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Effective date

Except as otherwise provided, the provisions of the bill take ef-
fect 1 year following the date of enactment and shall apply to any
patent issued on or after that date.

Budgetary effects

The House bill retains a Senate provision that references a CBO
PAYGO score in The Congressional Record.

Hearings

The Committee’s Subcommittee on Intellectual Property, Com-
petition, and the Internet held 1 day of hearings on H.R. 1249. The
hearing took place on March 30, 2011. Testimony was received
from the Honorable David Kappos, Under Secretary of Commerce
for Intellectual Property and Director of the United States Patent
and Trademark Office; Steve Bartlett, President and CEO of The
Financial Services Roundtable; Steven Miller, President and Gen-
eral Counsel (Intellectual Property) for Procter & Gamble; Mark
Chandler, Senior Vice President, General Counsel, and Secretary
for Cisco; and John Vaughn, Executive Vice President of the Asso-
ciation of American Universities.

The Subcommittee also conducted three separate but related
hearings on January 25, 2011 (“How an Improved US Patent and
Trademark Office Can Create Jobs,” Serial No. 112-6), February
11, 2011 (“Crossing the Finish Line on Patent Reform—What Can
and Should be Done,” Serial No. 112-8), and March 10, 2011 (“Re-
view of Recent Judicial Decisions on Patent Law,” Serial No. 112—
20).

Given that the bill is a 6-year work in progress, the legislative
record should also reflect that the Subcommittee conducted related
hearings on patent reform in the 109th through 111th Congresses.
These hearings include the following: “H.R. 2795, the ‘Patent Re-
form Act of 2005 (June 19, 2005); “Committee Print Regarding
Patent Quality Improvement (Part I)” (April 20, 2005, Serial No.
109-11); “Committee Print Regarding Patent Quality Improvement
(Part II)” (April 28, 2005, Serial No. 109-11); “Review of US Patent
and Trademark Office Operations” (September 8, 2005, Serial No.
109-48); “Patent Quality Enhancement in the Information-Based
Economy” (April 5, 2006, Serial No. 109-99); “Patent Harmoni-
zation” (April 26, 2006, Serial No. 109-100); “Patent Trolls: Fact or
Fiction?” (June 15, 2006, Serial No. 109-104); “Oversight Hearing
on the US Patent and Trademark Office” (February 27, 2008, Se-
rial No. 110-115); “The ‘Patent Reform Act of 2007 (April 26,
2007, Serial No. 110-65); “H.R. 1260, The ‘Patent Reform Act of
2009 (April 30, 2009, Serial No. 111-92); and “The US Patent and
Trademark Office” (May 5, 2010, Serial No. 111-135).

Finally, the United States Senate Committee on the Judiciary
devoted substantial process to patent reform over the same time
period. Beginning in 2005, the Senate Judiciary Committee con-
ducted eight hearings on the subject and reported separate bills in
the 110th (S. 1145), 111th (S. 515), and 112th (S. 23) Congresses.
The full Senate passed S. 23 on March 8, 2011, by a vote of 95—
5. H.R. 1249 is substantially similar to S. 23.
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Committee Consideration

On April 14, 2011, the Committee met in open session and or-
dered the bill H.R. 1249 favorably reported with an amendment, by
a rollcall vote of 32 to 3, a quorum being present.

Committee Votes

In compliance with clause 3(b) of rule XIII of the Rules of the
House of Representatives, the Committee advises that the following
rollcall votes occurred during the Committee’s consideration of H.R.
1249.

1. Amendment #7 to the Manager’s Amendment, offered by Ms.
Lofgren. The amendment ties the commencement of an inter partes
proceeding to a claims-construction order following a “Markman”
hearing. Failed by a rollcall of 14-17.

ROLLCALL NO. 1

Ayes Nays Present

Mr. Smith, Chairman X
Mr. SENSENDIENNEL, JI. .vvoeeececvce e X

Mr. Coble
Mr. GallEZIY v
Mr. Goodlatte
ME LUNGIEN ettt X
ME. ChabOt oo

Mr. Issa
MEPENCE ..o
Mr. Forbes ..
Mr. King ... .
ME, FRanKS oo
Mr. Gohmert
MEJOFAAN .o
MEPOB e
Mr. Chaffetz
ME, GRIFFIN s
Mr. Marino
ME GOWAY v
MEROSS oo

MS. AAMS <.oooviicrc e
ME QUAYIE vt X
Mr. Conyers, Jr., Ranking Member ..........cccoeevevmreeisnneriecsesenis
ME. BEIMAN oot

Mr. Nadler
MESCOLE oo
Mr. Watt
Ms. Lofgren
Ms. Jackson Lee
MS. WAEETS oottt
Mr. Cohen
MEJONNSON oo e
ME. PIEIIUIST cooovveevieree e X
Mr. Quigley
Ms. Chu -
ME DBUECH oo X
Ms. Sanchez
Ms. Wasserman SChUlZ ........cc.ovvvvererrvvnnmeriernreiisceriiens

>

>

><X > > > > <X X<

> >< > > ><

>< >< > > < <X > <X < X<

TOtAl e 14 17

2. Amendment #11 to the Manager’s amendment, offered by Ms.
Chu. The amendment strikes the inter partes review threshold and
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retains the lower threshold of a “substantial new questions of pat-
entability.” Failed by a rollcall of 7-21.

ROLLCALL NO. 2

Ayes Nays Present

Mr. Smith, Chairman
Mr. Sensenbrenner, Jr. .......cooveveevvceevecieereere s
Mr. Coble
Mr. Gallegly
Mr. Goodlatte
Mr. Lungren
Mr. Chabot
Mr. Issa
Mr. Pence ...
Mr. Forbes ..
Mr. King ...
MEFranks ...
Mr. Gohmert
Mr. Jordan
Mr. Poe
Mr. Chaffetz X
Mr. Griffin
Mr. Marino
Mr. Gowdy
Mr. Ross
Ms. Adams
Mr. Quayle
Mr. Conyers, Jr., Ranking Member
Mr. Berman
Mr. Nadler
Mr. Scott ..
ME WAL s
Ms. Lofgren
Ms. Jackson Lee
Ms. Waters X
Mr. Cohen
MEJONNSON oo
ME. PIEIIUIST coevveriveeri e X
Mr. Quigley
MS. CRU oo X

ME DBULCH e X
Ms. Sanchez
Ms. Wasserman SChUlZ ........c..ovvvveveervrnrmerirsrieincriienes

DX > > > > > > XX XX X XX <

> >< > > >

> >< >

> >=<

>

TOMA oo 7 21

3. Manager’s amendment as amended to H.R. 1249. The man-
ager’s amendment revises the inter partes review proceeding, clari-
fies the application of the prior-user defense, and makes other im-
provements to H.R. 1249. Adopted by a rollcall of 29-2.

ROLLCALL NO. 3

Ayes Nays Present

Mr. Smith, Chairman X

Mr. Sensenbrenner, Jr. ... X
Mr. Coble X

Mr. Gallegly X

Mr. Goodlatte X

Mr. Lungren X

Mr. Chabot X

Mr. Issa

Mr. Pence ... X

Mr. Forbes .. X
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ROLLCALL NO. 3—Continued

Ayes Nays Present

Mr. King ... X
MEFranks ... X
Mr. Gohmert
Mr. Jordan
Mr. Poe X
Mr. Chaffetz
Mr. Griffin
Mr. Marino
Mr. Gowdy
Mr. Ross
Ms. Adams
Mr. Quayle
Mr. Conyers, Jr., Ranking Member X
Mr. Berman
Mr. Nadler X
Mr. Scott ..
ME WAL s X
Ms. Lofgren
Ms. Jackson Lee
Ms. Waters
Mr. Cohen
MEJONNSON oo
ME, PIETTUIST oot
Mr. Quigley
MS. CRU oo
ME DBUECH oo
Ms. Sanchez
Ms. Wasserman SChUlZ ........cc.ovvvvereevvrnrmeriinereeinerrieenes

>

>< >< >< >< >

>

>

>< > >< >< <X < > X<

TOEA oo 29 2

4. Amendment #8 to H.R. 1249, offered by Mr. Goodlatte. The
amendment precludes the use of supplemental examination by any
patent holder who attempts to practice or practices fraud on the
USPTO. The amendment passed by a rollcall of 21-9, with one vote
recorded as “present” and one vote recorded as “pass.”

