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U.S. PATENT AND TRADEMARK OFFICE:
OPERATIONS AND FISCAL YEAR 2003 BUDGET

THURSDAY, APRIL 11, 2002

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON COURTS, THE INTERNET,
AND INTELLECTUAL PROPERTY,
COMMITTEE ON THE JUDICIARY,
Washington, DC.

The Subcommittee met, pursuant to call, at 10:02 a.m., in Room
2141, Rayburn House Office Building, Hon. Howard Coble [Chair-
man of the Subcommittee] presiding.

Mr. COBLE. [Presiding.] Good morning, ladies and gentlemen.
‘Welcome to 2141 again. The Subcommittee will come to order.

Today we will review the operations of the Patent and Trade-
mark Office in light of the Administration’s budget submission for
fiscal year 2003.

As I have-stated before, spucifically at our last hearing, our last
oversight hearing on PTO, it pains me that we must continue to
address the ongoing issue of diversion of agency funds to other gov-
ernment programs. Our witnesses understand how this harms PTO
operations and ultimately how it can harm that sector of our econ-
omy which is obviously dependent on the creativity of inventors
and trademark owners.

Once more, I pledge that our Subcommittee will work i
tisan manner with those in the intellectual property comm
do whatever is viable and necessary to reverse this trend.

That said, I am a realist. And realistically speaking, I do not\ be-
lieve that the appropriators will generously cede their authority\to
control PTO funding in the near future. We can no longer affor
to chant the same mantra of more money.

To my mind, the agency will be better positioned to acquire
greater appropriations if it can do a better job of demonstrating
how it is using available resources to meet clearly defined objec
tives, which ultimately means improving quality and reducing ex-
isting pendency rates and backlogs. /

And speaking of money, the Congress cannsct blindly endq{se a
request by the Administration to raise patent and trademark fees
as a stopgap or even a long-term solution to this problem.

Anyone who has reviewed the fiscal year 2003 budget request for
PTO is aware that it contains a recommendation that Congress
apply new. 1-year surcharges to existing fees. That is 19 percent in
the case of patents, 10 percent in the case of trademarks.

I will be most interested to learn whether the user community
endorses this request. Will implementing this change really reduce
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pendency and backlogs, or will it merely subsidize other govern-
ment programs?
I emphasize that I retain the highest confidence in Director
Rogan to help us solve these problems.
im, I think you may well be the person best suited to lead the
PTO into the 21st century. It’s good to have you back on the Hill.
I look forward to the testimony of the witnesses here this morn-

ing.

FThe prepared statement of Mr. Coble follows in the Appendix]

Mr. CHABOT. And I am now pleased to recognize my good friend,
the Ranking Member from California, Mr. Berman.

Mr. BERMAN. Thank you very much, Mr. Chairman. I'm happy to
J%t_)in you for our annual hearing on the Patent and Trademark Of-
ice.

And I welcome our former colleague—he knows some Members
of this panel well—the distinguished PTO Director, Undersecretary
of Commerce, in his first appearance before this Subcommittee.
The man actually gave up a lucrative private practice to take on
this office. And we’ll talk to him later on about his judgment.
[Laughter.]

I want to welcome our other witnesses as well. Many of them are
quite familiar to this Subcommittee. :

And I think we have cause this year for a muted celebration. It
appears that our collective efforts over the past few years to secure
adequate funding for the PTO have had measured success. Based
on the pressure applied by relevant stakeholders, including the
ones testifying today, the PTO itself, and many Members of Con-
gress, the President has submitted a fiscal year 2003 budget that
recommends that the PTO have use of all its projected fees. This
request indicates that our message has finally gotten through.

Without adequate funding, the PTO cannot carry on its critical
role in stimulating innovation, technological advancement, and
business growth.

Unfortunately, this forward movement comes with a price. The
Administration has not repealed the innovation tax; it has simply
renamed it a surcharge.

The Bush administration’s fiscal year 2003 budget request pro-
poses a surcharge on patent and trademark fees. This surcharge,
which will generate $162 million to be used for non-PTO purposes,
would be almost 20 percent on patent fees and over 10 percent on
trademark fees.

In other words, the Bush administration doesn’t end the fee di-
version or innovation tax of which we have long complained. It sim-
ply raises the fees in order to have its cake and eat it, too.

I do not intend to place the blame entirely at the feet of the Bush
administration, because there’s no reason to believe our appropri-

~ators will the end the practice on their own initiative. Indeed, we
need to remain vigilant less they attempt to divert more.

To be sure, the surcharge approach to diversion is an improve-
ment over the previous situation, but it’s still not the preferred
course. Ideally, there would be no innovation tax, regardless of
whether it was called a carry-forward, a diversion, or a surcharge.

I believe the surcharge approach—I want to make clear, I'm not
against redistribution, but I just don’t think this is redistribution-



‘based on ability to pay. This is not—this is what gives redistribu-
tion a bad name.

I believe the surcharge approach is not an adequate solution be-
cause it will not solve the pendency, quality, staff retention, and
technology problems facing the PTO. Even assuming that the PTO
has use of all its projected fee income through 2006, the fiscal year
2002 corporate plan of the Department of Commerce still predicted
g(l)%tG patent pendency would increase to 38.6 months by fiscal year

I want to repeat that: Even if the PTO can keep all its projected
fees, patent pendency increases from about 24 months to nearly 39
months. .

Whether 24 or 39 months, such patent pendencies are too long.
Such pendencies hamstring the ability of inventors to commer-
cialize their innovations and, when combined with increased fees,
may even persuade inventors to rely on trade secret protection
rather than patenting their inventions. This result will be the
worst outcome as it would deny the public, other innovators, and
research the benefits of public disclosure of innovations.

For these reasons among others, Chairman Coble and I have in-
sisted that the PTO complete a 5-year strategic plan. This strategic
plan, as proposed in H.R. 2047, would set a course of the PTO to
achieve its critical mission by improving patent quality, reducing
pendencies to reasonable levels, and increasing PTO efficiency.

We look forward to receipt of the strategic plan and look upon
it as a key to demonstrating that patent and trademark fees bear
a direct relationship to achievement of the PTO mission.

In conclusion, Mr. Chairman, I believe the President’s fiscal year
2003 budget request doesn’'t keep a bad situation from getting
worse. It just keeps it from getting a lot worse.

. I do not believe that the surcharges are an adequate permanent
solution to the challenges the PTO faces.

Thank you, Mr. Chairman.

[The prepared statement of Mr. Berman follows in the Appendix]

Mr. CoBLE. I thank the gentleman.

We're pleased as well to have Ms. Lofgren, the gentlelady from
California, join us this morning. ‘

Now, what I'm about to say really has nothing directly to do with
today’s hearing, and pardon my immodesty for sharing this with
you. Someone came to me the other day, and he said, “I appreciate
very much the way you and Howard Berman have worked together
on this Subcommittee.”

And I want to, at this time, express my thanks to Howard. I
think we have worked pretty well together. And in no small reason,
that’s because of the cooperation that we have enjoyed from many
people, some of whom are in this hearing room today.

We will continue to try to hammer out the problems as they con-
tinue to surface and plague us. But with your help, we'll try to
keep plowing through this thing and hopefully come up with a solu-
tion.

Some folks have criticized me for my lengthy introductions of
-witnesses. Now oftentimes, many people in the audience don’t
know the background of some of the witnesses, and I think if you're
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uninformed, you need to be informed. So that’s why I may give
these extended biographies. So you all bear with me.

Our first witness does not fall in that category. I think we all
know him: Jim Rogan, the Undersecretary. of Commerce for Intel-
lectual Property and Director of the U.S. Patent and Trademark
Office. He was nominated by President George Bush on May 25,
2001, and confirmed by the U.S. Senate on November 30, 2001. We
all remember him as a valued colleague who served on our Sub-
committee from 1997 through 2001.

Judge Rogan has a distinguished career in public service. He was
a gang murder prosecutor in the Los Angeles County District At-
torney’s Office, and became California’s youngest sitting State.
judge since 1990 before his election to the California State Assem-
bly in 1994.

Judge Rogan earned a B.A. degree from the University of Cali-
fornia at Berkeley in 1979 and his J.D. from the UCLA School of
Law in 1983, where he served as a member of the UCLA Law Re-
view.

Our next witness is an old friend—strike that. Our next witness
is a friend,

“Old” has a bad ring to it, Mike. [Laughter.]

Mike Kirk serves as the executive director of the American Intel-
lectual Property Law Association. Prior to AIPLA, he served as
Deputy Assistant Secretary of Commerce and Deputy Commis-
sioner of Patent and Trademarks from May 1994 through March
1995. In 1993, Mike Kirk also served as the Acting Assistant Sec-
retary of Commerce and Acting Commissioner of Patents and
Tradeinarks.

Mr. Kirk earned his bachelor of science in electrical engineering
at the Citadel in 1959, his juris doctor in 1965 from the George-
town University Law Center, and his master’s of public administra-
tion in 1969 from Indiana University.

Our next witness is Colleen Kelley, who is President of the Na-
tional Treasury Employees Union, NTEU, the Nation’s largest
independent Federal sector union. As the union’s top elected official
and as spokesperson for the union, Ms. Kelley represents NTEU in
the media and testifies before Congress on issues of importance to
NTEU members and Federal employees.

An NTEU member since 1974, Ms. Kelley was an IRS revenue
agent for 14 years. She served in various NTEU chapter leadership
positions, including chief steward, vice president, and president of
NTEU Chapter 34 in Pittsburgh, Pennsylvania.

In August 1999, delegates to NTEU’s 47th national convention
elected Ms. Kelley as national president. '

Ms. Kelley received a bachelor’s degree in accounting from Drexel
University and earned a master’s degree from the University of
Pittsburgh. She is a certified public account.

Our final witness this morning is John K. Williamson, who is
president of the Intellectual Property Owners and is a past presi-
dent of the Pittsburgh Intellectual Property Law Association. He
has worked exclusively in the area of intellectual property law for
25 years in both corporate and private practice.
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Prior to joining PPG in 1996, he had been the chief patent coun-
selt for YVestinghouse Electric Corporation and for Allegheny Inter-
national. -

Mr. Williamson is an adjunct professor of law at Duquesne Uni-

. vergity and has written and lectured extensively on intellectual
property issues.

e received a B.S. in mechanical engineering, a juris doctor from
the University of Missouri. He is admitted to practice before the
U.S. Patent and Trademark Office. ;

Good to have all of you with us. We have written statements
from each of the witnesses, and I ask unanimous consent to submit
into the record in their entirety.

So if you witnesses will come forward and, as we have previously
requested, if you could confine your oral testimony within the con-
fines of our 5-minute rule, we will be appreciative.

And the 5-minute rule will be invading your area when you see
the red light appear in front of you.

Why don’t we start, Judge Rogan, with you?

And before you do that, let me welcome furthermore the gen-
tleman from Florida and the gentleman from Tennessee. And with
unanimous consent, the gentleman from Texas, although he does
not sit on the Subcommittee, he has asked if he can sit in. We will
not permit you to ask questions, Lamar. But without objection,
we’ll invite Lamar Smith to join us as well.

Judge Rogan, you'ie on.

STATEMENT OF THE HONORABLE JAMES ROGAN, UNDERSEC-
RETARY OF COMMERCE FOR INTELLECTUAL PROPERTY
AND DIRECTOR OF THE U.S. PATENT AND TRADEMARK OF-
FICE

Mr. RoGgaN. Mr. Chairman, first, I want to thank you and the
Members of the Subcommittee——

Mr. CoBLE. Jim, put that mike a little closer to you, if you will.

Mr. RoGaN. Mr. Chairman, I wanted to thank you and Members
of the Subcommittee not only for the kind introductory remarks but
also for the invitation to testify here today.

You have allowed me now to keep a promise I made just before
the election of 2000. I told you all I would be back. I am here.
[Laughter.]

This is not exactly what I had in mind, but a promise-is a prom-
ise. [Laughter.]

Mr. Chairman, thank you. and also, Congressman Berman,
thank you, as well as the Members of the Subcommittee, for your
continued strong support for our agency and for intellectual prop-
erty generally.

As a former Member of this Subcommittee, I know firsthand of
your commitment to ensuring that the U.S. intellectual property
system remains the very best in the world. Let. me assure you that
I will do all I can to bolster American intellectual property during
my tenure at the U.S. PTO.

President Bush has set forth two primary goals for his Adminis-
tration: homeland security and economic security. While our intel-
lectual property system certainly affects homeland security by en-

i
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couraging innovative ways to protect our country, it has a direct,
vital link to our Nation’s economic security.

As the Subcommittee is well-aware, intellectual property has be- -
come increasingly vital to our Nation’s economy. By some esti-
mates, IP industries represent the largest single sector of the
American economy, almost 5 percent of GDP, and employ over 4
‘million Americans. .

The increasing volume and complexity of our workload poses se-
rious issues for the U.S. PTO. Some might even use the word “Cri-
sis.” In 1981, a U.S. News & World Report article highlighted the
serious backlog of patent applications at our agency. At that time,
pendency was 22 months and the backlog was 81,000.

By the time I was sworn in a few months ago, pendency was over
24 months and the backlog stood at something like a third of a mil-
lion applications.

Current projections for pendency to remain in excess of 2 years
and much longer in certain critical technologies should be deemed
unacceptable. Our customers deserve—and the reality of our high-
tech economy demands—that we provide the highest quality patent
in the shortest feasible timeframe.

