes would reduce U.S. R&D expenditures by 1.8 percent. *’
According to the National Science Foundation, in 2006, U.S. R&D amounted to
$342.9 billion, of which $241.8 billion was paid for by industry.”® Therefore,
expanded administrative challenges would lead to a reduction of approximately $4.4
billion in industrial R&D annually.

Expanded administrative challenges would hinder efforts of U.S. universities to
transfer their inventions to the private sector. Because universities do not produce
products or services from their technologies directly, they can only derive commercial
value from them through licensing.” This licensing activity generates a sizeable
amount of money for universities. In 2004, universities earned $1.2 billion in
licensing revenue.”® However, licensing revenues do not include the value of the
equity that universities earn from investments in start-ups based on their intellectual
property. Researchers estimate that universities earn approximately eleven times
their licensing revenue from the equity that they hold in spinoff companies.*' If we
combine university licensing revenue and the value of the equity that they earn from
spinoffs based on their intellectual property, we find that U.S. universities earn
approximately $13.1 billion per year from their patented inventions.

Strong patent rights enhance technology transfer from universities to the private
sector.”” Patents reduce the disclosure problem and make it more difficult for others
to invent around a technology, facilitating technology licensing. ¥ Therefore,
universities would earn less than $13.1 billion per year from their patented inventions
if patent protection were weaker than it is today.

The proposed post grant review and expanded infer partes reexamination processes
would weaken patents by increasing the opportunity for infringers to challenge
patents.” If the patent protection of their inventions were weakened, universities



would find it more difficult to license their technologies, and would have to reduce
the price of their inventions to attract buyers.

Moreover, the expansion of administrative challenges would make uncertain the
validity of university patents, which would also adversely affect markets for
university technology. The proposed system of post grant review and expanded inter
partes reexamination would make the validity of an additional 7.8 percent of patents
uncertain for an average of six years after patent issue. This means that, assuming that
university patents are no more likely than other patents to be subject to post grant
review or inter partes reexamination, approximately $1.02 billion dollars of
university earnings from licensing (royalties plus equity holdings in spinoff
companies) will be made uncertain annually. Over the six years that it takes to reach
a determination of the validity of the average patent through administrative review,
approximately $6.12 billion of university licensing earnings would be at risk of
disappearing. Because those patents that are declared invalid cannot be licensed, this
greater uncertainty about the value of university inventions would cause the amount
of university licensing to decline.

How much this uncertainty will affect the willingness of universities to license their
inventions to the private sector is unknown. But the size of the effect would be large
enough to influence behavior. Reduced patent protection results in less effort to
commercialize research. It also would change academics’ willingness to conduct
applied research. As the OECD reports in a review of the patent system,
“Quantitative studies tend to show that patenting has led universities to conduct more
applied research.” And scholars studying this issue have found that university
licensing has led to a tendency for faculty to orient their research more toward the
needs of industry.*® In short, expanded administrative challenges would reduce the
amount of university technology commercialized by industry.

Expanded administrative challenges would increase strategic patenting behavior
by some large, established firms. Even Professors Joseph Farrell and Robert
Merges, advocates of changing the patent system, concede, “Post-grant patent
revocations could be misused by firms who simply want to slow down or injure a
patentee-firm.””” Strategic efforts to hinder the performance of competitors by
forcing them to defend their patents against multiple challenges, beginning with
reexamination and review proceedings and ending with litigation, are a likely
outcome of the adoption of expanded administrative challenges.”® Moreover, some
large, established firms might collude to avoid challenging the patents of their major
competitors, focusing their attention on challenging the efforts of new entrants
seeking to upset the industry status quo. Big companies might even fund third parties
to challenge competitors’ patents as a way to get around estoppel provisions in post-
grant review proceedings.’’

The evidence from Europe indicates that many large companies use post-grant
opposition strategically rather than to weed out bad patents. Professor Dietmar
Harhoff and his colleagues found that patent opposition activity in the electronics



sector does not follow the expected pattern “if opposition is used to stop questionable
patents and if the increases in patent applications have reduced the quality of the
average application.” Rather, patent opposition activity follows the pattern expected
if companies use oppositions to gain strategic advantage.*® For instance, in one study,
Professors Harhoff and Hall find that firms systematically oppose the patents of
competitor companies in order to derive competitive advantage over them.*!