ROLLCALL NO. 4

Ayes Nays Present

Mr. Smith, Chairman X
Mr. Sensenbrenner, Jr. ...
Mr. Coble
Mr. Gallegly X
Mr. Goodlatte
Mr. Lungren
Mr. Chabot X
Mr. Issa X

Mr. Pence ... X
Mr. Forbes ..
Mr. King ... X
ME, FrankS ..o X
Mr. Gohmert
Mr. Jordan
Mr. Poe
Mr. Chaffetz
Mr. Griffin
Mr. Marino
Mr. Gowdy
Mr. Ross
Ms. Adams
Mr. Quayle

> >

> ><

>

>< >< >< >< <X < X<
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ROLLCALL NO. 4—_Continued

Ayes Nays Present

Mr. Conyers, Jr., Ranking Member
Mr. Berman
Mr. Nadler
Mr. Scott
ME WAL s
Ms. Lofgren
Ms. Jackson Lee X
Ms. Waters
Mr. Cohen Pass
Mr. Johnson X

ME. PIEIIUIST cooovveoiveevi e X

Mr. Quigley
Ms. Chu X
Mr. Deutch X

Ms. Sanchez
Ms. Wasserman SChUlZ ........c..oovvveeerverrrmerinnreeincirinnes

>< >< >< >< >< <

>

Total ... 21 9

5. Amendment #15 to H.R. 1249, offered by Ms. Lofgren. The
amendment strikes the supplemental examination provision from
the bill. Failed by a rollcall of 8-21.

ROLLCALL NO. 5

Ayes Nays Present

Mr. Smith, Chairman X
Mr. Sensenbrenner, Jr. ..o

Mr. Coble
Mr. Gallegly
Mr. Goodlatte
Mr. Lungren
Mr. Chabot
Mr. Issa
Mr. Pence ...
Mr. Forbes ..
Mr. King
Mr. Franks X
Mr. Gohmert
Mr. Jordan
Mr. Poe
Mr. Chaffetz
Mr. Griffin
Mr. Marino
Mr. Gowdy
Mr. Ross
Ms. Adams
Mr. Quayle
Mr. Conyers, Jr., Ranking Member
Mr. Berman
Mr. Nadler
Mr. Scott
ME WAL s
Ms. Lofgren
Ms. Jackson Lee X
Ms. Waters
Mr. Cohen X
Mr. Johnson
ME, PIETTUIST oot
Mr. Quigley
Ms. Chu
Mr. Deutch
Ms. Sanchez

> > > > > >

>< > >< ><

>

>

>< ><X >< >< < ><

><X > >< > > <
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ROLLCALL NO. 5—Continued

Ayes Nays Present
Ms. Wasserman SChURZ ..o X
TORAL oo 8 21

6. Amendment #1 to H.R. 1249, offered by Mr. Conyers. The
amendment limits the application of the business method patent
program. Failed by a rollcall of 11-24.

ROLLCALL NO. 6

Ayes Nays Present

Mr. Smith, Chairman X
Mr. Sensenbrenner, Jr. ......cooevoeveeemvecineeere s X

Mr. Coble
Mr. Gallegly
Mr. Goodlatte
Mr. Lungren X
Mr. Chabot
Mr. Issa
Mr. Pence ...
Mr. Forbes ..
Mr. King ...
MEFranks ... X
Mr. Gohmert
Mr. Jordan
Mr. Poe
Mr. Chaffetz
Mr. Griffin
Mr. Marino
Mr. Gowdy
Mr. Ross
Ms. Adams
Mr. Quayle
Mr. Conyers, Jr., Ranking Member
Mr. Berman
Mr. Nadler X
Mr. Scott .. X
ME WAL s X
Ms. Lofgren X

Ms. Jackson Lee X

Ms. Waters
Mr. Cohen X

MEJONNSON oo

ME. PIEIIUIST cooovvevvecriec e X
Mr. Quigley
MS. CRU oo
ME DBUECH oo X
Ms. Sanchez X

Ms. Wasserman SChURZ ........coocurvvereneirineeneciiscennns

> >< >

> >< >< >< ><

> > > > > > > > > >

> ><

> ><

TOMAl oo 11 24

7. Reporting H.R. 1249 as amended. The bill bolsters funding for
the USPTO, switches the United States to a first-to-file patent sys-
tem, and makes further improvements to the Patent Act. Reported
by a rollcall of 32-3.

ROLLCALL NO. 7

Ayes Nays Present

Mr. Smith, Chairman X
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ROLLCALL NO. 7—_Continued

Ayes Nays Present

Mr. Sensenbrenner, Jr. ..ot X
Mr. Coble
Mr. GalIBZIY v

Mr. GOOAIAE ..ooeeeeeerece e
ME LUNGIEN ettt
ME. ChabOt oo e
Mr. Issa
MEPENCE ..o
MEFOMDES .o
ME KNG oo X
ME, FRanKS oo

ME. GORMEMt .o
MEJOFAAN .o
MEPOB et
Mr. Chaffetz oo

ME, GRIFFIN s

Mr. Marino
ME GOWAY v
Mr. Ross
Ms. Adams .......
ME QUAYIE vt
Mr. Conyers, Jr., Ranking MEMDET .......cc.ovmerveeieiieieieces e X
ME. BEIMAN oottt
Mr. Nadler
MESCOLE oo
Mr. Watt
Ms. Lofgren
Ms. Jackson Lee
MS. WAEETS oot
ME CONBN e
MEJONNSON oo e
ME. PIEIIUIST coevveriveeri e
ME QUIBIEY oo s

MS. CRU oo
ME DBUECH oo
Ms. Sanchez
Ms. Wasserman SChUlZ ........cc.vvvvererruvnnmeriirnreiincerinnnes

>< >< >< >< >< < > X<

>< > 3K >< >< >< > >< <X X X<

>< >< ><X >< >< ><

>

>< ><X < >< X<

TORAL oot 32 3

Committee Oversight Findings

In compliance with clause 3(c)(1) of rule XIII of the Rules of the
House of Representatives, the Committee advises that the findings
and recommendations of the Committee, based on oversight activi-
ties under clause 2(b)(1) of rule X of the Rules of the House of Rep-
resentatives, are incorporated in the descriptive portions of this re-
port.

New Budget Authority and Tax Expenditures

Clause 3(c)(2) of rule XIII of the Rules of the House of Represent-
atives is inapplicable because this legislation does not provide new
budgetary authority or increased tax expenditures.

Congressional Budget Office Cost Estimate

In compliance with clause 3(c)(3) of rule XIII of the Rules of the
House of Representatives, the Committee sets forth, with respect to
the bill, H.R. 1249, the following estimate and comparison prepared
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by the Director of the Congressional Budget Office under section
402 of the Congressional Budget Act of 1974:

U.S. CONGRESS,
CONGRESSIONAL BUDGET OFFICE,
Washington, DC, May 26, 2011.
Hon. LAMAR SMITH, CHAIRMAN,
Committee on the Judiciary,
House of Representatives, Washington, DC.

DEAR MR. CHAIRMAN: The Congressional Budget Office has pre-
pared the enclosed cost estimate for H.R. 1249, the “America In-
vents Act.”

If you wish further details on this estimate, we will be pleased
to provide them. The CBO staff contact is Susan Willie.

Sincerely,
DoucLAS W. ELMENDOREF,
DIRECTOR.

Enclosure.

cc: Honorable John Conyers, Jr.
Ranking Member

H.R. 1249—America Invents Act.
SUMMARY

H.R. 1249 would amend the law that governs how the Patent and
Trademark Office (PTO) awards patents. Among other things, the
bill would alter the rule that prioritizes the award of a patent from
the “first to invent” to the “first inventor to file.” As a result, PTO
would change certain procedures it follows in awarding patents.
The bill also would establish new review procedures that would
allow individuals to challenge the validity of a patent and would
modify PTO’s authority to collect and spend fees.