Issuing a quality patent is our primary goal. Issuing it in a time-
ly manner is essential. Balancing the goals is our challenge.

Before I assumed office last year, the U.S. PTO developed a 5-
year business plan as part of the Administration’s 2003 budget sub-
mission. That business plan presented a traditional way to stem
the dangerous tide of rising pendency. e

While I consider this business plan to be an important step for-
ward, I believe the U.S. PTO, the Administration, the Congress,
and our user community can and should do much more. -

With that in mind, I have begun an aggressive review of the U.S.
PTO to identify new and possibly nontraditional ways to improve
quality and reduce pendency. This process includes a thorough top-
to-bottom review to ensure that resources are fully devoted to mis-
sion-critical tasks.

I am committed to shifting available resources to the frontline
examination process to the maximum extent possible.

I also am conducting a comprehensive analysis of how we con-
duct our business. I believe fundamental changes in the way we do
business may be required.

Some of these reforms may require the approval of the Adminis-
tration, and some will require the approval of Congress. Others will
involve greater cooperation with other nations, to share workload
problems. -

I intend to report back to this Subcommittee on what additional
information we have found and will seek your support and guid-
ance as we attempt to implement those changes.

Despite the daunting challenges facing the U.S. PTO, I'm opti-
mistic. I view this as a time filled with opportunity. It’s a chance
to look at our system, determine how it should be structured, and
then make it happen.

The Administration’s budget request lays the groundwork for
these efforts. It would give us the largest increase in our funding
history and enable us to hire 950 patent examiners.
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I am hopeful that the continued support of the Members of this
‘Subcommittee, coupled with the President and Secretary Evans’
firm commitment to our agency, will enable the PTO to meet the
challenges that lie ahead.

Mr. Chairman, I look forward to working closely with you, with
Ranking Member Berman; and the Members of this Subcommittee,
to that end. ‘ .

[The prepared statement of Mr. Rogan follows:]

PREPARED STATEMENT OF JAMES E. ROGAN

Mr. Chairman and Members of the Subcommittee:

Thank you for this opportunity to appear before you to discuss the operations and
funding of the United States Patent and Trademark Office (USPTO). It is a pleasure
to be here in my first appearance before the Subcommittee as Under Secretary for
Intellectual Property.

Let me begin, Mr. Chairman, by thanking you, Ranking Member Berman, and the
members of the Subcommittee for your continued strong support for our agency and
for intellectual property generally. As a former member of this Subcommittee, I
know first-hand of your commitment to ensuring that the U.S. intellectual property
system remains the very best in the world. Let me assure you that I intend to do
all I can to bolster the American intellectual property system during my tenure as
Under Secretary for Intellectual Property and Director of the USPTO.

President Bush has set forth two primary goals for his Administration: homeland
security and economic security. While our intellectual property system certainly af-
fects homeland security by encouraging innovative ways to protect our country, it
has a direct vital link to our nation’s economic security. As the Subcommittee is well
aware, intellectual property (IP) has become increasingly vital to our nation’s eco-
nomic competitiveness, our standard of living, and our global security. In fact, ac-
cording to the International Intellectual Property Alliance, IP industries represent
the largest single sector of the American economy—almost 5% of Gross Domestic
Product (GDP)—and employ over 4 million Americans. Copyright industries, for ex-
ample, are creating jobs at three times the rate of the rest of the U.S. economy.

As the importance of IP assets—patents, trademarks, and copyrights—has in-
creased, so too has the USPTO’s workload. Since 1996, patent filings are up over
70 percent and these levels of growth are expected to continue. In addition, the com-
plexity of the technology and the number of claims in these applications is growing
rapidly. On the Trademark front, filings in FY 2001, while down 21 percent, follow
two consecutive years of 27 percent increases.

The difficulties the USPTO faces today do have historical precedent. For example,
after reaching an all-time high of 35 months in 1964, patent pendency was reduced
to 18 months in 1977. By 1980, however, pendency had climbed to 23 months and
was projected to reach 48 months by the end of the decade if bold measures were
not taken. Consequently, in 1982 legislation was signed into law to substantially
raise USPTO fees. Under the able leadership of Commissioner Gerry Mossinghoff,
the USPTO used these resources to reduce pendency to 18 months bf the end of
tllég 51980:;. Average pendency stayed between 18.2-19.5 months until the end of

However, from 1996 through 2000, annual application growth rates of more than
10 percent and a crippling attrition rate, caused by more experienced examiners
going to higher paying private sector jobs, began to take their toll, and pendency
grew dramatically. Average pendency surpassed 24 months in 1999, and we expect
it to average 26.5 months this year.

The increasing volume and complexity of our workload poses serious issues for the
USPTO. Some might even use the word “crisis.” Let me give one historical represen-
tation of how serious these challenges are. I mentioned that the patent system faced
significant problems in the 1980s—this situation was highlighted in a 1981 U.S.
News & World Report article entitled “Patent System a Drag on Innovation.” What
had led to such a dramatic pronouncement? In 1980, average patent pendency was
22.6 months. In FY 2001 it was 24.7 months, and absent a new course, it is pro-

jected to grow beyond three years. In 1980, the backlog of applications was about
81,000. By the time I was sworn in a few months ago, the backlog of applications
stood at more than 330,000. I believe the challenges the USPTO faces today, while
siz;xlilar to the situations in the mid-1960s and early 1980s, are on a much larger
scale.



The current projections—where patent pendency remains in excess of two years
because of bac oga (and much longer in certain critical technologies) should be
deemed unacceptable. Our customers deserve—and the reality of our high-tech econ-
omy demands—that we provide the highest quality patent in the shortest feasible
timeframe. Issuing a quality patent is our primary goal. Issuing it in a timely man-
ner is essential. Balancing those goals is our challenge.

To chart a course to lower pendency and higher quality, last year the USPTO de-
veloped a five-year Business Plan as gart of the Administration’s FY 2003 budget
submission. That Business Plan, which was developed before I assumed office last
December, presented a traditional response to attack increasing pendency and pro-
Boses a way to stem the dangerous tide of rising pendency. Under the Business

lan, the projected patent pendency rate in FY 2006 would not rise to the projected
38 months but instead would be held to 26 months.

While I consider the Business Plan to be an important step toward a long-range
strategy to refocusing the a en%"s griorities on improving quality ard timeliness,
I firmly believe that the U , the Administration, the gon ess and our user
community can—and must—go even further. With that in mind, I have be an
aggressive review of the USPTO to identify new and possibly nontraditional ways
to improve quality and reduce pendency. This process includes a thorough top-to-
bottom review of the USPTO to ensure that resources are fully devoted to mission
critical tasks. I have made clear that I expect to see-a compelling justification for
every non-examination operation in the agency, and I am committed to shifting
a)lr)ali able resources to the frontline examination process to the maximum extent pos-
sible.

I also am conducting a comprehensive analysis of how the USPTO and its appli-
cants conduct business. Fundamental changes in the way we do business may be
required in order to meet the demands of today’s high-tech world. Therefore, in the
coming weeks I will be examining all options, including the restructuring of our fee
system and workforce, in order to maximize our operations.

I intend to evaluate every way that the US can improve internally, including
looking at productivity. I want to seek ways that the system can be improved only
with the cooperation and approval of the Administration and the Congress. Finally,
I want to identiﬁ possible ways to improve cooperation with other nations and pos-
sibly share workload fproblems. I fully expect to report back to you what additional
ir}llformation we have found and will seek your support to implement the appropriate
changes.

Des?it,e the many significant and daunting challenges facing the USPTO at this
time, I am optimistic. I view this as a time filled with opportunity. Because the
issues facing our system are so significant, we do not have the luxury to nibble at
the edges. We have before us an opportunity to look at our system, determine how
it should be structured, and then make it happen. In fact, I believe we have more
than just an ogportunity—we have a responsibility to do just that. I am reminded
of the phrase, “you can be a part of the problem or a part of the solution.” I am
confident that all of us here today can and will be a Bart of the solution.

The Administration’s 2003 budget request for the USPTO lays the groundwork for
these efforts.

It would give the USPTO the largest increase in its funding history.

The President’s budget request would allow us to spend 51.365 billion of the fee
revenues we expect to generate, an increase of $237 million or 21.2% over the FY
2002 enacted level. Of the $1.527 billion in revenues we expect to collect next year,
$1.265 billion will be available to us in FY 2003. In addition, we will have access
to $100 million carried forward from FY 2002.

In effect, the President’s budget provides the USPTO with the equivalent of 100
percent of our traditional fees, plus an additional $45 million. This additional fund-
inglwill enable us to: (1) hire 950 patent examiners; (2) transform trademarks to
a fully electronic operation by 2004; and (3) implement the President’s management
agenda, including e-government, outsourcing, and workforce restructuring.

In order to-fund the USPT!)’s and the President’s priorities, the budget request
includes a one-time surcharge on both patent and trademark fees that will generate
an additional $207 million in FY 2003. A 19.3 percent surcharge will apply to all
patent statutory fees, including the filing, issue, maintenance, extension, appeal and
revival fees. Discounted fee rates for independent inventors and small businesses
will remain in effect. For trademarks, a 10.3 percent surcharge will apply to the ini-
tial filing and post registration fees.

Let me now slightly shift focus and highlight some of the noteworthy develop-
ments in the agency since the Subcommittee’s oversight hearing last year.

In keeping with our fg(ml to minimize patent and trademark processing time and
enhance the quality of our products and services, the USPI‘d has undertaken a
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number of initiatives over the last year to manage our growing workload. For exam-

ple, we continue to be a leader in providing user-friendly e-government services to

our customers. Approximately 30 percent of our Trademark applications are now re-

ceived electronically through our award-winning Trademark E ectronic Applications

System (TEAS). In addition, we are in the second year of our patent Electronic Fil-

éngo gygltpm (EFS). EFS currently has over 560 unique users and has received over
S ings.

Our website (www.uspto.gov), which receives over 36 million visits each month,
also continues to expand the array of services it offers. In addition to TEAS and
EFS, visitors to our website can find everything from procedural updates and no-
tices to the Patent and Trademark Manuals of Examination Procedure. Our cus-
tomers also can search U.S. patents, published pre-grant patent applications, and
trademarks.

Attracting and retaining top quality employees is also integral to managing our
workload, and we have undertaken a number of important initiatives in this area.
For example, the USPTO is a leader in government telecommuting. In fact, we have
recently received awards from the International Telework Association and the Met-
ropolitan Washington Council of Government for our achievements in this area.
Currently, 122 trademark examiners and paralegals (of 295 eligible) are telecom-
muting three to four days a week. This represents more than 40% of the eligible
workforce. Our Patents operation has also started a telecommuting pilot program
one day a week for over 300 patent emgloyees.

Lastly, I am pleased to report that the development of our new consolidated facil-
ity in Alexandria, Virginia is on track. The consolidation project took a significant
step {orward on December 19, 2001, when the developer, LCOR, Inc., secured fi-
nancing for the project. As a result, the construction phase is officially underway.
We are hopeful that we can begin the move at the end of calendar year 2003 with
completion in 2005.

PATENTS

In 2001, the USPTO received 326,081 utility, plant, and reissue patent anlica-
tions (UPRs), an increase of 11.2 percent over the previous year. Some of the largest
increases in patent filings are occurring in the electrical technologies, which have
experienced 19 percent increases in each of the last two years.

ast year we granted a record number of patent documents, including 169,576
utility, 563 plant, and 504 reissue patents as well as 17,179 design patents. Total
Office disposals for FY 2001 were 239,493. Annual grants of UPR patents increased
by 3.1 nercent over the previous year. In 2001, the share of all UPR and design pat-
ents that were issued to U.S.-resident inventors was 54.1 percent, down from 55.2
percent in 2000. 18,843 patents were granted to U.S. independent inventors in
2001—or 19.1 percent of aﬁ patents issued.

So far in FY 2002, patent filings are running about equal to last year’s level. The
mail interruptions caused by the discovery of anthrax in a Washington, D.C., postal
facility in October 2001 caused a decrease in our filings for about two months. How-
ever, we have recently experiences filing levels above those from 2001 and we expect
to receive over 350,000 patent filings by the end of the year.

To handle the increase in our patent workload, the USPTO hired 414 patent ex-
aminers in 2001.

With 263 attritions, our end-of-year total examining staff was 3,061. With respect
to attritions, I am pleased to report that our examiner attrition rate fell from 13.8
percent in FY 2000 to 8.2 percent in FY 2001. This encouraging trend is continuing
this fiscal year with our projected attrition rate currently at 6.9 percent, which
would be the lowest level since 1995.