Perhaps more insidious, the European evidence also indicates that post grant
opposition involves tacit agreements by large, established firms not to challenge each
others’ patents, but, instead, to focus their review, on the patents of other firms. As
Professor Harhoff explains, “some screening of cases and settlement prior to the
filing of cases might be going on [in post grant opposition proceedings] — in such
negotiations, players with large patent portfolios would be able to license patents
from their portfolio to achieve some kind of agreement.** As a result, Professor
Harhoff explains in another paper, “There seems to be a tacit understanding which
leads to lower opposition rates in some concentrated technology areas.® Professor
Hall and her colleagues conclude that “there might be an increase in collusive
settlements based on the threat of opposition.”**

This strategic use of post grant opposition works to the benefit of large, established
companies at the expense of small, new ones. In a study of European patent
oppositions in the telecommunications sector, Professors Mario Calderini and
Giuseppe Scellato find that large firms act collusively to oppose the patents of small
firms rather than those of each other.” They explain, “The risk of retaliation through
countersuits represents a credible threat that can eventually favour the instauration
of collusive behaviours. Our results confirm this hypothesis, since the occurrence of
patent oppositions among large incumbents is significantly lower than industry
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average.

Other researchers have found that these patterns extend beyond the
telecommunications sector to other industries. As Professor Harhoff and his
colleagues explain, “Small firms seem to be opposed too often in certain technology
areas... Smaller applicants are likely to face more opposition from rivals in the
technology areas that are more concentrated and in which patent portfolio races are
taking place ...""

Some observers fear that foreign companies could strategically use expanded
administrative challenges to attack domestic patent holders or create imitative
products that challenge the patent holder’s goods and services in the world market.**
Both a former chief judge of the Chinese patent court and the secretary general of the
Indian Pharmaceutical Alliance pointed out that the adoption of this strategy by firms
in their countries would be a likely outgrowth of the adoption of the proposed
administrative challenges in the United States.*’

Some evidence from Europe supports this argument. A study by Professor Harhoff of
post grant opposition in Germany found that patents issued to German (domestic)



companies were more likely to be subject to opposition proceedings than patents
issued to non-German (foreign) companies and that German companies were less
likely than non-German companies to succeed in defending them.’® Professor
Harhoff’s explanations for why domestic patents are more likely to be attacked, and
less likely to be successfully defended, are not specific to Germany, suggesting that
one effect of the adoption of expanded administrative challenges in the U.S. would be
the invalidation of a greater proportion of U.S. companies’ patents than those of
foreign competitors.

Were foreign countries also to institute new administrative challenges as a condition
of U.S. adoption, this negative effect would be counterbalanced by corresponding
benefits to U.S. companies overseas. However, this is not the case. Adoption of post
grant review and expanded infer partes reexamination by the United States would be
unilateral, creating no corresponding benefit to U.S. companies from efforts to
invalidate foreign patents in other countries. That is, the net result of the proposed
expansion of administrative challenges would be to favor foreign firms at the expense
of U.S. firms.

The Flawed Arguments for the Benefits of Expanded Administrative Challenges

1. Expanding administrative challenge opportunities would not improve patent
quality. The Coalition for Patent Fairness, the primary proponent of the Patent
Reform Act of 2007 and 2009, claims that “improving the process for challenging
questionable patents will lead to better patent quality.””' However, an examination
of the evidence indicates that expanded administrative challenges would not improve
patent quality, a view held by the European Patent Office.”® First, for a new system
of administrative challenges to improve patent quality, companies would need to
oppose poor quality patents. But, as law professors James Bessen and Michael
Meurer explain, most companies are unlikely to challenge poor quality patents. As the
professors explain, “A potential infringer might see little to gain by appearing at an
opposition hearing when its best defense is not invalidity but noninfringement." >

In fact, companies have an incentive not to oppose other companies’ poor quality
patents. Challenging a patent signals the commercial interest of the challenger in
invalidating the patent, and so makes it a target for patent prosecution by the patent
holder.>* Thus, as the Federal Trade Commission reports, few will risk identifying
themselves as targets by opposing competitors’ poor quality patents, no matter how
attractive the process is made.’” Because companies identify themselves as likely
infringers when they oppose patents, they are only willing to challenge patents that
they are likely to infringe and are commercially valuable.’® As a result, expanded
administrative challenges would not weed out many poor quality patents.

Second, empirical evidence from other parts of the world fails to show a positive
effect of post-grant opposition on patent quality. A study by Professor Harhoff and
his colleagues showed that many decades of post-grant opposition has done nothing
to stem a decline in patent quality, as measured by the number of references per
patent that could potentially cause the claim to be deleted.”’ The pattern in Japan
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suggests that opposition proceedings might even reduce patent quality. Japan
eliminated its post grant opposition system in 1996, and then experienced a sharp
decline in the number of references per patent that could potentially cause the claim
to be deleted (Professor Harhoff’s measure of decreasing patent quality).”®

Expanded administrative challenges would not reduce the cost of patent
litigation. Proponents of post grant review and expanded inter partes reexamination
also erroneously argue that such changes would reduce the amount and cost of patent
litigation.”® As one writer argues, “A second objective [of post grant opposition] is to
provide a party threatened with a patent infringement suit an alternative, and less
costly means, to challenge a patent compared to expensive litigation.-

An examination of the evidence indicates that the proposed expansion of
administrative challenges would do little to reduce the amount and cost of patent
litigation. First, as professors Bessen and Meurer explain, patent validity is not the
cause of most patent litigation.® Rather, patent litigation only occurs when patents
are valuable enough to fight over and the quality of the patent is uncertain. If the
quality is obviously poor then the patent holder will know that the patent will be
declared invalid and will not defend it.""

