PATENT REEXAMINATION REEXAMINED

Recent Statutory Changes May Alter
the Landscape

by Marcus J. Millet

A business client who intends to
introduce a new product may find a
patent owned by another party appears
to cover the proposed product. If a
product or process is covered by a valid
patent, the manufacture, use or sale of
the product within the United States
without permission of the patent
owner constitutes patent infringement.

A&7 uch a situation poses a serious strategic problem,

¥ because an advense judgment in a civil action for
infringement can result in an injunction against
the sale of the product, as well as an award of
damages. Thus, the clients entire investment in
the new product, and more, is at risk. A prudent
client will seek an opinion from patent counsel regarding
whether the proposed product or process would be held to
infringe the patent, and whether the patent would be held
invalid.! However, an opinion is a prediction of the outcome
of litigation; it is not a guarantee.

Until now, there has not been a satisfactory way to test such
an opinion in advance. In many cases, the only way for the
client to find out if the opinion was correct is to go ahead with
the investment required to make the product and wait for the
patentee to sue for infringement. While the client may want to
institute the litigation early, before all of the investment is at
risk, there is normally no jurisdictional basis to do so. If the
patent owner has threatened to bring an infringement suit,
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and if the client is actually prepared to
make or sell the product, a declaratory
judgment action in district court may be
available. However, if the patentee sim-
ply refrains from making any such
threat, a declaratory judgment action
cannot be successfully maintained due
to the absence of a legally cognizable
case or controversy under Article III of
the United States Constitution. Thus,
the business client has been left with the
unenviable choice of risking its invest-
ment, abandoning the project or acced-
ing to the terms, if any, the patent owner
may offer for a license.

A recently enacted change in the
patent statute® offers a new alternative
for a client faced with this choice. The
new statute makes procedural changes
in an existing administrative procedure
known as inter partes reexamination. In
some cases, the revised procedure will
provide a reasonable way for the client
to test the validity of a patent owned by
another party, without the jurisdiction-
al hurdles of the declaratory judgment
route, and without the risks inherent in
waiting for a suit by the patent owner.

The Basics

As with most issues in patent law,
reexamination focuses on the claims of
the patent. The claims are the legal def-
inition of the invention incorporated in
the patent as required by statute.? It is
the claims that define the metes and
bounds of the invention, and the limits
of the patent owner’s right to exclude
others from making, using, or selling
the invention within the United States
during the term of the patent.*

Whilé the complexities of patent
claim construction and interpretation
are enough to fill treatises and shelves of
published decisions, the basic rules for
determining infringement and validity
can be stated simply. If the product or
process incorporates all of the elements
recited in the claim, or legally cognizable
equivalents of those elements, then the

In many cases, the only
way for the client to
find out if the opinion
was correct is to go
ahead with the

investment required to

make the product and
wait for the patentee to
sue for infringement.

product or process infringes the claim. If
the accused product or process lacks one
or more elements or steps recited in the
claim, it does not infringe the claim.
Conversely, if a single product or
process made before the patentee’s date
of invention (referred to as prior art)
includes each and every element or step
included in the claim, the claim is antic-
ipated, and hence is invalid under 35
US.C. Section 102. If two or more items
of prior art taken together would have
made it “obvious,” to a person of “ordi-
nary skill in the art” at the time of the
invention to make a product or practice
a process incorporating all of the ele-
ments or steps of the claim, then the
claim is invalid under 35 U.S.C. Section
103.5 M(Sreover, the patent specification
must include a “written description” of
the invention sufficiently to “enable” a
skilled worker to practice the invention,
and must teach the “best mode” of prac-
ticing the invention known to the
inventor under 35 U.S.C. Section 112.
In a perfect patent system, there would
never be an invalid patent claim. Applica-
tions for United States patents are exam-
ined by the Patent and Trademark Office
(PTO) for compliance with legal require-
ments, including the requirements for
novelty and non-obviousness, before the
patent is granted. A PTO examiner
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reviews the claims of the patent applica-
tion and conducts a search for prior art
using sources such as PTO databases and
publicly available technical databases.
The examiner is supposed to reject a
claim that would be anticipated by the
prior art or obvious over the prior art.
Moreover, the patent applicant is obligat-
ed to tell the examiner about relevant
prior art if the applicant is aware of its rel-
evance during the application process.*
During this examination, the patent
applicant may amend his or her claims
until the examiner is satisfied the claims
are neither anticipated by the prior art
nor obvious over the prior art. The initial
examination process is an ex parte proce-
dure; only the applicant is a party, and
the public has no right to participate.