Pursuant to the American Inventor Protection Act of 1999 (AIPA), the Patents op-
eration is managing to the “14-4-4-4-36” timeliness standard. These benchmarks

rovide commensurate restoration of a patent term to diligent applicants when the
ollowing requirements are not met by the USPTO: (1) issue a first Office action on
the merits within 14 months from the filing date; (2) respond to an applicant’s ruply
to a rejection or apfpeal within four months of receipt by the Office; (3) act on an
application within four months of a decision by the Board of Patent Appeals and
Interferences or the federal courts; (4) issue a patent within four months from the
payment of the issue fee; and (5) issue a patent within 36 months from the filing

ate.
In FY 2001, 74.3 dpercent of applications received a first Office action within 14
months of filing and 87.2 percent of patents were granted within 36 months from
the filing date. Of the patents that qualified for additional patent term, the extra
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term averaged 32 dags. End-of-year pendency to first. Office action averaged 14.4
months and total pendency averaged 24.7 months.
_ With regard to computer-implemented business method patents, an area that is
of interest to many on the Subcommittee, business meth filings increased from
1,300 in FY 1998 to 8,200 in FY 2001. At the same time, the allowance rate for busi-
ness method patents (Class 705) has decreased from 55 percent in FY 2000 to 45
percent in 2001. The number of examiners in Class 705 has expanded from 17
1n 1997 to 120 today, and I hope to increase that number to 130 examiners by the
end of this year. -
part of our on-going Business Methods Patent Initiative, since August 2000 we
have tripled the number of customer partnerships (from 10 to 31) with the patent
community and the software, Internet and electronic commerce industries. As part
of these Fartnerships, we are soliciting input from our customers on additional
sources of prior art that our examiners can utilize. For example, in June 2001 we
gublished a Federal Register Notice identifying the current core databases for Class
05 to help our customers and partnership organizations understand and comment
on the searching requirements in business methods. Included in the notice is a de-
tailed descn%tion of the required mandatory search for all applications in Class 705.
I believe that these initiatives are working well, but I want to assure the Sub-
committee that I will closely monitor developments in the business methods area
in the event that additional administrative measures are needed.

TRADEMARKS

As I mentioned earlier, unlike the workload increases in patents, the Trademark
side of our operations has experienced a decline in filings as a result of the down-
turn in the economy. In FY 2001, we received 296,388 trademark application class-
es, a decrease of 21 percent over FY 2000, and registered 124,502 classes. So far
this year, application filings are about 20 percent less than a year ago.

At the end of FY 2001, pendency to first Office action was 2.7 months, the lowest
level in thirteen years. Our objective is to sustain a level of 3.0 months to first Of-
fice action in FY 2002. Total pendency currently stands at 17.4 months. .

To ensure that we make our operations as efficient and user-friendly as possible,
Trademarks continues to aggressively move to e-government services. Reducing or
eliminating the number of processing activities in the production process, with end-
to-end electronic processing of trademark applications, offers the greatest potential
for performance improvement. Our goal is to transform the Trademark examining
operation from a paper-based process to a fully electronic operation by 2004.

The filing of trademark applications via the Internet—a key part of this initia-
tive—increased to 24 percent at the end of FY 2001. Currently, 30 percent of trade-
mark applications are filed electronically. Our goal is to achieve 50 percent elec-
tronic filing by the end of this year and 80 percent electronic filing in 2003. In addi-
tion to filing electronically, customers are able to search the status of pending and
registered trademarks, conduct a preliminary search prior to filing an application,
access examination manuals and regulations, and obtain weekly information on
marks published, registered and renewed. .

We intend to make greater use of electronic communications by taking steps to
eliminate preferences for filing trademark applications in paper. In response to com-
ments we received from a notice published in the Federal Register last August, we
are considering two options to that end. The first is a phased approach requirin,
all trademark application forms to be filed electronically within 18 months of a fina
rule, with exceptions provided for those who do not have access to the Internet or
for those filing under treaties where filing requirements have been previously estab-
lished. The second option is establishing a processing fee for those who would choose
to file in paper when an electronic alternative is available.

INTERNATIONAL

Let me discuss our efforts in the international arena, an essential but less well-
know part of our mission. In addition to the examination and issuance of patents
and trademarks, USPTO works tc promote protection of the intellectual property of
American innovators on both the domestic and international levels. Under the AIPA
(P.L. 106-113), USPTO is directed to advise the President, through the Secretary
of Commerce, and all Federal agencies, on national and international intellectual

_property policy issues including intellectual property protection in other countries.
EJS is also authorized by the AIPA to provide guidance, conduct programs and
studies and otherwise interact with foreign intellectual property offices and inter-
national intergovernmental organizations on matters involving the protection of in-
tellectual property.
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In keeping with this directive, the USPTO continues to be active in a number of
different venues to streamline and strengthen protection for patents, trademarks,
and copyrights abroad. Through our Office of Legislative and International Affairs,
we: (1) negotiate and implement international IP treaties; (2) provide technical as-
sistance to foreign governments that are looking to'develop or improve their IP laws
and systems; (3) train foreign IP officials on IP enforcement; (4) draft/review IP sec-
tions in bilateral investment treaties and trade agreements; and (5) work with both
the Office of the U.S. Trade Representative (UST%) and industry on the annual re-
view of IP protection and enforcement under Section 301 of the Trade Act of 1974.
The USPTO also serves as co-chair of the National Intellectual Property Law En-
forcement Coordination Council (NIPLECC), which coordinates domestic and inter-
national IP law enforcement among federal and foreign entities. -

The goal in the international arena is to move toward greater consistency in intel-
lectual property protection around the world. Just as the Framers of the Constitu-
tion created standard intellectual property rules for the nation, we are working to
develop consistent rules for the rest of the world.

In the patents area, we seek uniform treatment of patent applications and patent

grants worldwide, which will reduce costs for American patent owners in obtaining
and preserving their IP rights abroad. Today, the cost to U.S. companies and inven-
tors of applying for and obtaining separate patents in individual countries is prohib-
itive. Therefore, USPTO is leading the effort to reform the Patent Cooperation Trea-
ty, which implements the concept of a single international patent application. To
help cut procedural red tape, we will soon submit implementation and ratification
legislation for the recently negotiated Patent Law Treaty. We also are in the early
stages of discussions at the World Intellectual Property Organization regarding pos-
sibilities for a more harmonized worldwide patent system. In the Trademark and
copyright areas, we are working to implement international IP treaties, such as the
Madrid Protocol and the WIPO Ctgfpyright Treaties.
- As part of our international efforts, the USPTO focuses significant attention on
the enforcement of IP abroad and combating IP piracy. Today the illegal duplication
of software, music, DVDs, and other digitized information takes a toll on our econ-
omy. Last year the U.S. copyright industry reported losses of nearly $22 billion due
to piracy oversees. According to the Business Software Alliance, software piracy
alone cost the U.S. economy over 118,000 jobs and $5.7 billion in wage losses in the
year 2000. By 2008, those numbers will rise to 175,000 lost jobs, $7.3 billion in lost
wages and $1.6 billion in lost tax revenues.

Let me briefly highlight just a few of the enforcement activities we have recently
undertaken. : ‘
In October 2001, USPTO attorneys conducted a one-week IP enforcement program
to train IP enforcement officials from Nigeria, Ethiopia, Egypt, and various Central
American countries on how best to develop an enforcement system that is compliant
with the WTO Agreement on the Trade Related Aspects of Intellectual Property
(TRIPs). In November 2001, we conducted two technical assistance programs in
Hanoi and Ho Chi Minh City, Vietnam, on the enforcement of IP rights. The pro-
gram, cosponsored with the Vietnam National Office of Industrial Property, focused
on compliance with the enforcement provisions of the Bilateral Trade Agreement
and the TRIPs Agreement. In December 2001, USPTO developed and conducted a
technical assistance program for 16 Russian government officials on specific prob-
lems in implementing the enforcement obligations in TRIPs. Later this month, we
will conduct an IP enforcement program in China geared towards prosecutors and
customs officials. The programs will be held in two “second tier” cities where ramp-

ant counterfeiting and piracy problems are developing.

As the effective protection of intellectual property rights becomes an increasin
focus of worldwide trade, Mr. Chairman, the demands for our Office’s expertise an
resources in this area are growing significantly.

CONCLUSION

Mr. Chairman, as you know, President Bush and Secretary Evans are firmly com-
mitted to ensuring that the USPTO continues to lead the world in producing the
most timely and reliable intellectual pro;)ert rights protection for American
innovators. Their FY 2003 budget proposal for the USPTO is a powerful testament
to that commitment. -

I am hopeful that the continued support of the members of this Subcommittee,
coupled with the Administration’s dedication to our agency, will enable the USPTO
to meet the challenges that lie ahead. Mr. Chairman, I look forward to working
closely with you, Ranking Member Berman, and the other members of the Sub-
committee to that end. ‘

A}
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Mr. COBLE. You even beat the red light, Judge. You’re very—the
pressure is on you now, Mike.
Mr. Kirk, good to hear from you.

STATEMENT OF MICHAEL K. KIRK, EXECUTIVE DIRECTOR,
AMERICAN INTELLECTUAL PROPERTY LAW ASSOCIATION

Mr. Kirx. Thank you, Mr. Chairman.

The vitality of our Nation’s patent and trademark systems has
steadily eroded during the last decade. Companies are increasingly
being subjected to litigation on the basis of questionable patents.

Pendency is 25 months and rising. First opinions on patentability
in some rapidly growing areas are not received by applicants for
more than 40 months after filing.

While the office has made significant strides in creating elec-
tronic databases in both the patent and trademark operations, the
internal electronic processing capabilities of the office fall woefully
short of the goal of a paperless office announced 20 years ago.

Mr. Berman mentioned in his opening remarks H.R. 2047 which
we strongly support. How has the Office reacted to that? The Office
published its business plan in February, as Undersecretary Rogan
noted. We find nothing in the plan that reveals a true appreciation
of the patent quality issue, and a willingness to take meaningful
steps to address it. . :

While we appreciate the plan’s promise to hire 950 new exam-
iners each year, the plan acknowledges that the current situation
will worsen.

Finally, the plan falls far short of offering any real hope that pat-
: ggt é)perations will be processing applications electronically by FY

06.

Turning to trademarks, it is difficult for us to evaluate the prom-
ised comprehensive internal quality review program without de-
tails. On the positive side, however, the pendency goals for trade-
marks are commendable and should certainly be achievable.

We are also heartened by the plan’s goals to complete the transi-
tion to a fully electronic trademark operation during 2004. We are
very pleased that the President has requested $1.365 billion for the
office in 2003. Unfortunately, as has been noted, the request in-
cludes a proposal to place a surcharge on patent and trademark
fees with only $45 of the $207 million that would be raised tar-
geted for the PTO.

Thus, the user community is being asked to accept a fee increase
to generate additional revenues, only 25 percent of which are tar-
geted for the PTO, with no guarantee that even that amount will
reach the PTO to implement a plan which has serious short-
comings.

We wish to make it perfectly clear that our critique of the plan
is not directed at the new management team in the U.S. PTO nor
at career employees, Undersecretary Rogan had essentially no op-
portunity to shape the 2003 PTO budget. In addition, the lack of
an appointed political leader made it very difficult for the career
employees to be heard in terms of submitting an effective plan.

We are very encouraged by what Undersecretary Rogan is doing
and by his characterization of the business plan published in Feb-
ruary as “first step business plan.”
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On the budget request, no one will be surprised that AIPLA
strongly opposes any diversion of fees, irrespective of how it is
clothed. -

We also oppose any fee increase by means of a surcharge in-
serted in an appropriations act, as proposed by the President. This
procedure denies the user community any opportunity to partici-
pate effectively in the evaluation of the increase or the purposes to
which it will be put. It also undercuts the role of this Sub-
committee in its oversight function of the PTO.

We wish to be very clear on one point: If the current level of

funding from user fees is inadequate to allow the office to achieve
our desired quality, timeliness, and electronic processing goals, we
are prepared to consider the fee increases needed. We would sup-
port a reasonable statutory fee increase to implement a 5-year plan
that would achieve the goals that Congress and AIPLA seek.

In the long term, we believe that the perennial problem of under-
funding of the PTO will be solved only by transforming it into a
wholly owned government corporation. As this Subcommittee
knows well, previous bills that would have corporatized the office
met with strong opposition, due in large part to other features that
those bills contained. We believe it is time to try once again to
achive this change, but this time with the authorities needed to ef-
fectively manage the PTO. The earlier bills, for the most part,
never solved the funding problem. They never gave the managers

. the authority they needed to set competitive salaries to attract and
retain the skilled men and women needed to provide the quality
services the public desires, and they never effectively overcame the
cultural constraints that placed the policy and management au-
thority in one position. These and many other details need to be
discussed and debated to develop an appropriate legislative remedy
for the problems facing the PTO. If we do not pursue this or some
other permanent fix, we will return here next year at this time for
our annual hand-wringing exercise. '

Thank you for the opportunity to be heard.

[The prepared statement of Mr. Kirk follows:]

PREPARED STATEMENT OF MICHAEL K. KIRK

Mr. Chairman:

I am pleased to have the opportunity to present the views of the American Intel-
lectual Property Law Association (AIPLA) at this oversight hearing on “The U.S.
Patent and Trademark Office: Operations and Fiscal Year 2003 Budget.”

The AIPLA is a national bar association of more than 13,000 members engaged
in private and corporate practice, in government service, and in the academic com-
munity. The AIPLA represents a wide dnd diverse spectrum of individuals, compa-
nies and institutions involved directly or indirectly in the practice of patent, trade-
mark, copyright, and unfair competition law, as well as other fields of law affectin;
intellectual property. Our members represent both owners and users of intellectua
property.