In a study that compared litigated U.S. patents to their European counterparts,
Professors Graham and Harhoff found that only 20 percent of litigated U.S. patents
would be candidates for post-grant review. Moreover, only one third of reviewed
patents would be revoked, and only half of the revoked patents would not
subsequently be appealed. Thus, only about 3 percent of patents that are the subject
of litigation in the United States could be kept from reaching litigation through the
proposed expansion of administrative challenges.

Second, there is no evidence elsewhere in the world that opposition proceedings have
led to a decline in patent litigation. In fact, in Europe there isn’t even a positive
correlation between industry rates of patent opposition and industry rates of patent
litigation. > As professors Bessen and Meurer explain using the example of
semiconductors and chemicals, “Opposition rates for EPO patents are three times
higher for chemical patents than they are for semiconductor/software patents...just
the reverse of litigation rates.” **

Post-grant opposition has done nothing to reduce patent litigation in other countries
that have such a system. In Germany, which has had an opposition system for decades,
and participates in the European patent system, which also has an opposition system,
the rate of patent litigation doubled from 1996 to 2006.®* During the same time period,
the rate of patent litigation did not increase in United States, where administrative
challenges are currently limited to reexaminations. As a result, Germany now has a
higher rate of patent litigation than the U.S, with approximately one litigation case for
every 300 patents, as compared to one in every 525 patents in the United States.®
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Not only does the post grant opposition experience of other countries suggest that
oppositions do little to reduce patent litigation, but policy makers in some countries
believe that oppositions actually lead to more patent litigation. The Japanese
government, for instance, dropped its system of post grant opposition because it
found that the policy increased patent litigation.®

Third, the proposed post grant review and expanded infer partes reexamination
processes would reduce the amount and cost of patent litigation only if companies
substituted them for litigation. Economists Wes Cohen and Steve Merrill explain that
there is no evidence this substitution will occur, writing, “Graham and colleagues are
unable to confirm the ... prediction that the use of opposition should substitute for
subsequent litigation over validity....”"

This is supported by the empirical evidence from Europe indicating that post grant
opposition is followed by patent litigation in a large proportion of cases. ©® A
defendant who has lost an opposition proceeding can always find something that the
patent examiner failed to consider, which will justify further efforts to maintain the
validity of a financially valuable patent.”” About half of all patents that are revoked
or amended in European opposition proceedings are subsequently appealed to higher
administrative levels of the patent office, making the opposition proceeding far from
the last step in the legal wrangling.”” Moreover, one study in Germany found that
patents that were not revoked in opposition had a higher probability than other patents
of subsequently being litigated.”'

The proposed expansion of U.S. administrative challenges would do little to reduce
the costs of American patent litigation. Researchers estimate that 14 patents are
litigated per thousand issued. This means that of the 185,224 patents issued in the
United States in 2008, approximately 2,593 will be litigated. For only three percent
of these patents, or 78 patents per year, would an administrative challenge result in
revocation without appeal, making administrative challenge a substitute for litigation
as a way to invalidate a patent in only a small percentage of cases. The total savings
in legal costs for these 78 patents per year is not much. Weighting scholarly estimates
of the legal costs from patent litigation by the proportion of cases that go to trial
yields average legal costs per patent case for both sides combined of $1.61 million.”
Thus, the total amount of legal costs from patent litigation that would be foregone
because of expanded administrative challenges is $125 million per year, which would
amount to only 0.004% of U.S. corporate revenues.