The patent examination process does
not always work perfectly. Considerable
technical understanding and search
skills are required to locate the prior art
pertinent to a highly technical inven-
tion. There are numerous examiners in
the PTO, and they have varying levels of
experience. Moreover, some of the perti-
nent prior art may be in obscure loca-
tions or in foreign languages, and some
pertinent prior art may not be available
in any public record during examina-
tion of a patent application.” Thus, it is
possible for a patent to issue with claims
that are invalid over prior art.

Ex Parte Reexamination

Since 1981, the patent statute has
permitted any person — either the
patent owner or another party — to
notify the PTO of newly found prior art
patents and publications relevant to the
claims of a patent, and ask the PTO to
reexamine the claims of the patent in
lighf of the newly found documents.?
‘There is no requirement for a case or
controversy, and hence no requirement
for a threat by the patent owner.

However, examination under this
statute is conducted on an ex parte basis,
much like the original examination
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process. If the person requesting reexam-
ination is a person other than the patent
owner, the requestor has no right to par-
ticipate in the substantive examination
process. The requestor’s role ends when
the requestor submits a paper with his or
her interpretation of the prior art and the
reasons why the prior art renders the
claims invalid. If the PTO examiner ini-
tially adopts the requestor’s position, and
issues a rejection of one or more claims,
the patent owner has the right to amend
the claims to distinguish over the prior
art; to submit arguments to the examin-
er; and to conduct personal interviews
with the examiner to explain its position.
‘I'he requestor has no right to rebut argu-
ments made by the patent owner or to
participate in interviews with the exam-
iner. Further, in ex parte reexamination,
the patent owner has the right to appeal
from an unfavorable decision by the
examiner to the PTO Board of Appeals
and Interferences and to appeal from an
unfavorable decision hy the Board to the
Court of Appeals for the Federal Circuit,
the same court that reviews the holdings
of United States District Courts in patent
infringement litigation.

In short, ex parte reexamination is a
forum favorable to the patent owner,
and unfavorable to a party who wants to
invalidate the patent. For that reason, ex
parte reexamination is not widely regard-
ed as a viable substitute for litigation if a
significant amount of money is at risk.’

Inter partes Reexamination

An alternative procedure referred to as
inter partes reexamination was introduced
in 1999. Inter partes reexamination was
and is generally similar to ex purle reex-
amination in the initial stages. The

requestor submits prior art patents and -

publications, and requests that the exam-
iner review the claims of the patent in
light of those documents. Here again, the
patent owner has the right to amend the
claims to distinguish over the prior art,
and also has the right to present argu-
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ments to the examiner. However, in an
inter partes reexamination, the requestor
has the right to reply to the comments
made by the patent owner as, for exam-
ple, to point out fallacies in the patent
owner’s arguments and to point out why
the examiner should reject the claims."
PTO rules prohibit interviews concerning
the merits in inter partes reexamination.”
Thus, unlike ex parte reexamination, the
procedure before the examiner is a sym-
metrical exchange of paper submissions
by both sides to the examiner.

As originally enacted in 1999, howev-
er, the appeal procedure in inter partes
reexamination was favorable to the
patent owner. The statute allowed either
party — the requestor or the patent
owner — to take an administrative appeal
to the PTO Board of Appeals and Interter-
ences. However, only the patent owner
had a right of appeal from the Board to
the Federal Circuit Court of Appeals.
Thus, a decision by the board holding the
claims patentable was unreviewable.”