CBO estimates that enacting the bill would reduce net direct
spending by $725 million and revenues by $8 million over the
2011-2021 period. Most of the change in direct spending would re-
sult from providing PTO with permanent authority to collect and
spend certain fees. In total, the changes would decrease budget
deficits by $717 million over the 2011-2021 period. Because enact-
ing the legislation would affect direct spending and revenues, pay-
as-you-go procedures apply. CBO estimates that implementing H.R.
1249 would have a discretionary cost of $446 million over the
2011-2016 period, assuming appropriation of the necessary
amounts.

H.R. 1249 would impose both intergovernmental and private-sec-
tor mandates, as defined in the Unfunded Mandates Reform Act
(UMRA), on certain patent applicants and other entities. The bill
also would preempt the authority of state courts to hear certain
patent cases. Based on information from PTO, CBO estimates that
the costs of complying with those mandates would exceed the an-
nual threshold for private-sector mandates established in UMRA
($142 million in 2011, adjusted annually for inflation) in each of
the first 5 years the mandate is in effect. CBO estimates that the
cost to state, local, and tribal governments would fall below the an-
nual threshold established in UMRA ($71 million in 2011, adjusted
annually for inflation).
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ESTIMATED COST TO THE FEDERAL GOVERNMENT

The estimated budgetary impact of H.R. 1249 is shown in the fol-
lowing table. The costs of this legislation fall within budget func-
tion 370 (commerce and housing credit).
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BASIS OF ESTIMATE

For this estimate, CBO assumes that the bill will be enacted
near the end of fiscal year 2011, the necessary amounts will be ap-
propriated each year, and spending will follow historical patterns
for the PTO. Further, CBO assumes that most of the bill’s provi-
sions would be effective 1 year after the date of enactment.

H.R. 1249 would change the basis that PTO uses to award pat-
ents. Under current law, where two or more persons independently
develop identical or similar inventions at approximately the same
time, the patent is awarded to the inventor PTO established to be
first through PTO’s examination process. H.R. 1249 would direct
PTO, under the same circumstances, to award the patent to the in-
ventor whose application to PTO had the earliest filing date.

H.R. 1249 also would provide PTO with permanent authority to
collect and spend certain fees, shifting collections and spending out
of the PTO appropriation account and into a revolving fund. Fur-
ther, H.R. 1249 would direct PTO’s collections to be recorded in the
budget as offsetting receipts, that is, offsets to direct spending.
Under current law, PTO is authorized to collect fees from the pub-
lic for specific activities related to processing applications for pat-
ents and trademarks. The agency assesses and collects fees for a
number of different activities, and the rate for each is set in law.
Currently, authority to collect and spend those fees is provided in
annual appropriation acts, and the fees are classified as offsets to
the agency’s discretionary spending levels. For 2011, PTO received
a gross appropriation of $2,016 million, and CBO estimates the
agency will collect fees of $2,198 million that year to more than off-
set that appropriation.

Direct Spending

Based on information from PTO and other agencies, CBO esti-
mates that enacting H.R. 1249 would reduce net direct spending by
about $0.7 billion over the 2012-2021 period. Provisions of the bill
that would reclassify PTO spending and broaden the agency’s
workload would increase spending by $30.9 billion over the 2012—
2021 period. Other provisions of the bill would decrease direct
spending (by changing the amount of collections classified as offsets
to direct spending) by $31.6 billion over the same period.

Reclassification of PTO Spending. Because PTO’s spending
would no longer be controlled by the availability of appropriated
funds, H.R. 1249 would make all of the agency’s fee collections per-
manently available for spending. Based on historical growth in the
number of applications filed for patents and trademarks and histor-
ical spending patterns, we estimate that enacting those provisions
of H.R. 1249 would increase gross direct spending by about $29.7
billion over the 2012-2021 period.

New and Amended PTO Processes. H.R. 1249 would establish
two new procedures to review or update patents and amend one
process already available under current law to review existing pat-
ents. PTO would be authorized to collect fees to offset much of the
costs associated with those activities. Based on information from
PTO, CBO estimates that those new and amended processes, taken
together, would increase direct spending by $1.1 billion over the
2012-2021 period.
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Specifically, the bill would:

o Establish a new procedure, known as post-grant review, to
review the validity of a patent. This option generally would
be available within 12 months of the date the patent was
issued and would take place in a court-like proceeding in
which both the challenger and the owner of the patent
present information regarding the validity of a patent. CBO
estimates that implementing this new process would in-
creasg direct spending by $140 million over the 2012-2021
period.

e Establish a new procedure that would allow patent holders
to request that PTO review an existing patent to consider,
reconsider, or correct information believed to be relevant to
the patent. Should this supplemental review raise a new
question of patentability, PTO would then reexamine the
patent. CBO estimates that the supplemental reviews and
the additional reexaminations that would result under the
bill would increase direct spending by $758 million over the
2012-2021 period.

e Amend a process already existing under current law, inter
partes reexamination, to expand the universe of patents that
could be challenged through this proceeding but also limit
the time period during which such a challenge could be
raised. CBO estimates that implementing the changes to
inter partes reexamination procedures would increase direct
spending by $251 million over the 2012-2021 period.

PTO Administrative Costs. As a result of the switch to a
“first-to-file” principle for granting patents, PTO would incur addi-
tional administrative costs, including updating its information tech-
nology systems, training staff, and preparing several reports for the
Congress. Further, the bill would require PTO to establish at least
three additional satellite offices in different regions throughout the
country. CBO estimates that those changes would cost $18 million
over the 2012—-2021 period.

Reclassification of PTO Fees. As noted above, the bill would
permanently authorize PTO to set and collect fees and would direct
those collections to be recorded in the budget as offsetting receipts
(credits against direct spending). Further, the bill would amend
current law to permanently increase fee rates that have been tem-
porarily authorized in annual appropriation acts since 2005 and
authorize PTO, after specified public notice and comment periods,
to set fee rates at levels sufficient to cover the agency’s operating
costs.

Based on information from PTO and historical patterns of collec-
tions, CBO estimates that enacting H.R. 1249 would result in col-
lections of $31.6 billion over the 2012-2021 period. Most of that
amount, about $30.5 billion, would stem from the reclassification of
the fees from offsets to discretionary spending to offsetting receipts
and from PTO’s new authority to set fees to recover costs; the bal-
ance, about $1.1 billion, would result from increases in fee collec-
tions related to the increases in the agency’s workload.

Electronic Filing Incentive. In addition to fees PTO collects
under current law, H.R. 1249 would establish a new fee that would
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be charged to patent applicants that do not use electronic means
to file an application. Based on information from PTO, CBO esti-
mates that about 5,000 paper applications, on average, would be
filed per year, generating collections of about $17 million over the
2012-2021 period. The bill would direct those collections to be re-
corded as offsets to direct spending and would make them unavail-
able for spending by PTO.

Funding Agreements. H.R. 1249 would change the amount of
royalties or income earned by certain contractors that is required
to be remitted to the federal government. Under current law, fund-
ing agreements between the federal government and contractors
operating government-owned, contractor-operated (GOCO) labora-
tories allow contractors to retain, up to a certain threshold, all roy-
alty and other income earned from patents received as a result of
work performed under the contract. Beyond that, 75 percent of roy-
alties or income earned above the threshold must be returned to
the U.S. Treasury. The royalties returned to the Treasury are re-
corded as offsetting receipts. H.R. 1249 would reduce the amount
deposited into the Treasury to 15 percent.

Currently, only one entity operating a GOCO laboratory returns
royalties and license fees to the federal government. Over the past
several years, the Ames Laboratory, operated by Iowa State Uni-
versity, has returned to the Treasury approximately $1 million a
year in license fees earned from patents awarded under its contract
with the federal government. CBO estimates that reducing the per-
centage of income that is returned to the Treasury would reduce
offsetting receipts (and thus increase direct spending) by about $4
million over the 2011-2021 period.

