Supplemental Patents and Antitrust Discussion Qutline and Memorandum

This memorandumand discussion outline provide discussion material and possible

recommendationson two topics; Orhe Relationship between Competition and Patent LawOand

Orhe Interface of Antitrust Law and Patents.O In thefirst section, BackgroundQontains

geneaa material appropriate for indusonin achapter of thereport. Possible findngsand

recommendaionsfollow. Althoughthe Commission decided notto adoptfor study theissues

discussed in the section on Antitrug Law and Patents, some information relevant to these issues

has been received, and some discussion of them may be appropriate. This doaument provides a

brief summary of what could be said based on therecord and other sources.

l. The Relationship between Competition and Patent Law

A.

¥

Background

The paent laws encourage invention by granting to those who develop new,
useful, and nonobvbusadvances in technology and design the exclusve rightto
practice theinventionfor a period of years.

Not every paentisamonopol, and nat every paent confers market power. The
Commission agrees with the Supreme Court@ holding in Independent Ink v.
Illinois Tool Works" tha courts should nat presume tha a patent confers market
power.

Nonedhdess, a paent can confer market power and therefore can limit
competition. The paent statutes recognize this passibility and contain
requirements that limit the circumstances in which paents will be awarded.
According to the Supreme Court:

Taken togeher, the novdty and nonobvbousess
requirements [to obtain a patent] express a congressiond
determinaion tha the purposes behind the Patent Clause
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[of theU.S. Conditution]’ are best served by free
competition and exploitation of either tha which is already
available to the public or that which may bereadily
discerned from pubiicly available material.O Bonito Boats,
Inc. v. Thunder Craft Boats, Inc., 489U.S. 141,150 (1989)

¥ Thus thefederal patent laws express Ca careful baance between the need to
promote innovdion and therecognition that imitation and refinement through
imitation are bath necessary to inventionitself andthevery lifebloodof a
compétitive economny.O Bonito Boats, 489U.S. at 146.

¥ Some have questioned whether the current implementation of paent law propely
maintainsthat careful bdance. Inrecentreports, the Federal Trade Commission
(OFTCQ andthe Nationd AcademiesOBoard on Science, Technology, and
Econoric Policy (INAS-STEPQ identified ways in which, amongother things
the current implementation of patent law may harm compeition. Each report
advocated legidative and other changes to address theissues they identified; some
recommendaionsare similar, others are not

¥ Certain bills are pending before Congress tha would adoptvariouschanges to the
paent system.
¥ In an amicus brief urging the Supreme Court to grant certiorari in KSR Int’l v.

Teleflex, Inc.,? the United States stated that the Federal Circuit® approach to the
non-obviousess inquiry Qunnecessarily sugains paents tha would otherwise be
subject to invdidaion as obviousO AmicusBrief, at 12. Thebrief explained tha
the Gextension of paent rights to obviouscombinaionsof familiar elements
retards rather than advances, new discoveries.O Id. at 9.

B. Possible Findingsand Recommendaions

In light of this discussion, the Commission expresses thefollowing views and makes the
following recommendaions
Possible Findings

a [1] Patents and patent law play an important role in the propeaty rights regime
essential to awell-fundioning, compditive econony.

2 U.S. CoNsT. art. |, @ 8. The Conditution authorizes Congress (jt]o promote the Progress

of Science and useful Arts, by securing for limited Timesto E Inventorstheexclusve Rightto
thar respective E Discoveries.O

3 Brief for the United States as Amicus Curiae, KSR International Co. v. Teleflex Inc. (NO.

04-1350) available at 2006 WL 1455388 May 25, 2006) The Supreme Court granted
certiorari on June26,2006.



[2] The Commission agrees with the Federal Circuit that patent and antitrudt law
Gure actudly complementary, as both are aimed at encouraging innovaion,
indugry, and competition.&

[3] How well the patent system opeates matters for compdition, however. A
failure to strike the prope baance between competition and paent law and policy
can harm innovaion and competition. For example, to grant patents on obvious
inventionsmay harm compstition and innovaion by lowering thevalue of
creating a non-obviousinvention.

a [a] Holders of valid paents may berequired to defend againg theclaims
in a paent granted on obvioussubject matter, thuscaudng litigaion cogs
that are adrain onthesystem.

a [b] Thegrant of patents on obvioussubject matter increases therisk tha
paent holdersfor trivial ideas could expropriate the value of thetrue
innovdion.