Moreover, the requestor is statutorily
bound by the results of an inter partes
reexamination. Thus, if a claim of a
patent is held patentable in an inter
partes reexamination procedure, the
requestor cannot assert, as a defense to a
later infringement suit, invalidity of
that claim “on any ground which the
third-party requestor raised or could
have raised during the inter partes reex-
amination proceedings.”* Additionally,
the requestor is “estopped from chal-
lenging ... in any civil action any fact
determined” during the process of an
inter partes reexamination, except upon
proof of error “based on information
unavailable at the time of the inter partes
reexamination decision.”*

Thus, as initially enacted, the estoppel
effect of an adverse inter partes reexamina-
tion decision by the board was akin to
that of a final court decision against the
requestor, but the requestor had no right
of appeal to any court.- In effect, the
requestor committed his or her fate to the
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board. The inter partes reexamination
statute as initially enacted was almost
never used; a grand total of seven requests
for inter partes reexamination were filed
between 1999 and the end of 2002.

The New Statute

Effective November 2, 2002, the
statute governing inter partes reexamina-
tion was amended to provide for full
participation by the requestor in appeals
to the courts. As before, if the examiner
finds in favor of patentability, the
requestor may appeal to the PTO Board
of Appeals. Now, however, if the PTO
Board of Appeals affirms the finding of
patcntability or reverses an examiner's
finding of unpatentability, the requestor
may appeal from that decision to the
Federal Circuit. Also, if the patent owner
brings an appeal to the court from a deci-
sion unfavorable to patentability, the
requestor may participate as a party in
such appeal. For the first time, the inter
partes reexamination statute provides for
full participation by a requestor at all
stages of the proceedings.

Given that change, patent practition-
ers are beginning to consider inter partes
reexamination as a useful alternative to
district court litigation in some cases. In

_particular, some practitioners are begin-

ning to consider inter partes reexamina-
tion as a viable way to resolve the
problems posed by patents that appear
to cover proposed new products. How-
ever, there are several factors that must
be considered in deciding whether or
not to use this procedure.

Too New For You?
A very significant factor weighing

. against a decision to institute inter partes

reexamination is the novelty of the pro-
cedure. As of this writing, only 25 inter
partes reexamination proceedings have
been instituted, and none has gone to
completion (issuance of a reexamina-
tion certificate). There has not been a
single reported court or administrative



decision directly interpreting the inter
partes reexamination statute. For exam-
ple, the only available guidance as to
the scope of the estoppels arising from
the procedure comes from the legisla-
tive history and the plain text of the
statute. In this environment, counsel
may be hesitant to invoke this proce-
dure in a do or die situation. Instead, we
are likely to see progressively greater use
of these provisions as an alternative to
litigation in matters of progressively
greatet value.

Presumption and Fact Finder

From the point of view of the party
challenging validity, perhaps the most
significant factor in favor of inter partes
reexamination is that in litigation
before the district court, a pdatent claim
is presumed valid, and the party assert-
ing invalidity has the burden of provid-
ing all of the facts necessary to establish
invalidity by clear and convincing evi-
dence.’* The presumption and the bur-
den of proof are accentuated by the fact
that, in a district court litigation, the
trier of fact may be a jury of lay individ-
uals, unused to dealing with technical
matters and entirely unfamiliar with the
requirements for patentability. At trial,
the patentee’s arguments that
patentability of the claims was already
considered by an expert government
official is reinforced by the judge’s

charge as to the presumption of validity

and the need for clear and convincing
evidence to establish invalidity. It is dif-
ficult to overstate the combined impact
of these factors on validity challenges in
district court litigation. Suffice it to say
that these factors weigh strongly against
a holding of invalidity based on prior
art in district court litigation.