REVENUES

H.R. 1249 would change how certain patent cases, known as
false marking cases, are handled by the court system. False mark-
ing cases are brought when a defendant is accused of incorrectly
claiming a product’s right to certain patent protection. Under cur-
rent law, such cases can be brought by any person on behalf of the
government; the government receives half of the value of any fines
or amount paid as part of a court-mediated settlement, with the
person bringing the case receiving the other. H.R. 1249 would per-
mit competitors to recover damages for the competitive harm
caused by a defendant’s false marking but would eliminate the op-
tion for individuals to seek fines on behalf of the government by
stating that only the United States can sue for a civil penalty. H.R.
1249 would further specify that a defendant would not be liable for
a false marking suit if the patent involved either expired within 3
years of the alleged false marking or if the word ’expired’ were
added to the claim of patent protection.

Information from the Department of Justice (DOJ) indicates that
in 2010, the government collected fines (recorded as revenues) of
about $3 million from false marking cases. Under current law, CBO
expects that a diminishing number of new cases will be filed
through 2011 and beyond, as courts define stricter standards for
proving 'intent to deceive’ on the part of the defendant, and as com-
panies rectify their patent marking procedures in response to the
risk of litigation. Based on information from DOdJ, CBO estimates
that about a third of currently pending cases will eventually be set-
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tled in court; we expect the rest to be dismissed with no monetary
settlement. Thus, CBO estimates that under current law, by 2014,
federal revenues from those cases will drop to less than $500,000
a year.

By changing both who can litigate and their incentives for doing
so, H.R. 1249 would significantly reduce both the pending caseload
and the number of future cases filed. Therefore, CBO estimates
that enacting the bill would reduce federal revenues by $7 million
over 3he 2011-2016 period and by $8 million over the 2011-2021
period.

Spending Subject to Appropriation

H.R. 1249 would provide PTO with permanent authority to col-
lect fees and spend those collections thus changing the budgetary
classification of those fees and spending. Under that permanent au-
thority, PTO fees would be recorded as offsetting receipts rather
than as offsets to discretionary spending. As a result of the reclas-
sification, CBO estimates that this provision would decrease discre-
tionary spending by $10.4 billion and offsetting collections by about
$10.8 billion over the 2012-2016 period. On net, CBO estimates
that implementing this provision would increase net discretionary
spending by $445 million over the 5-year period, assuming that ap-
propriation actions consistent with H.R. 1249 are enacted.

H.R. 1249 also would require the Small Business Administration
to prepare a study of the effects on small businesses of eliminating
the use of dates of invention for determining entitlement to a pat-
ent. The results of the study would be included in a report to the
Congress due 1 year after enactment of the bill. In addition, H.R.
1249 would require the Government Accountability Office to con-
duct a study on the implementation of the bill’s provisions by PTO;
a report on the results of the study would be due 4 years after en-
actment of the bill. Based on information from the affected agen-
cies, CBO estimates that those reporting requirements would cost
$1 million over the 2012-2016 period, assuming availability of ap-
propriated funds.

PAY-AS-YOU-GO CONSIDERATIONS

The Statutory Pay-As-You-Go Act of 2010 establishes budget-re-
porting and enforcement procedures for legislation affecting direct
spending or revenues. The net changes in outlays and revenues
that are subject to those pay-as-you-go procedures are shown in the
following table.
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CBO Estimate of Pay-As-You-Go Effects for H.R. 1249 as ordered reported by the
House Committee on the Judiciary on April 14, 2011

By Fiscal Year, in Millions of Dollars

2021 2011-  2011-

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2016 2021

NET INCREASE OR DECREASE (-) IN THE DEFICIT

Statutory Pay-As-

You-Go Impact 1 405 -9 44 -28 26 -27 -25 24 21 -25 598 717
Memorandum:

Changes in

Outlays 0 -408 -98 45 -28 -26 27 -25 -24 21 -25 605 725
Changes in

Revenues -1 -3 -2 -1 0 0 0 0 0 0 0 -7 -8

Note: Components may not sum to totals because of rounding.

INTERGOVERNMENTAL AND PRIVATE-SECTOR IMPACT

H.R. 1249 would impose both intergovernmental and private-sec-
tor mandates, as defined in UMRA, on certain patent applicants
and other entities. The bill also would preempt the authority of
state courts to hear certain patent cases. Based on information
from PTO, CBO estimates that the costs of complying with those
mandates would exceed the annual threshold for private-sector
mandates established in UMRA ($142 million in 2011, adjusted an-
nually for inflation) in each of the first 5 years the mandate is in
effect. CBO estimates that the costs to state, local, and tribal gov-
ernments would fall below the annual threshold established in
UMRA ($71 million in 2011, adjusted annually for inflation).

Mandates That Apply to Both Public and Private Entities

PTO fees. H.R. 1249 would impose a mandate on both public
and private entities by allowing PTO to set or adjust certain fees
and by permanently extending other fee increases that are set to
expire at the end of fiscal year 2011. The requirement to pay those
fees is a mandate because the federal government controls the pat-
ent and trademark systems, and no reasonable alternatives to the
systems exist.

Based on information from PTO, CBO estimates that the total
cost to comply with the mandate would range from about $220 mil-
lion in 2013 to about $350 million in 2017, with less than $1 mil-
lion of those costs accruing to public entities and the rest accruing
to private entities.

Restricting Prior-Use Defense. H.R. 1249 would prohibit pub-
lic and private entities from using the prior-use defense to patent
infringement claims for business processes brought by a university
or technology-transfer organization. Consequently, public and pri-
vate entities that have been using business processes which are
later patented by a university or technology-transfer organization
would no longer be eligible to use those processes without permis-
sion from the patent holder. That restriction would be an intergov-
ernmental and private-sector mandate. The cost of the mandate
would be the cost to purchase a license from the patent holder, or
the amount of net income the entity would lose as a result of no
longer being able to use that patent commercially. Based on the
small number of public entities that use business methods, CBO es-
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timates that the cost to comply with the mandate would be small
for public entities. According to information from industry experts,
the prior-use defense has never been asserted in a recorded case
and therefore it is likely that the use of such a defense would be
uncommon. Consequently, CBO estimates that the cost to comply
with the mandate for private entities would probably be small.

Mandate That Applies to Public Entities Only

H.R. 1249 would preempt the authority of state courts to hear
certain patent cases. That provision would be an intergovernmental
mandate as defined in UMRA. While it would limit the authority
of state courts, CBO estimates that it would impose no duty on
states that would result in additional spending.

Mandate That Applies to Private Entities Only

The bill also would impose a mandate on patent applicants by
prohibiting certain tax strategies from being patented. The prohibi-
tion would apply to any application pending on the date of enact-
ment and any application submitted for such a patent after that
date. CBO has no basis for estimating the net income that would
be forgone by a patent applicant for not receiving such a patent.
Therefore, the cost to private entities to comply with this mandate
is uncertain.

PREVIOUS CBO ESTIMATE

On March 8, 2011, CBO transmitted a pay-as-you-go estimate for
S. 23, the America Invents Act, reflecting a number of amendments
adopted prior to Senate passage of the bill. One amendment would
provide permanent authority to PTO to collect and spend fees. CBO
estimated that enacting S. 23 would reduce budget deficits by $750
million over the 2011-2021 period.

On March 1, 2011, CBO transmitted a cost estimate for S. 23,
the Patent Reform Act of 2011, as ordered reported by the Senate
Committee on the Judiciary on February 3, 2011. That version of
the legislation would not provide permanent authority to PTO to
collect and spend fees. CBO’s estimates of the House and Senate
bills reflect those differences. The mandates contained in both the
House and Senate bills are the same, except for the mandate re-
garding prior-use defense, which is only in H.R. 1249.

ESTIMATE PREPARED BY:

Federal Spending: Susan Willie

Federal Revenue: Kalyani Parthasarathy

Impact on State, Local, and Tribal Governments: Elizabeth Cove
Delisle

Impact on the Private Sector: Paige Piper/Bach

ESTIMATE APPROVED BY:

Theresa Gullo

Deputy Assistant Director for Budget Analysis
Frank Sammartino

Assistant Director for Tax Analysis
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Performance Goals and Objectives

The Committee states that pursuant to clause 3(c)(4) of rule XIII
of the Rules of the House of Representatives, H.R. 1249 modernizes
US patent law to improve the operations of the US Patent and
Trademark Office, inhibit frivolous patent lawsuits, protect the
rights of all inventors, and spur innovation as a means to create
American jobs and raise standards of living.