AIPLA’S VISION FOR THE USPTO

The AIPLA believes that a strong and effective Patent and Trademark Office is
critical to maintenance of a robust economy. However, AIPLA believes that achiev-
ing that end result will require focus on three critical objectives: Qu'alitg, Timeliness
and improved electronic filing and processing capabilities. AIPLA also believes that
these critical objectives, of necessity, will only be achieved through the joint efforts
and renewed commitment of Congress, the USPTO and the USPTO user commu-
nity.
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Quality. Quality of the thents and trademark registrations granted by the
USPTO must be at the forefront of efforts to strengthen and imprové the operation
of the Patent and Trademark Office. Granting patents or trademark registrations
that cannot withstand the rigors of a court challenge does not serve the interests
of the USPTO user community. It is costly and wasteful of valuable| resources that
could be put to better use in other endeavors. Moreover, the existence of patents
and trademark registrations that grant unwarranted rights of exctusjivity may deter
otherwise lawful activity by others in technical and marketing endeavors. On the
other hand, the ability to protect investment in research through the|grant of strong
Eatent rights, and the ability to protect investment and development in the mar-

eting of products under strong trademark rights, is equally critical. [The AIPLA be-
lieves that efforts to strengthen and improve USPTO operations should thereisre be
governed in every. instance by a concern, first and foremost, for improving quality
of the ultimate rights granted under patents and trademark registrations.

Timeliness. Timeliness in granting strong, enforceable patent gnd trademark
rights is also of critical importance. Long delays in granting patents, even if they
are strong and enforceable, are not in the best interests of patent owners and their
competitors alike. Such delays place the technology in which investment has been
made at risk for undue periods of time in the face of encroachment| by others. In
addition, these delays subject competitors to uncertainty and stifle efforts to law-
fully invent around such patent rights. Likewise, prompt indications of the
registerability of trademarks are essential for businesses to plan marketing strate-
gies to launch new products and to enable competitors to avoid infringement of oth-
ers’ marks. While admittedly quality on the one hand, and timeliness jon the other,
will at times create tension as to whether certain efforts will or will nbt ultimatel
serve to strengthen and improve USPTO operations, the AIPLA believes that bot
of these objectives must be met. .

Electronic Filing and Processing. The United States transacts its daily commerce
electronically through the Internet. Efforts to make electronic filing and processing
of patent and trademark applications the norm, rather than the exception, must be
redoubled. AIPLA believes that in so doing, both quality and timeliness of the pat-
ent and trademark rights granted by the USPTO will be well served.

BACKGROUND

The AIPLA believes that its vision for the USPTO is more critical than ever to
the continued viability of our nation’s patent and trademark system. In|fact, that
viability has been steadily eroded during the last decade. As this Subcorhmittee is
well aware, the Executive Branch and the Congress have participated in|diverting
fee revenues from the United States Patent and Trademark Office (USPTO) since
1992. To date, approximately $700,000,000 in patent and trademark fees paid by
USPTO users have been diverted from, rescinded, or made unavailable to the
USPTO. The result is that longer delays in obtaining protection for valudble new
technologies and marketing efforts are increasing the uncertainty in the market-
place, and are diminishing the value of the rights ultimately obtained. An
the USPTO has and continues to make efforts to stem these increasing del
withstanding the budgetary strictures imposed upon it, the reality is that
has suffered.

Large and small companies are increasingly being subjected to litigation
threat) on the basis of questionable patents. This undermines the confidernice of
USPTO users and the public in general, and threatens ultimately to undermine the
position of the U.S. as a world leader ifi encouraging and capitalizing on the devel-
opment of new technologies.

Former Federal Trade Commission Chairman, Robert Pitofsky, asked last yeat:

“Does the patent office have the resources to conduct a rigorous review of patent
applications?; and

“Are patent grants justified in terms of utility, novelty and invention, or is the
scope ofp patents that are granted unnecessarily broad?”

- These are serious questions which we fear are not being properly addressed.

After an average total pendency for patents of between 18 and 19 months
achieved in 1989 through 1991, patent pendency has risen to 24.7 months. Toddy,
first opinions on patentability (first actions) in some ra?idly growing fields are not
received by applicants for more than 40 months after filing. While the trademark
onths to a fir _pgnign on_zsv%i r :
ency of 13 months were also achieved in 1989, these times have generally rise
through the last decade until last year. The sharp decrease in filings related to th
downturn in the economy permitted the Office to turn the corner on the rising pend
ency to first action last fiscal year and overall pendency this fiscal year.

BEST AVAILABLE COPY

sterability and an average total pend-
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The electronic processing capabilities of the. Office also fall woefully short of the
goal of “a paperless office by 1990” announced twenty years ago. To be fair, the Of-

ce has made significant strides in creating electronic databases in both the patent
and trademark operations. Examiners now have the ability to search electronically
every U.S. patent from 1790 to date, along with the applications published under
the American Inventors Protection Act, the patents of many foreign countries, and
much of the world’s non-patent technical literature. We are on the threshold of see-
m%the paper search files, which are still stored in the same manner as in Thomas
Jefferson’s day, finally give way to complete, accurate and robust electronic search
tools. Similarly, in the trademark operation, examining attorneys have long had ac-
cess to an electronic search of all federally-registered and abandoned trademarks
and have moved away from using the paper files several years ago.

The trademark operation has also developed and implemented a user friendly and
effective electronic trademark application filing system. Currently, nearly one quar-
ter of all trademark applications are filed electronically, which speeds the process
and reduces errors.

Unfortunately, the same cannot be said for the filing of patent applications. While
the USPTO has made an electronic patent application filing system (EFS) available
to applicants and has worked with applicants to instruct them in its use, the vast
majority of patent applicants find the system very user-unfriendly. So few appli-
cants have been able to master the EFS that, following the recent Anthrax problems
at the Brentwood Postal Facility, the Office was forced to request patent commu-
nicatioxllls )to be filed by express mail, by facsimile, and by hand (in addition to elec-
tronically). -

Moreover, once the twenty-five Fercent of trademark applications filed electroni-
cally and the very small percent of patent applications filed electronically reach the
Office, the Office converts them all into paper for processing through the Office in

" the same manner as it always has. Communications to ap‘%licants are sent by mail
and replies by applicants return the same wa{. If the Office receives the 368,000
patent applications and 300,000 trademark applications it has forecast for this fiscal
year, on top of the existing backlogs, the Office must store, manage, and keep track
of well over one million paper files. It is not hard to understand the burdens under
which the Office struggles with this mountain of paper.

A NEW APPROACH

While not abandoning our strong opposition to the diversion of patent fees, we
have been working with this Subcommittee to try a new approach to address the
comments of the appropriators. The House ap}gropriators observed last year in the
report accompanying the appropriation bill, H.R.2500, that:

“PTO and the patent user community have continually criticized the Congress
and the Administration for not allowing full access to their fees in the year the
are received, yet the PTO has been unsuccessful in proving that increased fund-
ing will decrease the amount of time it takes an applicant to receive a patent.

O bases its budget submission on anticipated fee income, which is derived
from an estimation of its anticipated workload. However, there is no indication
that the existing level of fees was developed based on any direct relationship
to the actual costs of doing business.”

(House Report No. 107-139)

Accordingly, Chairman Coble together with Mr. Conyers and Mr. Berman intro-
duced H.R. 2047, the “Patent and Trademark Office Authorization Act of 2002” on
June 7, 2001, calling for the Office to make the tylg)e of showing requested. This leg-
islation calls for the Director, working with the Patent and the Trademark Public

Advisory Committees, to develop a five-year strategic plan that would—

“(1) enhance patent and trademark quality;
(2) reduce patent and trademark pendency; and
(8) develop and implement an effective electronic system for use by the Patent

and Trademark Office and the public for all aspects of the patent and
trademark processes . . .”

The strategic plan is to include milestones and objective and meaningful criteria for
_evaluating the progress and successful achievement of the plan.

7" Another section of H.R. 2047 called for an accelerated effort to develop an eléc- 77T 7T

tronic system for the filing and processing of patent and trademark applications
that is user friendly and includes the necessary infrastructure (A) to allow exam-
iners and applicants to send all communications electronically; and (B) to allow the
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Office to process, maintain, and search electronically the contents and history of
each application.

The House Appropriations Committee called for similar information in its report
on H.R. 2500: o
% . .the Committee directs the United States Patent and Trademark Office,
in consultation with the Department of Commerce, to develop a require-
ments-based budget structure. This revised budget structure proposal
should include the number of actual trademark examiners requireé’ to per-
form the examinations, the number of examiners the PTO would be able
to hire and train during the fiscal year, the number of patent applications
to be processed while maintaining accuracy, and a timeline and incremental
bthget Elan for technological requirements to assist the processing of appli-
cations. -

The Senate Appropriations Committee also called for the development of such a
plan in its report on H.R. 1215, Senate Report No. 107-42.

USPTO BUSINESS PLAN

The USPTO published a Business Plan in February of this year to accompany the
FY 2003 Budget submission of the President. In the critical areas of quality, pend-
ency, and electronic processing, the Plan states that the Office will:

In patents:
Improve quality by 55% by FY 2006 by reducing the “error rate” from 6.6 to 3%
Reduce total pendency to 26 months by FY 2006 by hiring 950 examiners
Initiate the TEAM* project to prepare for electronic processing of applications
*“Tools for Electronic Application Management”

In trademarks:
Improve quality by 50% by reducing the “error rate” from 6 to 3%
Reduce total pendency to 12 months by FY 2004
Complete its transition to fully electronic operation during FY 2004

The goals of the Plan need to be evaluated in terms of whether they truly meet
the critical objectives toward which they are aimed. In the patent quality context,
it is difficult to have confidence in a program that is in part dependent on the agree-
ment of the judged. Before a patent application can be re-opened to prosecution on
the basis of a finding of an “error” by the Quality Review Office, the relevant Group
Director must agree. If a Group Director does not agree (and they do not in nearly
20% of the cases), no “error” is counted. We need the quality of the patents granted
by the USPTO to convince critics such as former FTC Chairman Pitofsky that they
are “justified in terms of utility, novelty and invention,” and that their scope is com-
mensurate with the patentable contribution of the inventor.

Let me hasten to add that we fully recognize that it is easy to criticize the “qual-
ity” of patents; it is far more difficult to identify how patent “quality” can be meas-
ured, and to offer constructive suggestions to enhance quality. For this reason,
AIPLA has created a special Task Force to work with the USPTO to develop some
practical and effeciive proposals on how the Office can enhance patent quality.

We appreciate the PFan’s promise “to hire 950 new examiners each year,” Iv)ut this
statement must be considered in the context of the President’s Budget which calls
for adding only 250 FTE patent examiner positions. We also note that, even with
this promised increase, the goal in the Business Plan is to reach an average total
pendency of 26 months by ng 2006, essentially making no inroads on the current
situation. We would like to see more progress on this front; however, the effort to
reduce pendency should not be permitted to overshadow the more important objec-
tive of patent quality. Thus, the goal of reducing pendency through increased hiring
needs to be tempered by realistic measures for improving and strengthening exam-
iner training and supervisory capacity, not simply increasing the sheer number of
examiners.

Finally, we note that the stated goal of “initiating” a project “to prepare for elec-
tronic processing” of applications, absent more, falls far short of offering real hope
that the patent operations will be fully electronically Erocessing applications, from
initial filing through examination and prosecution, by the end of the five-year period
. _covered by the Plan.

Turning to the trademark side of the Office, we applaud the plans to develop “a

comprehensive internal quality review program focused on improving examination
quality to complement the corporate quality review program already in place,” but,
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without details, it is difficult to evaluate the planned effort. The pendency goals in
the trademark operation of 2 months to first action by FY 2004 (down from 3
months for FY 2002 as reported in the Plan), and total pendency of 12 months by
FY 2006 (down from 15.5 months for FY 2002 as reported in the Plan) are both com-
mendable and appear to be achievable in light of the respite in the number of trade-
mark applications currently being filed. Finally, we have previously apFlauded the
advancements made by the US in implenienting electronic filing of trademark
applications. We are heartened to see the goals of increasing the number of new
trademark applications filed electronically to 80% in FY 2003 and to complete the
transition to a fully electronic trademark operation during FY 2004.

THE PRESIDENTS BUDGET

The proposed budget would fund the Office at a level of $1.365 billion. This would
come from three different sources:

(1) $1.220 billion from existing statutory fees

(2) $0.100 billion from the nearly $0.500 billion in fees classified as “unavail-
able” in the year they were received

(3) $0.045 billion from a new “one time” surcharge (which will raise $0.207 bil-
lion, with $0.162 billion being used for non-USPTO programs)

A major problem with the President’s Bud%et Proposal is that there is no guar-
antee that the Congressional appropriators will use the revenues as proposed. They
may well agree to impose a surcharge, but then use the revenues generated else-
where. Similarly, there is no guarantee that they will make available any of the
monies previously withheld.

Thus, the user community is being asked to accept a fee increase to generate addi-
tional revenues, only 25% of which is targeted for the USPTO (and there is no guar-
antee that even that amount will reach the USPTO), to implement a USPTO plan
which has serious shortcomings.

USPTO MANAGEMENT

We wish to make it perfectly clear at this juncture that our observations are not
directed at the new management team in the USPTO or at the career employees.
Under Secretary Rogan did not officially assume the duties of office until December
10 of last year. It is our understanding that on his second day in office, he was given
a copy of the “passback” from the Office of Management and Budgzt for the
USPTO’s budget for FY 2003. The “passback” informs an agency what level of fund-
ing the financial officials in OMB have decided to allow it to request. The budget
proposals requested by the USPTO, to which the passback responds, were sent to
the Department of Commerce and then to OMB many months earlier. Thus, Under
Secretary Rogan essentially had no realistic ogportunity to shape the operating plan
or to press the case for adequate funding for the Office. .