By contrast, inier parles reexainina-
tion proceedings almost certainly will
not involve a presumption of validity.
Ex parte reexamination proceedings do
not involve such a presumption.” The
statutory language covering this aspect

of procedure in inter partes reexamina-
tion is identical to the statutory lan-
guage governing ex parte reexamination
procedure relied upon by the court in
Etter, and thus the same result is expect-
cd to apply.”

Of at least equal importance, the fact
finder in reexamination is a patent
examiner or, on appeal to the board, a
panel of three administrative patent
judges. These individuals’ daily work
involves rejecting claims on the basis of
prior art. A technical prior art defense,
based on close reading of obscure pas-
sages in reference patents, would be
expected to have far greater appeal to a
patent examiner or a board member
than to a lay jury.

Moreover, claims in inter partes reex-
amination almost certainly will be given
their broadest reasonable claim con-
struction, at least at the Federal Circuit
level. This is the standard applied in ini-
tial examination and in ex parte reexam-
ination.® A broad construction of the
patent claim makes it easier to invali-
date the claim, and may require the pat-
entee to narrow its claims, thus making
it easier to avoid infringement. Here
again, regardless of the formal standard
to be applied on appcllate revicw, patent
examiners routinely interpret claims
and routinely insist on explicit language
in the text of the claim itself supporting
any supposed distinction between the
claim and the prior art.

A Partial Forum

Reexamination proceedings, includ-
ing inter partes reexamination, are limit-
ed only to consideration of prior art
patents and printed publications.? The
prior art, which can be used to invali-
date a patent claim in a district court,
includes unpublished items of prior art
such as public uses and sales of the
invention or a similar invention. Such
non-published prior art simply cannot
be considered in a reexamination pro-
ceeding. Moreover, grounds for invalidi-
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ty other than anticipation or obvious-
ness over the prior art, such as indefi-
niteness of the claims or an inadequate
specification, likewise cannot be raised
in a reexamination proceeding.”

-The scope of reexamination proceed-
ings is further limited by the require-
ment that the patents and publications
raise a “substantial new question of
patentability,” i.e., a question not previ-
ously considered. However, that require-
ment has been significantly relaxed;
almost anything other than a recapitu-
lation of rejections and arguments made
during earlier examination apparently
will constitute a substantial new ques-
tion under current law.?

The limitations on the scope of reex-
amination, however, also limit the
scope of the estoppels arising from reex-
amination. For example, if a party
believes that an adverse patent is invalid
over prior patents and publications, and
is additionally invalid as anticipated by
prior public use or sale, the party can
bring an inter partes reexamination
based on the prior publications. The
party will not be estopped in later dis-
trict court litigation from asserting that
the patent claim is invalid over the prior
public use or sale, because such is not a
ground which could have been raised in
the reexamination proceeding.

The issue of whether a product or
process infringes or does not infringe
the patent claims cannot be considered
directly in reexamination. However, the
arguments and references presented in
inter partes reexamination may force the
patentee to narrow the scope of the
patent claims by adding a new element
to the claim that is not present in the
product. In this case, the product will be
held not to infringe the claim if the pat-
entee brings a later district court action
for infringement. Even if the claims are
not expressly amended, the patentee
can be forced to make statements on the
record construing the patent claims.
These statements will become part of
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the record used in claim construction in
any subsequent district court infringe-
ment litigation. The party requesting
reexamination can lose the battle for
validity of the claims before the PTO,
but win the war tor ultimate liability for
infringement. Moreover, if the patentee
is forced to make substantive amend-
ments to all of the claims, the party
adverse to the patent may entirely avoid
liability for infringement occurring
before issuance of a reexamination cer-
tificate and may be able to avoid
issuance of an injunction against con-
tinued manufacture or sale of the prod-
uct, even if the product is ultimately
held to Infringe an amended claim
which survived in reexamination.”