Advisory on Earmarks

In accordance with clause 9 of rule XXI of the Rules of the House
of Representatives, H.R. 1249 does not contain any congressional
earmarks, limited tax benefits, or limited tariff benefits as defined
in clause 9(e), 9(f), or 9(g) of Rule XXI.

Section-by-Section

Section 1. Short title; table of contents.
This Act may be cited as the “America Invents Act.”

Section 2. Definitions.

Section 2 defines the following terms: “Director,” “Office,” “Patent
Public Advisory Committee,” “Trademark Act of 1946,” and “Trade-
mark Public Advisory Committee”.

Section 3. First inventor to file.

Subsection (a)—§ 100 is amended to include definitions for addi-
tional terms, including “effective filing date.”

Subsection (b)—§ 102 is amended to make an invention’s priority
date its effective filing date. This change moves the United States
to the first-to-file system. New section 102(b) preserves the grace
period, ensuring that during the year prior to filing, an invention
will not be rendered unpatentable based on any of the inventor’s
own disclosures, or any disclosure made by any party after the in-
ventor has disclosed his invention to the public. Section 102(c) re-
codifies the CREATE Act, and section 102(d) defines the effective
filing date of a patent or application that is cited as prior art to
a claimed invention.

Subsection (¢c)—§103 is amended consistent with moving to a
first-to-file system. Existing subsection (a) is amended slightly; sub-
section (b) is deleted because it is no longer needed; subsection (c),
which is the CREATE Act, has been moved to § 102.

Subsection (d)—Repeals § 104 (Inventions Made Abroad).

Subsection (e)—Repeals § 157 (Statutory Invention Registration).

Subsection (l—Amends § 120 related to filing dates to conform
with the CREATE Act.

Subsection (g)—Makes various conforming amendments.

Subsections (h), (i) & (j)—Repeals interference proceeding and
makes conforming changes to §291. Amends § 135(a) and provides
for a “derivation proceeding,” designed to determine the inventor
with the right to file an application on a claimed invention. An ap-
plicant requesting a derivation proceeding must set forth the basis
for finding that an earlier applicant derived the claimed invention
and without authorization filed an application claiming such inven-
tion. The request must be filed within 1 year of the date of first
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publication of an application for a claim that is substantially the
same as the claimed invention. The Patent Trial and Appeal Board
(the “Board”) shall determine the right to patent and issue a final
decision thereon. Decisions of the Board may be appealed to the
Federal Circuit, or to district court pursuant to § 146.

Subsection (k)—Paragraph (1) amends §32 of the Patent Act
(“suspension or exclusion from practice”) by placing time limita-
tions on the commencement of a proceeding. Paragraph (2) imposes
a reporting requirement on the Director regarding instances of mis-
conduct before the agency and how they were addressed.

Subsection (1)-Contains a provision for a study regarding first-
to-file to be conducted by the Small Business Administration and
the USPTO.

Subsection (m)—Requires a study of prior user rights.

Subsection (n)—Contains an effective date provision.

Subsection (0)—Contains a study of patent litigation and its ef-
fect on the patent system.

Subsection (p)—Sets forth the sense of Congress that the first-to-
file system promotes the purposes of Article I, section 8, clause 8,
of the US Constitution.

Subsection (q)—Sets forth the sense of Congress that the first-to-
file system promotes harmonization of the US and other patent
systems.

Section 4. Inventor’s oath or declaration.

The section streamlines the requirement that the inventor sub-
mit an oath as part of a patent application, and makes it easier for
patent owners to file applications.

Subsection (a)—Section 115 is amended to permit an applicant to
submit a substitute statement in lieu of the inventor’s oath or dec-
laration in certain circumstances, including if the inventor is (i) un-
able to do so, or (ii) unwilling to do so and is under an obligation
to assign the invention. A savings clause provides that failure to
comply with the requirements of this section will not be a basis for
invalidity or unenforceability of the patent if the failure is rem-
edied by a supplemental and corrected statement. False substitute
statements are subject to the same penalties as false oaths and
declarations.

Subsection (b)—Section 118 is amended to allow the person to
whom the inventor has assigned (or is under an obligation to as-
sign) the invention to file a patent application. A person who other-
wise shows sufficient proprietary interest in the invention may file
a patent application as an agent of the inventor to preserve the
rights of the parties.

Section 5. Defense to infringement based on earlier inventor.

Section 5 amends § 273 of the Patent Act, which addresses prior-
user rights, as follows:

The prior-use defense may be asserted against any patent (not
just methods), provided the person asserting the defense reduced
the subject matter of the patent to practice and commercially used
the subject matter at least 1 year before the effective filing date of
the patent. However, the defense cannot be asserted if the subject
matter was derived from the patent holder or persons in privity
with the patent holder. Nor can the defense be asserted unless the
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prior user both reduced the subject matter of the patent to practice
and commercially used it at least 1 year before the effective filing
date of the patent or the date that the patentee publicly disclosed
1:he1 invention and invoked the § 102(b) grace period, whichever is
earlier.

Section 5 also clarifies that a person may not assert the defense
if the subject matter of the patent on which the defense is based
was developed pursuant to a funding agreement under Chapter 18
of the Patent Act (patent rights in inventions made with Federal
assistance) or by a university or a technology transfer organization
affiliated with a university that did not receive private business
funding in support of the patent’s development.

Finally, Section 5 states that the defense may only be asserted
by the person who performed or caused the performance of the acts
necessary to establish the defense, as well as any other entity that
controls, is controlled by, or is under common control with such
person; and except for any transfer to the patent owner, the right
to assert the defense cannot be licensed or assigned or transferred
to another person except as an ancillary and subordinate part of
a good faith assignment or transfer for other reasons of the entire
enterprise or line of bsiness to which the defense relates.

Section 6. Post-grant review proceedings.

Subsections (a) and (d) enact new chapters 31 and 32, which cre-
ate adjudicative systems of post-grant and inter partes review. The
parallel sections of these new chapters are as follows:

§§311 and 321. Inter partes review may be sought on the basis
of patents and printed publications any time after a post-grant
review is concluded or, if no such review is instituted, after the
time for seeking such review has expired. Post-grant review
may be sought on any invalidity ground during the first 12
months after a patent is issue or reissued.

§§312 and 322. Petitions for review shall explain the basis for
seeking review, shall identify the petitioner’s real parties in in-
terest and privies, and shall be made publicly available as soon
as is practicable.

§§313 and 323. Patent owners may file a response to a petition
for reviewing explaining why a review should not be instituted.

§§314 and 324. Inter partes review shall not be instituted un-
less the information in the petition and response shows that
there is a reasonable likelihood that a claim would be found in-
valid. Post-grant review shall not be instituted unless the in-
formation presented in the petition, if not rebutted, shows that
it is more likely than not that a claim would be found invalid,
or the petition raises a novel or unsettled legal question that
is important to other patents or applications.

§§315 and 325. (a) Review may not be instituted if the peti-
tioner has previously filed a civil action challenging the valid-
ity of the patent. The petitioner may, however, file a declara-
tory-judgment action challenging the validity of one or more
claims in the patent on or after the day that he files the review
petition, but such action is automatically stayed until the pat-
ent owner countersues for infringement.
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(b) Inter partes review must be sought by a party within 12
months of the date when the party is served with a complaint
for infringement. If a patent owner sues for infringement with-
in 3 months of the patent’s issue, a pending petition for post-
grant review or the institution of such a proceeding may not
serve as a basis for staying the court’s consideration of the pat-
ent owner’s motion for a preliminary injunction.

(c) The Director may allow other petitioners to join an inter
partes or post-grant review.

(d) The Director may consolidate multiple proceedings or mat-
ters concerning the same patent and decline requests for re-
peated proceedings on the same question.