This is also not a criticism of the career employees in the USPTO. Having ob-
served first hand what occurs when a new Administration comes into power, I can
say that it is very difficult for career officials to represent adequately the interests
of the patent an?trademark systems to a new Commerce Department administra-
tion. The lack of an appointed political leader in the Under Secretary’s position
makes it very difficult for the career managers to be heard. In fact, a very gnod plan
could have been prepared and forwarded, but then rejected: we will never know.

Of course, a roadblock that continues to plague anyone in the Office who seeks
to develop an effective plan for addressing the problems confronting patent appli-
cants, trademark applicants, and, verK importantly, the public, is that the individ-
uals who control the decisions never have to publicly justify their decisions. While
no Under Secretaxéy/Director or career official can do anything but support the posi-
tion dictated by Commerce Department and OMB officials, the individuals who
make those decisions never have to justify those decisions before this Subcommittee.

You have heard from Under Secretary Rogan, this morning. We are extremely
heartened with what he is saying and doing at the USPTO. He has instituted a top-
to-bottom review of the entire Office to eliminate duplicative, wasteful, and low pri-
ority srograms. In the statement issued late last month, Under Secretary Rogan ob-
served: .

“The Business Plan was completed before I assumed office last December; in re-
_..viewing it, I prefer to think of it as a “First Step Business Plan.” I am preparing

to begin a top-to-bottom review of all non-examination and administrative sup-
port operations, and will expect to see a compelling justification for every non-
examination operation within the agency.”
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We are encouraged by these comments; we hope he will be permitted to succeed.
) AIPLA POSITION ON THE 2003 PTO BUDGET AND BUSINESS PLAN

It will come as no surprise to anyone on this Subcommittee that AIPLA strongly
opposes any diversion of patent and trademark fees—irrespective of the clothes it
wears. If there is a need for additional resources for some urgent rogram or serv-
ice, the President and the Congress should explain that need ang, if the existing
tax revenues are insufficient, propose a tax increase on all citizens who will receive
the benefits of such X;c;gram or service. It should not be hidden away as a stealth
tax increase only on erica’s creative community.

In addition, we strongly opg)ose any fee increase through the mechanism of a “sur-
charge” as proposed by the President. This procedure denies the user community
any opportunity to particigate effectively in the evaluation of the increase or the
%urposes to which it will be put. It also, (’Il‘lite frankly, undercuts the role of this

ommittee in its oversight of the USPTQ. This procedure not only dictates the de-
tails of the operation of the Office, but also the level of contribution that users are
forced to make to the general tax coffers.

Finally, we wish to be very clear on one point. As we stated at the outset, AIPLA
wants the United States Patent and Trademark Office to be, simply, the best in the
world in terms of quality, timeliness, and full electronic processing. If the current
level of funding from user fees is inadequate to allow it to achieve this status, we
are prepared to consider the increases needed. We would support a reasonable stat-
utory fee increase to implement a five-year plan that would achieve the goals Con-
gress and we seek.

The AIPLA looks forward to the next iteration of the Business Plan promised by
Under Secretary Rogan. As previously noted, we urge that the next iteration include
an action program designes to enhance patent and trademark quality. While we
agree that pendency is important, especially for applicants in rapidly movin% fields,
the competitors of those applicants and the public have an equally strong claim to
freedom from challenges based on questionable patents.

With the assurance that only quality patents will issue, we also wish to see the
Office propose a detailed plan to achieve the long standing goal of 18-months aver-
age total pendency. In this regard, it is very important that the fluctuations in
pendency among the various technical fields not have great disparities. Not only do
rapidly advancing technologies deserve protection before obsolescence, but the public
also has an interest in patents expiring twenty years after their U.S filing dates.

Finally, we urge the Office to develop an effective, user friendly, electronic filing
system and an internal electronic processing system. The Office should look to every
source available for assistance in developing an electronic filing system, especially
the Eurogean Patent Office, which a number of observers believe has already devel-
oped such a system. The obvious savings in personnel, space, and the elimination
of errors which would flow from the ability of the Office to electronically receive,
process, and communicate with applicants make the prompt development of such a
system an imperative.

The AIPLA recognizes that these objectives will not be attained without a price.
As we have already noted, however, we are prepared to support a reasonable statu-
tory fee increase to fund a sound plan to achieve them. This may mean that this
Subcommittee should hold a follow-on hearing when the USPTO has developed its
“Second Step Business Plan,” perhaps in conjunction with the fee restructuring
promised in the President’s Budget submission.

LONGER TERM SOLUTION

As the members of this Subcommittee are fully aware, the USPTQ has gone
through twelve consecutive years during which it has failed to receive all of the fee
revenues it collected. During this same period, we have seen the services the Office
provides gradually deteriorate. Concerns about patent quality are higher now than
at anytime in memory.

Congressional appropriators are not solely to blame for this situation. The Execu-
tive Branch budget proposals have similarly followed the political expedient of fund-
ing other more favored programs by suggesting the use of USPTO fee revenues. Is
it realistic to expect that the USPTO can engage in sensible long range planning
for major automation projects such as electronic processing when the funds avail-
able fluctuate year to year?

We believe that the perennial problem of under-funding the USPTO will be solved
only by transforming it into a wholly owned government corporation. As this Sub-
committee knows weﬁl, this suggestion has been raised several times during the past
decade. This question has been studied by the National Academy of Public Adminis-
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tration (NAPA) several times. In its 1989 study, NAPA concluded that USPTO
“meets the criteria for conversion to a wholly-owned federal corporation” and “could
be placed on a fully self-sustaining basis within a reasonable period after its activa-
tion,” In a follow-on study in 1995, NAPA again found the USPTO an appropriate
candidate for becoming a government corporation and added that it shoulg l;'mve the
power “To retain and utilize its revenués for any purposes of the corporation.”

A number of bills that would have “corporatized” the Office were congidered in
the 104th( 105th, and 106th Congresses, including H.R. 1659 and H.R. 3460 in the
104th Congress, H.R. 400 in the 105th Congress, and H.R. 1907 in the 106th Con-
%'ress. All of these measures met with strong opposition due in large part to other
eatures such as inter partes reexamination, prior use defense, and 18-month publi-
cation of pending patent applications. We submit that it is timely to try once again
to achieve this change, but with the authorities needed to effectively manage the

S .

The earlier bills, for the most part, never solved the funding J)roblem. Funding
for the (Froposed corporation was generally subject to the flawed process that we
have today. Contrary to the recommendations in the NAPA reports, these measures
did not allow the corporation to actually run like a corporation where it could set
its fees to obtain the funds needed to carry out its responsibilities under the over-
sight of this Subcommittee and a representative body of users. Although efforts were
made, these bills did not, for the most gart, give the managers of the corporation
an exemption from title 5 of the United States Code so that they could set competi-
tive salaries to attract and retain skilled engineers and attorneys to provide the
quality services users and the public desire.

In addition, these earlier measures flirted with, but never quite overcame the cul-
tural ties that placed the policy authority and the management authority in the
same individual. The President needs an individual of his choosing to whom he can
turn for advice on intellectual groperty questions, both here and abroad. This is a
critically important and demanding, full time assiﬂnment; America’s future depends
on worldwide protection of its intellectual assets. However, a $1.365 billion govern-
ment corporation responsible for the examination and grant or registration of reli-
able patents or trademarks also needs full time attention. Moreover, while there are
dedicated public servants like Under Secretary Rogan who are prepared to serve at
Executive Level II salaries to assist in conducting the President’s agenda, we should
be realistic and understand that talented COQ’s are not going to be attracted to a
jcib paying that same salary and offering job security only until the next Presidential
election.

These and many other details need to be discussed and debated to develop an ap-
propriate legislative remedy for the problems which the USPTO is facing. But we
need to become engaged in this exercise now. If we do not pursue this or some other
permanent fix, we will return here next year at this time for our annual hand-
wringing exercise.

Thank you for the opportunity to present our views. We will be pleased to work
with the Subcommittee in any way we can to resolve these difficult funding and
operational problems.

Mr. CoBLE. Thank you, Mr. Kirk.

Mr. Williamson, before you come on, I went to the PTO office re-
cently. Spent a couple of hours there. And I would urge any Mem-
bers of tll':e Subcommittee who have not gone down there to do so.
It was an illuminating exercise for me, and I learned very much
having been there, seen it hands on. And I benefited from that visit
amd,d as I say, urge the rest of you to do likewise if you're so inter-
ested. - -

"Mr. Williamson? Pull that mike a little closer, if you will, Mr.
Williamson.

STATEMENT OF JOHN K. WILLIAMSON, PRESIDENT,
INTELLECTUAL PROPERTY OWNERS

Mr. WiLLIAMSON. Thank you, Mr. Chairman. I was going to sa
I believe the idea for your visit to the U.S. Patent and Trademar
Office came from a visit that we paid to you and suggested that
that would be a good idea. I'm glad that you followed up on that.
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I appreciate the o;I) ortunity to testify today on behalf of IPO. As

some of you know, IPO is an association of U.S.-based owners of

gatents, trademarks, cos)g'ﬁghts, and trade secrets. In the world of
usiness-speak, we would probably be known as the ultimate end-

gsers of the products coming from the Patent and Trademark Of-
ce.

Our members account for about 30 percent of the patent applica-
tions filed in the U.S. Patent and Trademark Office by U.S. nation-
als and pay about $200 million a year in fees to support PTO oper-
ations.

We acknowledge the important work being performed by the
many dedicated employees of the Patent and Trademark Office and
want to congratulate Judge Rogan on his appointment as Director.
We strongly support his efforts to make the PTO operations as ef-
fective as possible.

And not surprising, IPO enthusiastically supports the President’s
proposal for a 22 percent increase in PTO funding for 2003. We be-
lieve a spending increase of this magnitude is necessary in order
for the PTO to take steps to improve patent quality and to reduce
the backlog of unexamined applications.

However, our support for this major funding increase is premised
upon the PTO having in place a 5-year strategic plan that address-
es four important issues: improving patent quality, reducing patent
pendency, implementing full electronic processing of patent and
trademark applications, and financing the PTO. i

The 5-year plan must be cost-effective, and it must set priorities.
that should incorporate measurable goals and objectives that can
be used by Congress, the Administration, and the user community
to evaluate progress. .

Improving patent quality is vital to the 5-year plan for the PTO.
There is a huge cost to the economy as a consequence of granting
invalid patents, a cost which is paid initially by industry but which
is borne ultimately by consumers. It is perhaps time to rethink the
current Fractice of measuring national innovation and PTO produc-
tivity solely in terms of the number of absolute patents issued an-
nually, and time to eliminate the incentive simply to grant more

- patents without an opportunity for appropriate counterbalancing

quality. -

Patent quality in the context of the PTO requires excellence in
analyzing the written description of claims; finding and analyzing
the relevant prior art; applying the substantive criteria for grant-
ing a patent; and, finally, creating a reviewable record for the pat-
ent examination.

IPO members have a number of suggestions for improving patent
quality, a few samples of which are given in my full statement.

The average length of time it takes the PTO to examine and
grant a patent application is also a very important issue to us.
Pendency now is about 26 months on average and is increasing,
compared with the longtime goal of 18 months, which IPO has al-
ways endorsed.

Long pendency times cause enormously uncertain legal rights
and can discourage investments in inventing, developing, and com-
mercializing new technology. The 2003 budget proposes hiring a
large number of additional patent examiners in order to reduce
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pendency. We support hiring additional examiners. But given the
need for also addressing quality and electronic processing of appli-
cation, it appears that resources will still be very scarce.

We applaud Director Rogan’s statement that he is preparing to
do a top-to-bottom review of all non-examination and administra-
tive support operations and that he will expect to see a compelling
justification for every operation within the agency.

I should add that despite the need to hire more examiners, PTO
investment in information technology also must be given high pri-
ority. We must give the new examiners and their colleagues the
necessary tools to do their jobs effectively.

Finally, IPO strongly opposes the proposal in the President’s
2003 budget to divert $162 million in patent and trademark fees
to unrelated government programs. The President’s budget con-
templates raising $207 million in additional income through fee
surcharges. Subject to a satisfactory 5-year spending plan and an
end to fee diversion, IPO would favorably consider appropriate leg-
islation” to restructure and potentially increase patent and trade-
mark fees.

We cannot at this time, however, support an increase in fees
merely to facilitate more diversion of fees.

I want to commend Chairman Coble, Ranking Member Berman
and the other Members of the Subcommittee for their excellent
work in overseeing the PTO. Thank you.

[The prepared statement of Mr. Williamson follows:}

PREPARED STATEMENT OF JOHN K. WILLIAMSON

Mr. Chairman and Members of the Subcommittee:

I appreciate the op&ortunity to testify today on behalf of Intellectual Propert
Owners Association (IPO). I am the current President of IPO. My company, PPé
Industries, Inc., with headquarters in Pittsburgh, is an IPO member, and I am the
Chief Intellectual Property Counsel for the company. The views I am expressing
today are those of IPO.

IPO is an association of U.S.-based owners of patents, trademarks, copyrights, and
trade secrets. Qur members include about 100 American corporations that are
among the largest patent filers in the United States and worldwide from all major
industries. Our members file about 30‘£ercent of the patent applications that are
filed in the U.S. Patent and Trademark Office (PTO) by U.S. nationals, and pay
about $200 million a year in fees to support PTO operations.