Cost

Inter partes reexamination is a far sim-
pler and cheaper procedure than district
court litigation.* It is conducted entirely
on the paper record — the text of the
patent itself and the text of the prior art
references. There is no oral testimony, or
even oral argument, before the examin-
er; interviews with an examiner are
flatly prohibited in inter partes reexami-
nation.>® The only opportunity for oral
advocacy is an oral hearing before the
Board of Appeals and Interferences,
where both sides may appear to present
arguments based on the written record,
and oral argument at the Federal Circuit
if a further appeal is taken.” There is no
discovery in reexamination.

All of these factors make reexamina-
tion considerably cheaper than district
court litigation. Patent litigation is
sometimes referred to as the sport of
kings, given its substantial cost. A typi-
cal district court patent litigation with
$1,000,000 to $25,000,000 at risk costs
a litigant on the order of $1,500,000,
exclusive of costs for appeal.” While
there are no comparable statistics for
inter partes r1eexamination, roughly
comparable PTO procedures commonly
cost about $100,000 per side.” This fac-

tor alone may be dispositive for the
smaller client.

As mentioned above, an inter partes
reexamination can be initiated early,
before the party seeking to challenge
the patent has made a significant invest-
ment. Unfortunately, the inter partes
reexamination proceeding (including
appeals) may not be completed in time
to allow timely introduction of the
product. The PTO goal for pendency of
reexamination proceedings is 21
months, but some ex parte proceedings
have taken several years to complete.
This time is considerably longer than
the speedier court dockets.

The Patentee’s Side

The discussion above has been given
from the point of view of the party seek-
ing to avoid liability for infringement.
Manifestly, the patent owner seeking to
secure a judgment of infringement
needs to be aware that his or her oppo-
nent may use inter partes reexamination.
If the patent owner wants to keep the
validity issue in a district court, it may
be advisable for the patent owner to
institute an action for infringement at
the earliest possible moment. The PTO
has discretion to stay an inter paries reex-
amination proceeding if litigation is
pending.” The likelihood of such a stay
probably will be enhanced if the litiga-
tion is well along before the reexamina-
tion request is received.

Perhaps the best measure a patent
owner can use to avoid a successful infer
partes reexamination, however, is to
prosecute patents carefully and thor-
oughly in the first place, with the best
possible knowledge of the prior art. In
some circumstances, it may be desirable
for the patent applicant to go beyond
the duty to inform the examiner of prior
art and actually postulate issues raised
by the prior art so the issues an oppo-
nent may use as the basis of a reexami-
nation are fully addressed during the
original examination.
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In sum, the newly strengthened inter
partes reexamination statute presents an
option that should be carefully considered
by attorneys and their business clients. &2

Endnotes

1. Additionally, if the client is aware of
adverse patents that appear relevant
to the proposed new product and
simply disregards the rights of the
patentee, the client can be held to
have willfully infringed the patent,
and can be liable for enhanced
damages, as well as the patentee’s
attorney's fees, if the product is ulti-
mately held to infringe the patent.

2. PL. 107-273, §§ 13105 and 13106,
effective November 2, 2002.

3. 35U.S.C. § 112, second §.

4. The patent owner aiso has the right
to exclude others from importing
the invention into the United States
or offering the invention for sale
within the United States, and, if the
invention is a process, the right to
exclude others from importing the
product made by the process in
some circumstances. 35 US.C. §§
154(a)(1) and 271.

5. The person of ordinary skill in the art
is a theoretical construct, much like
the “reasonable and prudent person”
in the law of negligence, except the
person of ordinary skill in the art has
the same level of skill and education
as the engineers and scientists who
work in the field of technology relat-
ed to the invention, and has theoret-
ically perfect knowledge of all of the
prior art in this technical field.

6. 37 CER. § 1.56.

For example, a U.S. patent applica-

tion filed today typically will be

published 18 months from today.

Such a patent application can be

legally available as prior art against

another patent application filed
tomorrow. However, the applica-
tion filed tomorrow may be granted
as a patent before the application
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filed today is published. In that
case, the examiner in the applica-
tion filed tomorrow may never
learn of the application filed today.
See 35 US.C. § 102(e).