(e) Inter partes and post-grant petitioners are estopped from
raising in a subsequent Office proceeding any issue that they
raised or reasonably could have raised in the inter partes or
post grant review, and inter partes petitioners are also es-
topped from raising in civil litigation or an ITC proceeding any
issue that they raised or could have raised in the inter partes
review. Post-grant petitioners are only estopped from raising in
civil litigation or ITC proceedings those issues that they actu-
ally raised in the post-grant review.

(f) Post-grant review may not be used to challenge claims in
a reissue patent that are the same as or narrower than claims
in the original patent if the time for seeking review of the
original patent has lapsed.

§§316 and 326. (a) The Director shall prescribe regulations
that make the file in proceedings public; define standards for
instituting reviews; allow submission of additional information;
establish and govern review and its relationship to other pro-
ceedings; set a time limit for requesting joinder in inter partes
review; set standards for discovery; prescribe sanctions for
abuse of the proceedings; provide for protective orders for con-
fidential information; allow the patent owner to file a response
after an inter partes review has been instituted; allow the pat-
ent owner to amend the patent; provide either party with the
right to an oral hearing; and set a 1-year time limit for comple-
tion of the proceeding, with a 6-month extension for good
cause; and provide the petitioner with at least one opportunity
to file written comments after the proceeding is instituted.

(b) In prescribing regulations, the Director shall consider the
integrity of the patent system and the efficient operation of the
Office.

(c) The Patent Trial and Appeal Board shall conduct review
proceedings.

(d) The patent owner may submit one amendment with a rea-
sonable number of substitute claims, and additional amend-
ments either as agreed to by the parties for settlement, for
good cause shown in post-grant review, or as prescribed in reg-
ulations by the Director in inter partes review.

(e) The challenger shall have the burden of providing
unpatentability by a preponderance of the evidence.
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§§317 and 327. Parties may agree to settle review proceedings,
in which case estoppel shall not apply and a copy of the settlement
agreement shall be filed in the Office.

§§318 and 328. The Patent Trial and Appeal Board shall issue
a final written decision and a certificate cancelling, confirming, or
incorporating claims.

§§319 and 329. A party dissatisfied with a final written decision
may appeal to the U.S. Court of Appeals for the Federal Circuit.

Subsections (b) and (e) of section 5 make technical and con-
forming amendments.

Subsections (c) and (f) require the Director to issue regulations
implementing the new reviews within 1 year, and create transition
provisions for proceedings pending between the enactment of the
Act and the full implementation of the new reviews.

Subsection (g) amends § 301 to include written statements of the
patent owner filed in a proceedings before a Federal court or the
Office as citable prior art. The section is further amended to pro-
vide rules for submitting such statements and the limitations on
their use.

Subsection (h) amends § 303 to provide that the Director may de-
termine whether to initiate reexamination on the Director’s own
initiative based on citations by any person other than the owner of
the patent under section 301 or 302. Also, § 306 is amended to con-
form to the changes made by § 4605 of the American Inventors Pro-
tection Act of 1999, Public Law 106-113, to §§ 134 and 141 of title
35.

Section 7. Patent Trial and Appeal Board.

The Board of Patent Appeals and Interferences is replaced with
the new Patent Trial and Appeal Board (“Board”). The Board is
charged with (i) reviewing adverse decisions of examiners on appli-
cations and reexamination proceedings, (ii) conducting derivation
proceedings, and (iii) conducting the post-grant review proceedings.
This section also updates the various appeals statutes.

Section 8. Preissuance submissions by third parties.

This section amends § 122 to create a mechanism for third par-
ties to submit timely pre-issuance information relevant to the ex-
amination of the application, including a concise statement of the
relevance of the submission.

Section 9. Venue.

The venue for certain district court challenges of USPTO deci-
sions is changed from the District of Columbia to the Eastern Dis-
trict of Virginia, the district where the USPTO resides.

Section 10. Fee-setting authority.

This section gives the Director rulemaking authority to set or ad-
just any fee under §§41 and 376, and section 1113 of title 15, pro-
vided that such fee amounts are set to reasonably compensate the
USPTO for the services performed. The Director may also reduce
such fees. The Director shall consult with the patent and trade-
mark advisory committees as provided for in this section. Any pro-
posal for a change in fees (including the rationale, purpose, and
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possible expectations or benefits that will result) shall be published
in the Federal Register and shall seek public comment for a period
of not less than 45 days. The Director shall notify Congress of any
final proposed fee change and Congress shall have up to 45 days
to consider and comment before any proposed fee change becomes
effective.

Rules of construction are provided.

Section 11. Fees for patent services.

The Act includes the current patent fee schedule in the text. This
schedule represents a reference point for any future adjustments to
the fee schedule by the Director.

Section 12. Supplemental examination.

This section authorizes a new §257 of the Patent Act that ad-
dresses the “supplemental examination” of a patent to correct er-
rors or omissions in proceedings before the Office. Information that
was not considered or was inadequately considered or was incorrect
can be presented to the Office.

Under new subsection (a) of § 257, the Director must initially de-
termine whether a petitioner’s request for supplemental examina-
tion of one or more items in the request raises a new question of
patentability. The Director must make this determination within 3
months of receiving a request for supplemental examination.

Under new subsection (b), if the Director issues a certificate af-
firming that this threshold is met, a reexamination shall be or-
dered and will be conducted according to the procedures under
Chapter 30 of the Patent Act (ex parte reexamination).

New Subsection (¢) of §257 stipulates that a patent cannot be
held unenforceable on the basis of conduct relating to information
that had not been considered, was inadequately considered, or was
incorrect in a prior examination if the information was considered,
reconsidered, or corrected during the supplemental examination.
Challengers may still argue in court that the Office’s conclusion in
supplemental examination was erroneous and that the information
renders the patent invalid, but the information cannot be used to
render the patent invalid or unenforceable on the basis of inequi-
table conduct.

New subsection (c¢) also enumerates three exceptions to these
terms: (1) prior allegations involving certain new drug applications
(21 USC §355()); (2) patent enforcement actions before the Inter-
national Trade Commission or a US district court, unless the sup-
plemental examination was concluded before the date on which the
action is brought; and (3) instances in which fraud on the USPTO
was practiced or attempted.

New subsection (d) of § 257 authorizes the Director to establish
fees, by regulation, to help defray the cost of a supplemental exam-
ination, in addition to those charged pursuant to Chapter 30.

Finally, new subsection (e) clarifies that nothing in Section 12
limits the application of criminal or antitrust laws or the ability of
the USPTO Director to investigate and sanction persons or their
representatives for misconduct before the Office.
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Section 13. Funding agreements.

Clause (i) of §202(c)(7)(E) is amended to permit a nonprofit orga-
nization that has a funding agreement for the operation of a Gov-
ernment-owned-contractor-operated facility to retain 85%, rather
than 25% under current law, of licensing royalties in excess of the
amount equal to 5% of the annual budget of the facility.

Section 14. Tax strategies deemed within the prior art.

This section provides that strategies for reducing, avoiding, or
deferring tax liability shall be deemed insufficient to differentiate
an invention from the prior art. In other words, applicants will no
longer be able to rely on the novelty or non-obviousness of a tax
strategy embodied in their claims in order to distinguish their
claims from the prior art under the statutory novelty and non-obvi-
ousness requirements of those provisions.

Under the provision, the term “tax liability” refers to any liability
for a tax under any Federal, State, or local law, or law of any for-
eign jurisdiction, including any statute, rule, regulation, or ordi-
nance that levies, imposes, or assesses such tax liability.

The provision is directed to tax strategies, which are a subset of
business methods, and is not intended to deny patent protection for
an invention that consists of tax preparation software or other tools
used solely to enter data on tax or information returns or any other
filing required by a tax authority. Thus, a software program that
is novel and non-obvious as software would not be affected by this
section even though the software is used for a tax purpose. A prior-
art software program, however, could not overcome the section 102
and 103 hurdles by implementing a novel and non-obvious strategy
for reducing, avoiding, or deferring taxes.