a [c] To grant paents on obviousinventionsmay sow follow-oninnovdion

by discouraging firms from conduding research and development out of
fear tha they may beinfringng the obviouspatent.

a [d] A paent holder may need to pay roydoties to the holder of a patent on
obvioussubject matter, thusdistorting the incentive system tha the patent
system was designed to provide

a [e] To avoid litigaionfor theinfringement of, or the payment of roydties
on, paents on obvioussubject matter, firms may develop their own
patents on obvioussubject matter, so that they can cross license those
paents with others. Thismay contribute to paent proliferation and raise
compdition conarnsaboutentry bariersin indudriesin which paents
have proliferated.

Possible Recommendations

a

a

[4] The Commission expresses no view on thevalidity of the specific problems
with the patent system identified in the NAS-STEP and/or FTC reports.

[5] The Commission findstha the conaernsand problems with the patent system
identified in the NAS-STEP and/or FTC reports are well founde.

[6] Althoughthe Commission expresses no view on the validity of the specific
problems with the patent system identified in the NAS-STEP and/or FTC repotts,
it agrees tha thoe reports raise seriousissues regarding the patential effect of
problems in the patent system on competition and innovdion.

[7] The Commission recommendstha Congress serioudy consder
recommendaionsin the FTC and NAS-STEP reports with thegod of
encouraging innovdion and at the same time avoiding abuse of the patent system

4 Atari Games Corp. v. Nintendo of Am., 897F. 2d 1572,1576(Fed. Cir. 1990)
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that, onbaance, will likely deter innovaion and unreasonably restrain
competition.

a [a] In paticular, the Commission recommendstha Congress serioudy
consde theNAS-STEP and FTC recommenddionstargeted at ensuring
thequdity of paents.

a [b] The Commission furthe recommendstha Congress enaure tha the
Patent and Trademark Office is adequaely equipped to handle theburden
of reviewing paent applicationswith duecare and attention within a
reasonable time period.

a [c] TheCommission recommendstha courts and the PTO should avoid an
ovely lax application of the obviousess standad tha allows patents on
obvioussubject matter and thushams competition and innovdion.

I. The Interface of Antitrust Law and Patents

¥

A numbe of issuesrelating to the antitrug treatment of condud and transactions
involving intellectud propeaty were proposd to the Commission for study.
Several of thos are discussed in other sectionsof the Commission®@ Report
dealing with merger enforcement and single-firm condud. Othe issues, namely,
standard-setting and patent settlements, are also important, although(for reasons
explained bdow), they were notadopied for study by the Commission. Because
of theimpartance and currency of those issues, they are described briefly bdow.

Standard setting. Recent cases have identified the potential for competitive harm
when parties to standad-setting processes make mideading statements aboutor
fail to disclose the existence of intellectud propety rights relevant to a standard
unde consderation and subsequently assert their patent agang those usng tha
standad. Some firms asked the AMC to hold hearingson specific forms of joint
condud tha members of standard-setting organizationsmight take to avoid such
circumstances. For example, members of a standad-setting organization may
wish to agree jointly with patent holdersN in advance of choosng a standadN to
license at pre-set roydty rates those paents that might cover thestandad unde
development.

The Commission decided not to study thisissue because: @) alegidative solution
mightbedifficult to develop; b) aprope approach might best evolve throughthe
marketplace adgpting to existing case law (e.g., by contract amongtherelevant
patiesinvolved in standadsdevelopment); and c) future adjudicative
proceedingswould be best suited to address the uniquefacts of each case. In
paticular, several members of the Commission bdieved tha standad-setting
membersCagreements with patent hadersN in advance of standad selectionN on
pre-set roydties for paents tha cover the ultimate standad would and should be
legd unde arule of reason andysis. 1n aspeech of September 2005,FTC
Charman Deborah Mgoras outlined her view of the appropriate andysis of such
condud and generally confirmed this view.

a [8] The AMC encourages the agendes and the courts to continueto review
such condud unde therule of reason.
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Patent settlements. Patent settlementsin which the infringed firm paysthe
infringe to stay out of the market can raise significant antitrug concerns The

Commission decided notto address this issue, because it is the subject of ongoing
case law development in the courts.

a [9] Nonehdess, the Commission notes tha the cross licenang of paents
tha are subditutes for each other raises more antitrus concernsthan the
cross licengng of paentsthat are complements for each other.