35 U.S.C. §§ 301-307.

A patent owner often will request ex
parte reexamination of its own
patent if the patent owner becomes
aware of additional prior art after
the patent issues. If the claims are
held patentable over the new prior
art, it becomes more difficult for an
adverse party to win a judgment of
invalidity based on the same prior
art in a later litigation. Also, parties
other than patent owners have used
ex parte reexamination as an
adjunct to litigation or as a substi-
tute for litigation where the amount
at stake is too small to justify the
cost of litigation.

10. 35 US.C. §§ 311-314.
11. 37 C.ER. § 1.955.

12.
13.

14.
15.

16.

17.

18.

19.

20.

35 US.C. § 315 (1999).

35 US.C. § 315(c). This estoppel
does not preclude assertions of
invalidity “based on newly discov-
ered prior art unavailable to the
third-party requestor and the [PTO]
at the time of the inter partes reex-
amination proceedings.”

PL. 116-113, § 46007 (uncodified).
35 US.C. § 315(b) as amended,
PL. 107-273, § 13106.

35 US.C. § 282; eg., Juicy Whip,
Inc. v. Orange Bang, Inc., 292 E3d
728 (Fed. Cir. 2002).

In re Etter, 756 E2d 852 (Fed. Cir.
1985) (en banc).

In both cases, reexamination is to
be conducted “according to the pro-
cedures established for initial exam-
ination of a patent application.” 35
U.S.C. 8§ 313 and 305.

See In re Yamamoto, 740 F.2d 1569,
1571 (Fed. Cir. 1984).

35 U.S.C. §§ 311 and 301.

21.

22.

There is limited exception in that, If
the patent owner amends the
claims, the amended claims will be
considered for compliance with the
requirements of § 112.

The courts had interpreted the
requirement for a substantial new
question as precluding any rejection
in reexamination based solely on
prior art references that had been con-
sidered by the examiner. For example,
where the examiner had made a rejec-
tion on reference A alone and a sepa-
rate rejection on reference B alone, a
new rejection on reference A in com-
bination with reference B could not
be imposed in reexamination. In re
Portola Packaging, 110 E3d 786, 791
(Fed. Cir. 1997). That result, however,
has been legislatively overruled. “The
existence of a substantial new
question of patentability is not
precluded by the fact that a patent or

Continued on Page 54
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23.
24.

printed publication was previously
cited by ot to the Office or considered
by the Office.” 35 US.C.
§§ 303(a) and 312(a) as amended, P.L.
107-273 § 13105. Thus, the require-
ments for a substantial new question
have been lberalized significantly.
Indeed, the PTO takes the view that
even a “material new argument or
interpretation” of a reference previ-
ously applied by the examiner can
raise a substantial new question of
patentability. See Revised guidelines for
usage of previously cited/considered prior
art in reexamination proceedings, June
6, 2003; http:\\www.uspto.gov\
web\offices\pac\ dapp\opla\trcog-
notice\portolarev.html.

See 35 US.C. §§ 316 and 252,
Revised guidelines for usage of
previously cited/considered prior
art in reexamination proceedings,
June 6, 2003; http:\\www.uspto.

25.
26.

27.

28.

gov\web\offices\pac\dapp\opla\
treognotice\portolarev.html.

37 CFR. § 1.955.

In both cases, reexamination is to
be conducted “according to the
procedures _ established for initial
examination of a patént applica-
tion.” 35 U.S.C. §§ 313 and 305.
American Intellectual Property Law
Association Report of Economic
Survey, 2001.

Cost of two-party interference
through motion period, as also
reported in the American Intellectu-
al Property Law Association Report
of Economic Survey, 2001.

. 37 C.ER. § 1.987; Compare 35

US.C. § 314(c) with 35§ USC. §
305 (“special dispatch” discretionary
in inter partes reexamination).
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