There may be situations in which some aspects of an invention
are separable from the tax strategy. In this case, any claim that
encompasses a tax strategy will be subject to the provision and the
novelty or non-obviousness of the tax strategy will be deemed in-
sufficient to differentiate that claim from the prior art. However,
any claim that does not involve a tax strategy would not be within
the scope of the provision. In such a case, if the invention includes
claims that are separable from the tax strategy, such claims could,
if otherwise enforceable, be enforced.

Inventions that fall within the scope of the provision include
those especially suitable for use with tax-favored structures that
must meet certain requirements, such as employee benefit plans,
tax-exempt organizations, or any other entities that must be struc-
tured or operated in a particular manner to obtain certain tax con-
sequences. Thus, the provision applies if the effect of an invention
is to aid in satisfying the qualification requirements for the desired
tax-favored entity status, to take advantage of the specific tax ben-
efits offered in a tax-favored structure, or to allow for tax reduc-
tion, avoidance, or deferral not otherwise automatically available in
such entity or structure.

In general, the USPTO may seek advice and assistance from
Treasury and the IRS to better recognize tax strategies. Such con-
sultations should help ensure that patents do not infringe on the
ability of others to interpret the tax law and that implementing
such interpretations remains in the public domain, available to all
taxpayers and their advisors.
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Section 15. Best Mode Requirement.

This section amends §282(b) by removing the failure to disclose
the best mode under section 112 as a basis for canceling or holding
either invalid or unenforceable a patent claim.

Section 16. Marking.

Subsection (a) addresses virtual marking. The provision allows a
patent holder to satisfy the requirements of § 287 of the Patent Act
by affixing to a patented article the word “patent” or the abbrevia-
tion “pat.” together with an Internet address that the public can
access free of charge to determine the status of the patent. The
USPTO is also instructed to submit a report to Congress on the ef-
fectiveness of virtual marking that is due no later than 3 years
after the date of enactment.

Subsection (b) addresses false marking in the following ways: (1)
Only the United States may sue for the qui tam penalty under the
subsection. (2) A person who has suffered a competitive injury as
a result of a violation may still bring a civil action in US district
court for compensatory damages. (3) Persons or companies other-
wise liable under §292 (the false marking statute) are protected
during a 3-year window beginning on the date the patent at issue
expires. Beyond the 3-year window, persons or companies are also
protected if they place the word “patent” or “patented”, the abbre-
viation “pat.”, or the patent number either on the article or through
an Internet posting, consistent with the amendments in subsection

(a).
Section 17. Advice of Counsel.

Section 17 creates a new § 298 of the Patent Act that states that
the failure of an infringer to obtain the advice of counsel regarding
any allegedly infringed patent, or the failure of the infringer to
present such advice to the court or jury, may not be used to prove
that the accused infringer willfully infringed the patent or that the
infringer intended to induce infringement of the patent.

Section 18. Transitional program for covered business method pat-
ents.

Section 18 creates a transitional program to allow post-grant re-
view of the validity of business method patents.

Under subsection (a), the Director is authorized to establish reg-
ulations governing the use of the new proceeding, which will be
modeled after post-grant review as set forth in Section 6 (new
Chapter 32 of the Patent Act). The proceeding is limited in certain
respects. A petition cannot be accepted unless the petitioner or his
real party in interest has been sued for infringement of the patent
or has been charged with infringement. Nor can the petitioner or
his real party in interest later assert invalidity before the ITC or
a Federal court on a ground that was considered and resulted in
a written decision by the agency in the course of a transitional pro-
ceeding.

The program takes effect 1 year following the date of enactment
and applies to any covered business method patent issued before,
on, or after the effective date, with the exception of a patent that
satisfies the requirements of § 321(c) of the Patent Act as set forth
in Section 6 of the bill. The program sunsets after 10 years.
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Subsection (b) addresses requests for a stay of a civil action alleg-
ing infringement under § 281 of the Patent Act. A US district court
shall decide to grant a stay based on prescribed criteria: (A) wheth-
er a stay (or denial thereof) will simplify the issues in question and
streamline the trial; (B) whether discovery is complete and whether
a trial date has been set; (C) whether a stay (or a denial thereof)
would unduly prejudice the non-moving party or present a clear
tactical advantage for the moving party; and (D) whether a stay (or
the denial thereof) will reduce the burden of litigation on the par-
ties and on the court. A party may seek an interlocutory appeal of
the US district court’s decision, which the Federal Circuit shall re-
view to ensure consistent application of established precedent, and
such review may be de novo.

Subsection (c) deems that in an action for infringement under
§ 281 of a covered business method patent, an automated teller ma-
chine (“ATM”) shall not be considered a regular and established
place of business for purposes of the patent venue statute.63

Subsection (d) defines “covered business method patent” as one
that claims a method or corresponding apparatus for performing
data processing or other operations used in the practice, adminis-
tration, or management of a financial product or service, except
that it does not include patents for technological inventions.

Finally, subsection (e) clarifies that nothing in Section 18 shall
be construed as amending or interpreting categories of patent-eligi-
ble subject matter under § 101 of the Patent Act.

Section 19. Jurisdiction and procedural matters.

Subsection (a) through (d) enact the so-called Holmes Group fix
(H.R. 2955, 109th Congress), which the House Judiciary Committee
reported favorably in 2006. The Committee Report accompanying
H.R. 2955 (House Rep. 109—407), which we reaffirm, explains the
bill’s reasons for abrogating Holmes Group, Inc. v. Vornado Air Cir-
culation Systems, Inc., 535 U.S. 826 (2002), and more fully pre-
cluding state court jurisdiction over patent legal claims.

Subsection (e) creates a new § 299 of the Patent Act that address-
es joinder of accused infringers in patent actions or trials not in-
volving certain drugs and biologics. Parties accused as defendants
may be joined in one action as defendants or counterclaim defend-
ants only if: (1) any right to relief is asserted against the parties
jointly, severally, or in the alternative with respect to or arising out
of the same transaction, occurrence, or series of transactions or oc-
currences relating to the making, using, importing into the United
States, offering for sale, or selling of the same accused product or
process; and (2) questions of fact common to all defendants or coun-
terclaim defendants will arise in the action.

For purposes of subsection (e), accused infringers may not be
joined based solely on allegations that they each have infringed the
patent or patents in suit.

The changes set forth in Section 19 shall apply to any civil action
commenced on or after the date of enactment of the Act.

6328 USC §1400(b).
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Section 20. Technical amendments.

This section sets forth technical amendments consistent with this
Act.

Section 21. Travel expenses and payment of administrative judges.

Subsection (a) authorizes the USPTO to expend funds to cover
the subsistence and travel-related expenses of non-Federal employ-
ees attending intellectual property programs hosted by the agency.

Subsection (b) authorizes the Director to fix the rate of basic pay
for administrative patent and trademark judges at a rate not great-
er than that payable for level III of the Executive Pay Schedule
under 5 USC §5314.

Section 22. Patent and Trademark Office funding.

Subsections (a) defines the “United State Patent and Trademark
Office Public Enterprise Fund” (“the Fund”) that replaces the exist-
ing “Patent and Trademark Office Appropriation Account.”

Subsection (b) clarifies the USPTO Director’s authority under the
new Fund to collect all patent and trademark user fee revenue,
which shall be available to the agency until expended. This change
shall take effect on the later of October 1, 2011, or the first day
of the first fiscal year that begins after the date of the enactment
of the Act.

Subsection (c¢) establishes the Fund as a revolving fund in the US
Treasury. Any amounts in the Fund shall be available for use by
the Director without fiscal year limitation. Patent and trademark
fees deposited in the Fund shall be recorded as offsetting receipts.
Amounts deposited in the Fund shall be available, without fiscal
year limitation, to cover all expenses determined in the discretion
of the Director to be ordinary and reasonable.

Subsection (d) requires the Director, not later than 60 days after
the end of each fiscal year, to submit a report to Congress that
summarizes the USPTO operations for the preceding fiscal year,
details the operating plan of the agency, describes its long-term
modernization plans as well as any progress made toward mod-
ernization efforts in the previous fiscal year, and includes the re-
sults of the most recent audit as carried out by subsection (f).