We view the PTO as one of the most important agencies in government, vested
with the responsibility for making correct and timely determinations on whether to
grant patent and trademark rights in order to encourage invention, innovation, and
investment. The PTO has a highly dedicated and competent staff of professional em-
ployees who have worked very hard to maintain and increase the level of excellence
in granting patents and registering trademarks during a time when the PTO’s work-
load has skyrocketed. We want to note that the PTO is in very capable hands under
the leadership of its new Director, the Honorable James E. Rogan, and we congratu-
late him on his appointment. We strongly support Mr. Rogan’s efforts to make the
PTO operations as effective as possible.

As patent owners, our members want to obtain high quality patents that can be
relied upon. We need to avoid surprises arising from prior art that was overlooked
by the lBI‘O or other issues that may not have been properly considered by the PTO.
E’(vlually important, when our members are commercializing new technology, they
want certainty as to the scope and validity of patent rights of other parties. And
we want a patent system that operates at a reasonable cost. Similar considerations
apply to trademark registrations obtained by IPO members and their competitors.

MORE RESOURCES FOR THE PATENT AND TRADEMARK OFFICE |

A year ago when IPO testified at the annual PTO oversight hearing held by this
Subcommittee, we said the PTO was likely to be in crisis soon if it was not there
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already. We were concerned about patent quality, and about backlogs of unexamined
patent applications that were climbing out of control, with a projected patent appli-
cation pendency of 38.6 months by 2006. The prospect of American companies wait-
ing on average over three years to obtain a patent was unacceptable. Such delays
would cause huge uncertainty about legal rights in new technology. And last year
no relief was in sight.

This year, while the situation is still very difficult, and we are still deeply con-
cerned about patent quality, the Administration’s 2003 budget for the PTO provides
some hope for improvement. The proposed record 21.2 percent increase in funding
for 2003, together with Director Rogan’s comprehensive review of all PTO-oper-
ations, causes us to believe the PTO may have a chance of obtaining the resources
it needs to do its job.

IPO enthusiastically supports the 21.2 percent increase in funding, which would

" raise spending to $1.365 billion in 2003, a level that for the first time in many years
actually would be somewhat higher than projected fee income, if fees remained at
their current levels. We believe a spending increase of this magnitude is necessary
in order for the PTO to take steps to improve patent quality and to work down the
backlogs of unexamined applications.

Our support for a such a major funding increase for the PTO, however, is pre-
mised on the PTO having finalized a 5-year strategic plan for (1) improving patent
quality, (2) reducing patent pendency, (3) implementing full e-processing of patent
and trademark applications, and (4) financing the PTO. Completion and implemen-
tation of such a 5-year plan, with greatest emphasis on patent quality, is an urgent
matter.

SUGGESTIONS FOR 5-YEAR PTO PLAN

The recommendation for a comprehensive 5-year strategic plan—stressing en-
hanced patent and trademark quality, reduced patent pendency, and an effective
electronic system for use by the PTO and the public for all aspects of patent and
trademark processes—was first made in Chairman Coble’s bill H.R.2047, which has

assed the House and is awaiting action in the Senate. That bill contains an excel-

ent outline of the components for a 5-year PTO strategic plan, and we strongly sup- -

port its enactment.

The plan must be cost effective and set-priorities. It should seek accountability
and feature measurable benchmarks that can be used by Congress, the Administra-
tion, and the user community to evaluate progress.

Patent Quality

Measuring and improving patent quality is vital to any 5-year plan for the PTO.
Industry and inventors cannot be confident about the status of legal rights in tech-
nology without high patent quality. There is a huge cost to the economy from invalid
patents, which is paid initially by industry but is borne ultimately by consumers.
It is time to rethink the current practice of measuring national innovation and PTO
productivity simply in terms of the absolute number of patents issued annually.
Quality must become an integral part of these metrics.

Quality is an elusive concept with many facets. In essence, patent “quality” in the
context of PTO work is the degree of excellence achieved by the PTO in (1) ana-
lyzing the written description and claims, (2) finding and analyzing the prior art rel-
evant to the invention that the applicant is seeking to patent, (3) applying the sub-
stantive criteria for granting a patent, and (4) creating a reviewable record of the
patent examination.

To illustrate what we are talking about, the following are examples from the
many suggestions that have been made by IPO members and others for possible ac-
tions the PTO might take to improve patent quality:

o Insure that the PTO is able to recruit, train, and retain the best possible ex-

aminers and supervisors.

¢ Establish performance goals for examiners that will incentivize and reward

" superior quality, in addition to rewarding superior production.

¢ Expand the current business method patents “Second Look Initiative” to all
classes of patentable subject matter.
Reduce the number of patent examiners assigned to each Supervisory Patent
Examiner to allow for more “hands on” supervision.
Adopt procedures to ensure that an accurate and detailed record is made of
all patent prosecution proceedings.
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* Review whether the appropriate level of resources is being devoted to reclassi-
fication of search files, and promote international cooperation on harmoni-
zation of patent classification systems.

¢ Develop plans to use patent searches from other patent offices to save exam-
iner search time. :

In order to improve patent quality, the PTO also should plan to improve its capac-
ity to measure quality. Measures of quality should be as objective as possible. Re-
sults of quality measurements should be published and used to drive improvements
in quality. To measure quality, for example, the PTO could:

o Track reviews of examined applications conducted by the PTO or an inde-
pendent outside organization and publish a detailed error rate index.

¢ Track changes in the confidence level of specific industries in the validity of
patent granted in their industries as indicated by polls conducted by the PTO
or an independent organization.

e Track patents for which a reexamination request was granted and claims
were cancelled or amended, and patents in court litigation in which claims
were invalidated.

¢ Track the number of and reasons for rejections of patent applications that are
reversed by the PTO Board and the Court of Appeals for the Federal Circuit.

Patent Pendency s

Patent quality is the most important issue for IPO members. The average pend-
ency time of patent applications in the PTO, however, also is a very important issue.
Pendency is now at about 26 months and climbing, comgared with the long time
goal of 18 months, which IPO has always supported. Pendency was last close to 18
months in the mid-90’s. Long pendency times cause enormous uncertainty about
legal rights in new technology and discourage investments in the inventing, devel-
oping, manufacturing, and marketing of new products and services. Reasonable
pendency time often is as important to manufacturers who are utilizing technology
as it is to the Fatent applicant. The continued viability of the patent system requires
both high quality and reasonable pendency time.

Moreover, pendency times of the magnitude now being experienced are resulting
in automatic extensions of the life of many patents under the American Inventors
Protection Act. Data presented at a meeting of the Patent Public Advisory Com-
mittee in March showed that 26 percent of patent applications are not receiving a
first action within 14 months after filing, which is needed to avoid an automatic ex-
tension of the patent term. This is inconsistent with the Congressional decision that
patents should generally expire 20 years after filing.

The 5-year plan must include measures for reducing pendency time and keeping
it under control. The PTO’s recent Business Plan that give details of the proposed
2003 budget calls for hiring a large number of additional patent examiners in order
to reduce patent pendency. We support the hiring of the additional examiners, but
given the need for also addressing quality and e-processing of applications, it ap-
pears that resources will still be very scarce. We applaud Director Rogan’s state-
ment that he is “preparing to begin a top-to-bottom review of all non-examination
and administrative support operations, and will expect to see a compelling justifica-
tion for every non-examination operation within the agency.”

We note our concern, however, about a statement in the 2003 PTO Business Plan,
prepared before Director Rogan took office, which indicates that the PTO expects to
ask Congress for authority to allow applicants to opt te defer the erxamination of
their applications. The business plan estimates that this would allow the PTO to
avoid ever examining 10 percent of applications and free up resources to reduce
pendency time of other applications. In principle, IPO is opposed to deferred exam-
ination, which creates uncertainty over patent rights in pending applications that
have not been examined. Instead of deferred examination, the PgI‘O needs a 5-year
plan for substantially accelerating the examination of all patent applications. In re-
" sponse to the proposal in the PTO Business Plan, however, IPO will undertake a
review of its position on deferred examination.

Electronic Processing

Despite the need to hire more examiners, PTO investments in information tech-
nology cannot be neglected. It appears that the PTO has had to forego information
technology expenditures to focus on current workloads. The e-filing system for trade-
marks is proving very effective, but a great deal of work is needed before the PTO
reaches the objective of an electronic system for use by the PTO and the public for.
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all aspects of the patent and trademark processes. H.R. 2047 properly requires this
objective to be a key part of the 5-year strategic plan. .

DIVERSION OF $162 MILLION TO OTHER PROGRAMS

The President’s 2003 budget proposes to withhold or divert to unrelated govern-
ment programs $162 million in patent and trademark fees. We believe the members
of this Subcommittee already agree with us, but we want to take the opportunity
to strongly reaffirm our opposition to withholding or diversion of patent and trade-
mark fees. The PTO should have access to all of its fees collected in the current year
and previous years.

This is a subject that we have raised with this Subcommittee and the Apprepria-
tions Subcommittee every year since fee withholding began in 1992. By the end of
2003, according to current projections, nearly a billion dollars will have been with-
held or diverted. IPO believes this practice of withholding or diverting fees is a pri-
mary cause of the situation in which the PTO now finds itself.

We continue to support H.R.740 (Coble) and H.Res. 110 (Berman), which propose
to limit or eliminate the authority of the Appropriations Committees to withhold
fees. In the long term, this type of legislation may be the only way to assure ade-
quate PTO funding. User fees in the PTO account in the Treasury are funds that
have been paid by American corporations and inventors for specific services that
they expect to receive.

We are opposed to an increase in patent and trademark fees only to enable more
fee withholding. Indeed, if the previously unavailable fees are merely temporarily
withheld, as accounting records indicate, then the previously unavailable funds
should be made available to the PTO as a part of the 5-year plan.

PROPOSED PATENT FEE SURCHARGE

The President’s 2003 budget proposes a 19.3 percent patent fee surcharge (i.e., an
across-the-board fee increase) and a 10.3 percent trademark fee surcharge, to raise
$207 million. As we view it, $162 million of that surcharge is being diverted to other
government programs. The budget also indicates that there is a forthcoming “fee-
restructuring” proposal to support the PTO’s 5-year plan and goals and objectives,
to be effective in 2004. The fee restructuring, as we understand it, will include a
fee increase.

Subject to a satisfactory 5-year spending plan and an end to fee diversion, IPO
would favorably consider appropriate legislation to restructure, and potentially, in-
crease patent and trademark fees. The PTO should include the details of such fee
legislation in its 5-year plan. Accordingly, at least for the present, IPO opposes the
proposed 19.3 percent patent fee surcharge and 10.3 percent trademark fee sur-
charge for 2003.

We offer our assistance to the Subcommittee in working to find an acceptable fi-
nancing plan for the PTO that will enable the PTO to improve patent quality, re-
duce patent pendency and implement full e-processing of patent and trademark ap-
plications. PTO users should not face the threat that any increase in fees will be
accompanied by continued diversion of fees to unrelated programs.

PATENT REEYAMINATION LEGISLATION

We would like to reiterate our support for H.R.1866 and H.R.1886, bills developed
by this Subcommittee that have passed the House and are awaiting action in the
Senate. These two bills will improve the statute governing patent reexamination
proceedings in the PTO, and passing them is one of the actions that can be taken
to improve the quality of patents. Patent reexamination, based on earlier patents
and publications that have a bearing on the validity of a patent, is a relatively quick
and inexpensive proceeding for eliminating uncertainty about the validity of a pat-
ent. We hope these bills can be enacted in this Congress.

I want to commend Chairman Coble, Ranking Member Berman and the other
members of the Subcommittee for their excellent work in overseeing operations of
the PTO. I will be pleased to answer any questions.

Mr. CoBLE. Thank you, Mr. Williamson.

And we have been joined by the other gentleman from California,
Mr. Issa. Good to have you with us.

Ms. Kelley.



25

STATEMENT OF COLLEEN KELLEY, NATIONAL PRESIDENT,
NATIONAL TREASURY EMPLOYEES UNION ‘

Ms. KELLEY. Thank you, Chairman Coble, Representative Ber-
man and Members of the Subcommittee.

As the national president of the National Treasury Employees
Union, I very much appreciate the opportunity to be here today.

NTEU represents over 2,300 employees in two bargaining units
at the U.S. Patent and Trademark Office. The employees of Chap-
ter 243 are involved in all phases of the patent and trademark ap-

lication process, from handling the mail, to other tasks directly re-

ated to the adjudication of the patent and trademark applications.

The Trademark Society, Chapter 245, represents the attorneys
who process trademark applications. With me today are Ollie Pear-
son and Amy Perkins, vice presidents Chapter 243, and Howard
Friedman, the president of Chapter 245.

The PTO’s employees are vital to the successful operation of the
office, and they can and should play an important role in increas-
ing efficiency and productivitﬁ.

Agency manadgement and the American public are very fortunate
to have this dedicated, progressive, and innovative workforce. They
gaé'e extremely computer literate, professional, and open to new
ideas.

Two years ago I testified before this Subcommittee, and I said
that PTO was an agency in crisis. I stated that the Office was
grossly understaffed for its growing workload and that pendency

or applications was at an unacceptable level, and that turnover of
staff was entirely too high. Some things have changed, at least on
the trademark side, and let speak to that first.