Expanded administrative challenges would not speed determination of patent
validity. Proponents of post grant review and expanded inter partes reexamination
incorrectly argue that these changes would provide “a fast, inexpensive method for
increasing the certainty as to the enforceability and scope of patents.” "

The available evidence indicates otherwise. Researchers examining the time required

to determine patent validity through the European post-grant opposition process find
it is no shorter than that required to determine patent validity through the current U.S.
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reexamination process. Economist Stuart Graham and his colleagues found that the
typical amount of time from application to outcome of an opposition process in
Europe was 7 years. ™ And economists Hall and Harhoff found that the average
length of time from application to the outcome of a post-grant opposition in Europe
was 8.3 years.”” In contrast, Steve Merrill, Richard Levin and Mark Myers put the
median length of time it takes to determine validity through the U.S. reexamination
system at 7.5 yealrs.76

While some portion of the duration of either a European opposition or a U.S.
reexamination is accounted for by the interval between patent application and patent
issuance, the time spent on post grant opposition and appeal in Europe is, nonetheless,
substantial. The initial opposition typically lasts two years, but half of patents
revoked or modified in the proceedings are appealed, with a typical appeal adding 2.1
years to the evaluation period.”” Thus, the median duration of post grant opposition
and appeal of European patents is 3.1 years,”® and the average is 4.0 years.

Moreover, the duration can be much longer.*® Professors Hall and Harhoff found that
“opposition and appeal last longer than 6.2 years for one quarter of all cases.”™

Because it takes a long time to establish patent validity under the European
opposition system, patent litigation in the U.S. is sometimes resolved well before the
completion of a challenge of a corresponding European patent. For instance,
Economist Stuart Graham and his colleagues describe one lawsuit in the United States
that was settled five years before the post grant opposition of the corresponding
European patent was resolved. *

The length of time it takes to complete post-grant opposition proceedings in Europe
has led many European courts to move forward with patent litigation before the
resolution of opposition proceedings to ensure rapid resolution of patent validity. As
one observer explains, “It has been noted that the five year delays in EPO opposition
proceedings are way too long to provide value and achieve the original goals, and
some of the European courts now feel compelled to move with the trials in order to
. . 283
provide a fair forum for patent holders.

In sum, the experts believe that post grant challenges do not speed the establishment
of patent validity. Professor Graham and his colleagues write, “The EPO opposition
system does not reach a conclusion much more rapidly than the U.S. reexamination
procedure when this procedural duration is estimated as the length of time from
patent application date to final resolution.”® They continue, “Indeed, opposition
proceedings in some cases (and almost certainly, in important, complex cases with
numerous opponents, appeals, etc.) may well take as much time to be resolved as
litigation in the U.S. system.”® Similarly, the National Academies’ report on the
patent system concluded, “In fact, the average length of time between patent issuance
and the conclusion of opposition is approximately the same as the average time
between issuance and the conclusion of litigation in the United States.” *
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Conclusions

Critics of the U.S. patent system have called for the adoption of expanded opportunities
to challenge patents administratively at the United States Patent and Trademark Office
(USPTO)." They argue that a new post grant review system and an expansion of the
existing inter partes reexamination system is needed to remedy flaws in the system.
However, their advocacy suggests benefits that are unlikely to occur and overlooks likely
adverse effects on the patent and innovation systems of the United States.

This report outlined several adverse effects likely to result from the expansion of
administrative patent challenges. It showed that the changes would increase the length of
patent pendency, create uncertainty about patent validity, decrease the knowledge
disclosure necessary for innovation, increase the costs of achieving patent validation,
reduce investment in R&D, hinder efforts of U.S. universities to transfer their inventions
to the private sector, and increase strategic patenting behavior by large, established firms.

Moreover, the proposed changes would not improve patent quality, speed the
determination of patent validity or substantially reduce patent litigation costs, as the
proponents claim.

The U.S. Congress should make its decisions on patent policy informed by the evidence.
The likely adverse effects of the proposed post grant review process and expanded inter
partes reexamination process are substantial, and policymakers should take these effects
into consideration when making decisions about the pending legislation.

" The House version of the Patent Reform Act of 2009 has one additional problematic provision that
expands the definition of prior art that can be used in patent challenges. That language is not the focus of
this report.

2S. 1145, the Patent Reform Act of 2007, 110th Cong., 1st Sess. (introduced April 18, 2007); H.R. 1908,
the Patent Reform Act of 2007, 110th Cong., 1st Sess. (introduced April 18, 2007). As passed by the House
of Representatives, H.R. 1908 limited the post-grant review provision to twelve months and made the
existing inter partes reexamination process more favorable to challengers by loosening the estoppel
requirement. Because infer partes reexamination is available for the life of the patent, the effect of
loosening estoppel, along with a 12-month post grant review, would be similar to the post grant opposition
process used in Europe

®S. 515, The Patent Reform Act of 2009, introduced March 3, 2009, reported favorably by the Senate
Judiciary Committee, April 2, 2009. The House companion legislation is H.R. 1260, The Patent Reform
Act 0f 2009, introduced March 3, 2009

* http://www.uspto.gov/web/offices/com/annual/2008/2008annualreport.pdf. The number of patent
applications reported is from preliminary data.

> Lemley, M. 2001. Rational ignorance at the patent office. Northwestern University Law Review, 95 (4):
1495-1532.
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