Not later than 30 days after the beginning of each fiscal year,
subsection (e) instructs the Director to notify the Committees on
Appropriations of both houses of Congress of the plan for the obli-
gation and expenditure of the total amount of the funds for that
fiscal year under Public Law 109-108.

Subsection (f) mandates that the Director annually shall provide
for an independent audit of the financial statement of the USPTO.

Subsection (g) requires the Director to prepare and submit to the
President an annual “business-type” budget for the Fund as the
President prescribes by regulation for the Federal Budget.

Section 23. Satellite offices.

Pursuant to subsection (a), and subject to available resources, the
Director shall establish three or more satellite offices in the United
States to carry out the responsibilities of the USPTO. The Director
hask3 years after the date of enactment of the Act to complete the
task.
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Subject (b) enumerates the purposes of the satellite offices, in-
cluding efforts to increase outreach activities, enhance patent ex-
aminer retention, and improve the quality of patent examination.

Subsection (c) details the required considerations the Director
must invoke in selecting each location. Among the criteria are geo-
graphic diversity among the offices and reliance upon previous
evaluations.

Not later than three fiscal years after the date of enactment of
the Act, Subsection (d) requires the Director to submit a report to
Congress on the rationale of the Director in selecting the location
of any satellite office, the progress in establishing any satellite of-
fices so selected, and whether the operation of any existing satellite
office is achieving the purposes set forth in subsection (b).

Section 24. Designation of the Detroit satellite office.

Section 24 designates the USPTO satellite office to be located in
Detroit, Michigan, as the “Elijah J. McCoy United States Patent
and Trademark Office.”

Section 25. Patent Ombudsman Program for small business con-
cerns.

Section 25 states that, using available resources, the Director
shall establish and maintain in the USPTO a Patent Ombudsman
Program, whose staff shall provide support and services relating to
patent filings to small business concerns.

Section 26. Priority examination for technologies important to Amer-
ican competitiveness.

Section 26 amends §2(b)(2) of the Patent Act by permitting the
USPTO to prioritize the examination of applications for products,
processes, or technologies that are important to the national econ-
omy or national competitiveness without recovering the aggregate
extra cost of providing such prioritization.

Section 27. Calculation of 60-day period for application of patent
term extension.

Subsection (a) clarifies USPTO “counting” rules that are used to
determine whether an applicant has submitted an application to
the agency in a timely manner under § 156(d)(1) of the Patent Act.
If the application is transmitted after 4:30 pm, EST, on a business
day, or 1s transmitted on a day that is not a business day, the prod-
uct addressed by the application shall be deemed to receive “per-
mission” on the next business day. “Business day” means any Mon-
day, Tuesday, Wednesday, Thursday, or Friday, excluding any legal
holiday under 5 USC §6103.

Subsection (b) states that subsection (a) shall apply to any appli-
cation for extension of term under § 156 of the Patent Act that is
pending on, filed after, or as to which a decision regarding the ap-
Rlication is subject judicial review on, the date of enactment of the

ct.

Section 28. Study on implementation.

Subsection (a) requires the Director to conduct a study on the
manner in which the Act is being implemented by the USPTO,
along with a review of patent policies and practices of the Federal
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Government with respect to patent rights, US innovation, access by
small business to capital, and other issues as the Director deems
appropriate.

Subsection (b) stipulates that the Director shall submit the re-
sults of the study along with his recommendations for any changes
to the Senate and House Judiciary Committees not later than 4
years after the date of enactment of the Act.

Section 29. Pro bono program.

Section 29 requires the Director to work with and support intel-
lectual law associations across the country to establish pro bono
programs to assist financially under-resourced independent inven-
tors and small businesses.

Section 30. Effective date.

Except as otherwise provided, this Act takes effect 12 months
after the date of enactment and applies to any patent issued on or
after that effective date.

Section 31. Budgetary effects.

Section 31 references text from S. 23 regarding the budgetary ef-
fects of the Act as it pertains to PAYGO compliance.
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Changes in Existing Law Made by the Bill, as Reported

In compliance with clause 3(e) of rule XIII of the Rules of the
House of Representatives, changes in existing law made by the bill,
as reported, are shown as follows (existing law proposed to be omit-
ted is enclosed in black brackets, new matter is printed in italics,
existing law in which no change is proposed is shown in roman):

TITLE 35, UNITED STATES CODE

PART I—-UNITED STATES PATENT AND
TRADEMARK OFFICE

CHAPTER 1—ESTABLISHMENT, OFFICERS AND
EMPLOYEES, FUNCTIONS

Sec.
1. Establishment.

* ES * ES ES * ES
[6. Board of Patent Appeals and Interferences.]
6. Patent Trial and Appeal Board.

§ 2. Powers and duties

(a) EE
(b) SPECIFIC POWERS.—The Office—

(2) may establish regulations, not inconsistent with law,
which—

£ * * * %k %k ES

(E) shall recognize the public interest in continuing to
safeguard broad access to the United States patent system
through the reduced fee structure for small entities under
section 41(h)(1) [of this title; and];

(F) provide for the development of a performance-
based process that includes quantitative and qualitative
measures and standards for evaluating cost-effectiveness
and is consistent with the principles of impartiality and
competitiveness; and

(G) may, subject to any conditions prescribed by the Di-
rector and at the request of the patent applicant, provide
for prioritization of examination of applications for prod-
ucts, processes, or technologies that are important to the
national economy or national competitiveness without re-
covering the aggregate extra cost of providing such
prioritization, notwithstanding section 41 or any other pro-
vision of law;

k * * * S % *

(11) may conduct programs, studies, or exchanges of items
or services regarding domestic and international intellectual
property law and the effectiveness of intellectual property pro-
tection domestically and throughout the world, and the Office
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is authorized to expend funds to cover the subsistence expenses
and travel-related expenses, including per diem, lodging costs,
and transportation costs, of persons attending such programs
who are not Federal employees;

* * kS * * & &

§ 3. Officers and employees

(a) ko ok
(b) OFFICERS AND EMPLOYEES OF THE OFFICE.—
*k * * * %k %k ES

(6) ADMINISTRATIVE PATENT JUDGES AND ADMINISTRATIVE
TRADEMARK JUDGES.—The Director may fix the rate of basic
pay for the administrative patent judges appointed pursuant to
section 6 and the administrative trademark judges appointed
pursuant to section 17 of the Trademark Act of 1946 (15 U.S.C.
1067) at not greater than the rate of basic pay payable for level
III of the Executive Schedule under section 5314 of title 5. The
payment of a rate of basic pay under this paragraph shall not
be subject to the pay limitation under section 5306(e) or 5373
of title 5.

ES ES * * ES ES ES
(e) CARRYOVER OF PERSONNEL.—

(2) OTHER PERSONNEL.—Any individual who, on the day
before the effective date of the Patent and Trademark Office
Efficiency Act, is an officer or employee of the Department of
Commerce (other than an officer or employee under paragraph
(1)) shall be transferred to the Office, as necessary to carry out
the purposes of [this Act,] that Act, if—

(A) * * *

* * k k * * *k

[§ 6. Board of Patent Appeals and Interferences

[(a) ESTABLISHMENT AND COMPOSITION.—There shall be in the
United States Patent and Trademark Office a Board of Patent Ap-
peals and Interferences. The Director, the Commissioner for Pat-
ents, the Commissioner for Trademarks, and the administrative
patent judges shall constitute the Board. The administrative patent
judges shall be persons of competent legal knowledge and scientific
ability who are appointed by the Secretary of Commerce, in con-
sultation with the Director.

[(b) DUTIES.—The Board of Patent Appeals and Interferences
shall, on written appeal of an applicant, review adverse decisions
of examiners upon applications for patents and shall determine pri-
ority and patentability of invention in interferences declared under
section 135(a). Each appeal and interference shall be heard by at
least three members of the Board, who shall be designated by the
Director. Only the Board of Patent Appeals and Interferences may
grant rehearings.

[(c) AUTHORITY OF THE SECRETARY.—The Secretary of Com-
merce may, in his or her discretion, deem the appointment of an
administrative patent judge who, before the date of the enactment
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