Thanks to cooperative labor-management relationships, the lead-
ership of Director Rogan and past directors, and the ongoing inter-
est and support of this Subcommittee, the situation is much im-
proved at the trademark office.

Staff turnover is down and customer satisfaction is heading in
the right direction. Greater efficiency is being achieved thanks to
labor-management initiatives such as electronic filing, flexiplace,
and flexible work schedules.

I believe the trademark office has turned the corner. But it will
take ongoing attention to stay on course.

The resources proposed in the President’s budget for trademark
will provide an opportunity to reduce trademark pendency and to
address those challenges.

One example of a near-future challenge is the proposed Madrid
Protocol, which, if adopted, will require significant changes at the
trademark office. Resources need to be allocated so that employees
can be trained and prepared for those changes.

Additionally, the trademark office needs to direct resources to
improving the quality of trademark registrations. As the national
economy improves, even greater numbers of trademark applications
are likely. And now is the time to put in place systems to improve
the quality and the efficiency before the trademark office is over-
whelmed with new work. :

On the patent side, as we have already heard, staffing and inven-
tory problems exist. Pendency will continue to climb even next year
with increased resources in the President’s proposed budget.
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American inventors deserve better. The Federal Government has
an obligation to see that the inventors receive patents in a timely
manner. And for reasons of privacy and accountability, the work at
the PTO should not be contracted out to private, commercial enti-
ties. Funding is needed to provide services that inventors expect
and deserve.

And, of course, last of all, I would like to address the issue of the
proposed surcharge on the patent and trademark application fees.
NTEU certainly supports setting the fee for patent and trademark
applications at a level which produces the needed revenues to run
the agency properly. But as has already been noted, under the
President’s proposal, $163 million of the revenue will be diverted
to the general revenue.

NTEU has objected to this diversion in the past, and we object
to it today. We believe that PTO should keep all of the revenue
from the fees it collects. The Administration has said that these
monies are needed for homeland security. NTEU fully supports
every authentic initiative for homeland security at our borders, our

“"airports, our seaports and across the country. But this surcharge
will be deposited into general revenue and is not dedicated to any
particular program from these diverted fees.

With these diverted fees, if it were retained by PTO, PTO could
give the customer speedier and higher quality service, more staff
could be hired, better training could be implemented, and improved
retention incentives could be developed.

Mr. Coble, you and Mr. Berman _have been very outspoken on
these issues, and I know we can count on your continued leader-
ship, help, and support.

Again, I appreciate the opportunity to be here and look forward
to any questions you might have. -

[The prepared statement of Ms. Kelley follows:]

PREPARED STATEMENT OF COLLEEN M. KELLEY

Good morning Chairman Coble, Representative Berman and members of the
House Judiciary Subcommittee on Courts and Intellectual Property. M{: name is
Colleen Kellle}'. I am the National President of the National Treasury Employees
Union (NTEU). 1 very much appreciate the Committee’s invitation to be here today
‘to present our Union’s views on the operation and proposed budget of the U.S. Pat-
ent and Trademark Office (PTO).

NTEU represents more than 2,300 employees in two bar%iaining units at the U.S.
Patent and Trademark Office. The employees at NTEU Chapter 243 are involved
in all phases of the patent and trademark application process—from handling mail,
to other tasks directly related to the adjudication of the patent and trademark appli-
cations. The Trademark Society, NTEU Chapter 245, represents the attorneys who
process trademark applications. In the audience today, are Amy Perkins, Vice-Presi-
dent and Legislative Coordinator of NTEU Chapter 243, and Howard Friedman,
President of NTEU Chapter 245, our two units at PTO.

As the Subcommittee is well aware, the Patent and Trademark Office plays a crit-
ical role in the development of new industries in our economy. PTO’s employees per-
form the quasi-judicial function of adjudicating patent and trademark applications—
an inherently governmental function that appropriately belongs in the public do-
main and is of Constitutional authority. The American public and business commu-
nity place great importance on the registration of patents and trademarks in the
United States as a key to the protection of valuable intellectual Froperty rights.

The PTO’s employees are vital to the successful operation of the Office and can
and should play an important role in increasing efficiency and productivity. Agency
management and the erican public are very fortunate to have the young, pro-
 gressive and innovative workforce represented in NTEU’s bargaining units. They
are extremely computer literate, professionally savvy and open to new ideas.
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Mr. Chairman, two years ago I testified before this subcommittee. At that time
I told you that PTO was an agency in crisis. I stated that the Office was grossly
understaffed for the growing workload it bears, that pendency for applications was
at unacceptable levels and that turnover was at an intolerable magnitude. You may
wonder what I think today.

Let me first speak to the trademark side. Thanks to cooperative labor-manage-
ment relations, the leadership of the current and past directors Todd Dickinson and
James Rogan, and the poking and prodding of you and Mr. Berman, the situation
is much improved at the Trademark Office. Staff turnover is down and customer
satisfaction is heading in the right direction. Further, greater efficiency is being
achieved thanks to labor-management initiatives such as electronic filing, flexiplace,
and flexible work schedules.

I believe the Trademark Office has turned the corner. But having turned the cor-
ner, let us not reverse course. Pendency in trademarks is starting to creep up. With
the resources proposed in the President’s budget, we have a chance to reduce trade-
mark pendency. This is the right step, but many challenges remain. One example
of a near future challenge is the glfl?posed Madrid Protocol, which, if adopted, will
require significant changes at the Trademark Office. Resources need to be allocated
so that em(floyees can be trained and prepared for these changes. Another challenge
is the need to retain experienced and skilled staff and for the agency to invest hg)r
the long term in its human capital. Additionally, with the advances the Trademark
Office has had on some fronts, it needs to direct resources to improving the quality
of trademark registrations. Mr. Chairman, let us move to address these challenges
now. As the national economy improves, even greater numbers of trademark appli-
cations are likely. Let us put into place systems to improve quality and efficiency
before the Trademark Office is overwhelmed with new work.

While on the trademark side, things are getting better presuming PTO stays the
course,

I cannot say the same on the patent side. Pendency will continue to climb next -
year even with the increased resources in the President’s proposed budget. Amer-
ican inventors deserve better. Patents are the institutional protection of intellectual
-pr?erty rights. The ability to lay claim to the fruit of one’s intellect is a basic ri‘ght
and one of the examples of positive rights mentioned in our Constitution. The fed-
eral government has a fundamental and Constitutional obligation to see that inven-
. tors receive patents in a timely manner. I would emphasize that the Constitution

gives this obligation to the Eovemment. For reasons of privacy and accountability
work at the PTO should not be contracted out to private, commercial entities.

Let me also point out an issue that may be otherwise overlooked. The PTO will
be moving to new facilities in Alexandria in 2003. NTEU is in a partnership rela-
. tionship with PTO_management regardinﬁ space allocation and other issues con-

cenu\':s new space PTO will occupy after the move. We are confident the new facili-
ties will provide an environment in which our members can work efficiently, produc-

tively and safely. We have already come to a%reement with mana%:?ment on impor-
tant issues such as space allocation and look forward to the many benefits this new
site will offer. As much as I think the issues around the move have been a model
of labor-management cooperation in the federal sector, even in the best of cir-
cumstances, office moves are disruptive to employees. Commuting patterns change
and car pools dissolve. We must make sure that this does not result in the loss of
productive and experienced PTO employees.

Finally, I would like to address the issue of the proposed surcharge on patent and
trademark application fees. NTEU certainly supports setting the fee for patent and
trademark applications at a level which produces the needed revenues to run the
agency properly. I must note however, that under the President’s proposal, $163
million of the revenue from these fees will be diverted into general revenue. NTEU
has objected to this diversion in the past and we object to it today. We believe that
PTO should keep all of the revenue from the fees it collects. The Administration has
said these monies are needed for homeland security. NTEU fully supports every au-
thentic initiative for homeland security at the border, in our airports, through the
movement of currency or any other means. But to be honest, this surcharge is sim-

ly deposited into general revenue and is not dedicated to any Earticular program.

t is unfair to the inventors that they pay a fee for a service they are not getting -
the full benefit from. With the resources from these diverted fees, our members
_could give the customer speedier and higher quality service, more staff could be
hired, better trainincg could be implemented and improved retention incentives could
be developed. Mr. Coble, you and Mr. Berman have been very outspoken on this.

e need your continued leadership.

Mr. Chairman, I apglreciate the optportunity to testify today. I am happy to answer
any questions you or the members of the committee may have. Thank you.
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Mr. CoBLE. Thank you, Ms. Kelley. |

We impose this red-light rule against us as well. You all hav
complied very favorably.

Let me start with Mr. Williamson and Mr. Kirk. Gentlemen an
panelists, you all and the Subcommittee have one thing in common
if not more: We want the PTO to succeed.

What is the reaction of the user—1I think you've touched on this
but I want to reiterate it for emphasis.

What is the reaction of the user community to the surcharge an
fee restructuring proposals in FY '03 budget without having a com
pelling 5-year plan in hand, A? And if your members are not will
ing to make a leap of faith in the absence of such plan, are ther
circumstances in which they could support the proposed fee inT
creases? ,

Mr. Williamson, why don’t you start off? And then we’ll hear
from Mr. Kirk.

Mr. WILLIAMSON. Well, as stated in my testimony, and mayb
more lucidly in the written testimony, we are opposed to the sur
charge as it’s currently proposed. It’s probably best stated by on
of our members who, in discussing the proposed increases with hi
chief scientist, received the response that we must pay what we ar
charged to protect our technology in the U.S. through patents; how-,
ever, every dollar I give you is a dollar that I cannot spend on re-
search and development. That from the chief scientist of a major
construction equipment manufacturer, who is competitive inter-
%aéionally and accounts for a favorable balance of payments to the

As to the second part of your question, we understand that some
of the things that we’re asking for has a price tag. And our mem-
bers are willing to pay that price tag, provided that we can be
guaranteed that we are going to get, in return, what is promised
to us. R

Mr. CoBLE. Mr. Kirk?

Mr. KIRK. Mr. Chairman, AIPLA cannot support the surcharge
under the current conditions. We have yet to see a 5-year plan that
gives us the encouragement we need to agree to an increase in fees.
Of course, as I indicated, any increase in fees should not involve
a diversion of fees to some other agency. But at this point, that’s
not even an issue, because the 5-year plan has not shown us any
compelling need.

Like Mr. Williamson, however, we would be prepared to support
an_increase in fees for a 5-year plan that provided the quality,
timeliness, and electronic processing goals that we have.

In this regard, AIPLA congratulate the Undersecretary. I am
aware that he has started a team to—not only took at the top-to-
bottom review of the PTO to eliminate any nonproduction-type ac-
tivities that may not be affordable at this particular time, but also
to look at developing a 5-year plan which, it is my understanding,
at least, and I stand to be corrected, is targeted for roughly the
June time frame to be available.

And we would think that, if it were possible to perhaps have a
review of that plan in the June time frame, then it might be appro-
priate to come back and revisit a statutory fee increase to support

BEST AVAILABLE COPY




29

. those parts of the plan that we felt and believed were going to ac-
complish our goals.

Thank you.

Mr. COBLE. Thank you, sir.

Would each of you, starting with you Judge Rogan, summarize
the ongoing success of the ongoing effort to make the PTO
paperless agency? Now, I think I'm correct in assuming that the
trademark sphere is doing a better job with regard to electronic fil-
ing, assuming I am correct there.

And along these lines, why are the patent filers are experiencing
problems with the electronic filing system at the agency?

Judge, if you would respond to that?

Mr. RoGAN. Mr. Chairman, during my time at the agency, what
I have been hearing from our management and also from the user
community essentially is this: It’s been very difficult to plan ahead
on the patent side for moving to a totally paperless office because
of the uncertain funding stream and the type of investment that
has to be made up front.

The decision had been made to essentially deploy that on the
trademark side first. We’re moving in that direction.

And in fact, under the President’s budget submission, it would
enable us to have a fully automated trademark operation by 2004.
The decision was made to try to work the kinks out on the trade-
mark side first before fully deploying on patent side. Under the cir-
cumstances, I think that was a wise decision. -

But the Administration is fully committed to moving to an elec-
tronic operation on both sides at the earliest possible date.

Mr. CoBLE. Thank you, sir.

My time has expired, but we will have a second round.

Mike, I will get to you on the second round.

Mr. Berman?

Mr. BERMAN. Thank you, Mr. Chairman.

A couple of issues that have been raised from the outside, and
Judge-Congressman-Commissioner-Undersecretary Rogan ——
[Laughter.]|——I was wondering if you could react to them.

Cne is on the issue of the business plan and—to the calendar
year 2002. You filled 750 new positions at full-year cost $770,600;
500 of these positivns were for new examiners, who make about
$50,000 a year. For the other 250 staffers, then people say, “Well,
that leaves an average of $210,500. Yes, we want to upgrade the
quality and hire the best people, but that seems like a high per
capita rate.” -

Can you give us an explanation of how this adds up and where
the money is going?

Mr. RoGAN. The short answer is no. And it’s not because I don’t
have it available; it’s because if I read it into the record, I'm not
sure it would explain it to you.

I understand where the question is coming from, Congressman
Berman. And we’ve actually looked into getting the appropriate an-
swer for you.

It has to do with OMB’s forward hiring mathematical accounting
calculations. I can assure you that there are a number of exam-
iners at the PTO who probably deserve to earn a quarter of a mil-
lion dollars for the work we do, but we operate under title 5.

78-675 D-2
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I will be happy to get for you, from our CFO, the actual account-
ing explanation of how all of those figures work.

Mr. BERMAN. Great. I can understand any explanation that puts
the blame on OMB. [Laughter.]

We've all talked about going to an electronic filing system. We
get complaints about PTO plans to get rid of the paper files of pat-
ents. People complain that electronic files are incomplete, particu-
larly with regard to foreign patents, or they’re unusable. Some
Zl?lgﬁ that PTO is violating statutory mandates contained in the

Can you address these concerns?

Mr. RoGAN. We're sensitive to the requirements under the Amer-
ican Inventors Protection Act. Last year, I understand, they had
two public comment periods. We're going to have an open forum
some time in May to allow further public commentary. We have
published a Federal Register notice that we would like to remove
the paper in the public search room and rely on the other formats
that are available, such as CD-ROM, electronic searching, DVD,
and microfilm.

The truth of the matter, Congressman Berman, is that the paper
takes up an inordinate amount of space. It eats up an awful lot of
resources. If somebody removes paper to photocopy it, the file is
therefore incomplete anyway.

And to those folks who just don’t want to move to an electronic
system, they won’t be able to do a search there that’s complete any-
way, because ever since March of 2001, when we went to the 18-
month publication, all of those applications-are only stored in the
public search room in electronic format. So for them to do an elec-
tronic search, they would have to—for them to do a full search,
they would have to do it electronically anyway.

Mr. BERMAN. Thank you. My last question for you on this time,
because I think it will be running out fairly soon, is, do you think
it'’s consistent with the spirit and philosophy behind the Contract
for America to take the patent fees and divert them to general fund
purposes, as opposed to spreading those costs over the taxpayers
generally.

Mr. RocaN. Congressman Berman, thank you for that question.
[Laughter.]

The Administration believes that, at this time, a 1l-year sur-
charge would be appropriate, particularly because of homeland se-
curity and homeland defense issues.

The President has proposed a one-time surcharge that would %ive
the PTO what would be the equivalent of all of its statutory filing
fees, the first time that I believe that’s occurred since it went on
to become a fee-based institution. And of course, the balance the
President would like to see appropriated to homeland security and
homeland defense.

Mr. BERMAN. Well, I have a little more time. On the issue—and
I do appreciate and I think I acknowledged in my opening state-
ment the importance of the President’s budget, but that it still
leaves, under a different name, the fundamental diversion problem.

I'd like to ask Ms. Kelley, though, one of the—there’s a bit of an
inconsistency in the budget submission. One of the arguments for
the surcharge is to cover the retirement, full retirement costs for
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the U.S. Patent and Trademark Office employees. Then, of course,
we note that a substantial amount of that money from the sur-
charge will go to homeland security.

What does—well, you sort of told us what you think of the diver-
sion. But at this point, what is your opinion about the proposal in
the context of retirement security for Patent and Trademark Office
employees?

Ms. KeELLEY. We are opposed to the requirement of funding re-
tirement in the agency budgets. And we have been briefed by OMB,
and we have expressed our concerns at every opportunity, because
all this proposal does is really call for an accounting movement of
money, if you will. And it only provides that the money will be
funding in the agency’s budget for this first year. After that, it’s not
clear that the agencies will be provided with funding to in fact con-
tinue to absorb those retirement costs.

So we believe that should not be occurring, and that the system
that’s currently in place to fund those through OMB, through other
OMB vehicles, is what should remain in place.

Mr. CoBLE. Thank you, Mr. Berman.

The gentleman from Tennessee.

Mr. JENKINS. Thank you, Mr. Chairman.

And, Mr. Rogan, welcome back to the Committee. You've had
some nice compliments here on your work, and I'm sure those are
going to continue. . ‘

You mentioned that it may be time to make some changes in the

- basic ways that you do business in your office. We’ve heard that
thought expressed before in this Committee by folks who have been
here from the office and who've testified. Are you far enough along
in your analysis of what needs to be done that you could outline
for us any of those very basic changes that you feel, at this point,
we should look at and possibly make in the future?

Mr. RoGaAN. Congressman Jenkins, it would be premature for me
to do that at this point. I recently was able to coax back to the PTO
a gentleman by the name of Brad Huther, who spent about 32
years at the PTO and is known by all here at the table with me.
He spent, I think, the last 4 or 5 years at WIPO.

And he has just undertaken the lead role, in the last week or so,
of putting together a working committee where we have been able
to start really diving into that. And I'm afraid it would be pre-
mature and probably unfair to the individuals who are working on
that if I attempted to go any further than that right now.

May I just say, while on——

Mr. JENKINS. Judge, are you relying on the fifth amendment,
too? [Laughter.]

Mr. RoGAN. Well, as a former Member of this Committee, I know
how that’s been used.

I don’t want to give anybody the impression that I'm somehow
distancing myself from the business plan that has been submitted.
Quite frankly, Congressman Jenkins, under the current structure
of the PTO, that may be about as good as it gets. If it ends up that
the government and the user community are unwilling to take a
real hard look at the way we do business there, then we have to
deal with some very basic facts.
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And the facts are that we will get this year about 350,000 new
applications. We will have 3,200 examiners to review them, and we
have about 350,000 files sitting in the backlog.

Every examiner gets about 20 hours per application. We will
issue about 176,000 patents, and it will just get worse.

Unless we are going to take a look at the structure under which
Thomas Jefferson used to examine these patents over 200 years
ago, and take a real hard look as to whether we can do better in
the 21st century, that business plan may well be about as good as
it gets.

M;' JENKINS. How long is it going to take to make a determina-
tion?

Mr. RoGAN. I'm hoping that we’ll have a preliminary outline to
share both with the Administration as well as with Congress in the
next month or so.

~——Mr. JENKINS. Okay.

Mr. RoGaN. But I'm a very cautious fellow, Congressman Jen-
kins. Before I upend 212 years of practice, I at least like to take
a month to give it somé thought. [Laughter.] '

Mr. JENKINS. Thank you.

Mr. CoBLE. I'm sorry. I was talking to Mr. Berman. You've fin-
ished, Mr. Jenkins?

The gentlelady from California?

Ms. LOFGREN. Thank you, Mr. Chairman, and also Mr. Berman.
I appreciate that we are having this hearing today, and that the
witnesses are all here—all of your testimony was useful and en-
lightening.

I have, and I know Mr. Rogan was frustrated when he was sit-
ting on this side of the rcom. And now he’s on the other side, prob-
ably also still frustrated that we can’t seem to get ahead of the
problems that the agency faces in terms of backlog. And that'’s de-
spite everybody really being in agreement that we need to put the
resources in, and people working hard. We’re not getting to where
we need to be. .

And as I look at the proposal and the resources available, as
you've just mentioned, Jim, it’s going to get worse. It’s not really
going to get better, best-case.

So I very much support your looking at reinventing the way we
do business. Obviously, I've got to reserve judgment, depending on

- what it is, but clearly it's not just working faster. It’s working
smarter, it’s working differently, that we need to look at.

Having said that, the idea that we would up the fees to divert
them is very offensive to me. And I really think—you know, as I
was listening, really what that is, is it's a tax. I mean, if it were
going into the operation, it would be a fee. But if it’s going to be
diverted, it’s a tax. And of all the things that we would want to sin-
gle out in this country, to tax inventions is craziness. I think it’s
just—I mean, let’s tax bullets instead.

I mean, taxing the engine for the economy is a crazy thing to do.

And so I was captivated, Mr. Kirk, by your suggestion that we
revisit the idea of a separate corporation and do only that, strip out
the things that drove some of our colleagues crazy on the floor and
maybe seriously pursue that.
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And I'm wondering, if I could, Ms. Kelley, I don’t know if you're
authorized to speak for your association, but what would the em-
ployees say if we were to seriously, in a collaborative way, put re-
newed emphasis on a government corporation that wou{d, by its
structure, prevent this kind of diversion?

Ms. KELLEY. Well, I think, in general, the—I would need more
information about what that would like, obviously.

Ms. LOFGREN. Of course.

Ms. KELLEY. And I know there have been past looks, and I'm
very interested in what Mr. Kirk suggested.

But in general, on the question of employees’ interest in being in-
volved in change, and a pretty drastic change, I have found Federal
employees to be very, very interested in being a part of the change
process, rather than having change happen to them and being told
what will happen. They are very interested in playing a role in de-
fining how the agency, how the office, can do its work better.

Most recently, NTEU has been involved with the IRS in the larg-
est reorganization of a Federal agency that’s ever been undertaken.
And frontline employees, NTEU and the IRS, work together and
have been for a number of years to not only look at the structure
and reorganize in accordance with a law that was mandated by .
Congress but also to look at processes and literally reengineer proc-
esses of how the work of the IRS is done. And that work is ongoing.

And I believe that the employees_represented by NTEU at PTO
would welcome the opportunity to be fully engaged in that kind of
a venture and to build something better for the inventors as well
as for themselves as employees in the office.

Ms. LOFGREN. Mr. Kirk, we made an effort with H.R. 400 a while
ago, and fell short despite our very best efforts on the Committee.
And I think, unfortunately, one of the key elements was the struc-
ture that really I think were not the gist of the objections to our

_colleagues.

What is your vision of what would be in the stripped down struc-
ture version that you alluded to in your testimony? What would the
elements be?

Mr. Kirx. I would see, first of all, the structure fundamentally
being changed. The position of Undersecretary of Commerce for In-
tellectual Property would be separated from the Director of the
United States Patent and Trademark Office. They are both full-
time jobs. I think it's inappropriate and unwise, really, to ask a
single individual to try to hold down both those jobs and do them
both well. I think it’s an impossibility.

We came very ¢! :se to having a structure like that during the re-
str111{cturing discussions, but, unfortunately, we were not able to
make it.

I think the Undersecretary position has to be a political appoint-
ment to serve the President, to advise the President on intellectual
property issues domestically and internationally. It’s a very impor-
tant full-time job. )

The management of the Patent and Trademark Office is also a
very important full-time job. You're talking about a medium-sized
corporation with a $1.3 billion budget with 7,000 employees. That
is a serious management task that takes full time.

I don’t believe the two jobs can adequately be done together.
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Secondly, I think title 5§ needs to be relaxed. The employees in
the Patent and Trademark Office need to be paid their vaYue. Right
- now, we're losing patent examiners and trademark examiners to
private practice because we cannot keep up with the private sector
salary demands. They get paid less, considerably less, than their
counterparts in the European Patent Office, and tieir counterparts’
pay is tax-free. It is no wonder that we lose people and there’s con-
stant turnover.

It's inappropriate, I think, to have the positive employment situ-
ation that we have right now that results from the fact that we've
just been through a mild recession. We should not have to rely on
that to make this occur.

The most important thing of all, in my opinion, however, is to
deal effectively with the funding issue. As long as the funds have
to go through the Department of Commerce and the Office of Man-
agement and Budget and the Appropriation Committees, I see no
endl f9f diversion and no real opportunity for the office to improve
itself.

Mr. CoBLE. The gentlelady’s time has expired.

The gentleman from California.

Mr. IssA. Thank you, Mr. Chairman.

Returning to what the gentlelady from California had said ear-
lier, since the obligation of the government to provide for patents,
trademarks, and copyrights to their inventors E)r an exclusive pe-
riod of time in order to promote their continuation is an obligation
of government, Mr. Rogan—dJim, you’ve got so many titles, I'm not
sure anybody knows which one to use anymore. But “Mr. Sec-
retary” is the one I'll use for now.

Would you say, not as a member of the Administration, but sort
of if you were back on this side, would it be fair to say that——

Mr. RoGAN. I'm starting to wiggle uncomfortably in my chair,
Congressman. [Laughter.]

Mr. Issa. Well, then I’'m doing what I need to do.

Would you say that it is fair to say that if something is a con-
stitutional obligation, and if you divert a fee, then you are taxing
a constitutional obligation, and, thus, Eerhaps violating the original
intent within the Constitution that this be a service provided for
which there was no statement that it could be taxed in the—while
you were providing it?

Mr. ROGAN. Congressman Issa, thank you for the gquestion. I've
learned long ago never to sit at a Committee hearing table and
start to preach to Members of the House Judiciary Committee my
opinion.of the Constitution. It cost me my job the last time I did
that. [Laughter.]

Mr. IssA. Thank you, Mr. Secretary. I'll take that as a yes, you
agree—— [Laughter.]—it would be inappropriate to tax a con-
stitutional obligation of the government.

And so I would second the gentlelady’s statement that, although
I'm not sure we can talk about taxing bullets in this particular
Committee, but that in fact this diversion of funds, it’s just flat
wrong and should be reconsidered by the Administration.

But switching gears for a moment, as you probably know, I have
about 36 of my own patents. My company has quite a few beyond
that. And I'm concerned that there doesn’t appear to be, as part of
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the ongoing reform, an effort to reduce the number of patents
granted; that, in fact, we have a pervasive problem within your
agency, which is that there’s a belief that the applicant is entitled
to a patent. And as a result of that, the patents you grant have a
tendency not to be upheld in court.

Now, we could go through categories of companies, and we could
look at pharmaceutical companies of very large size versus a small
inventor, but are you doing something under your leadership to do
a reality check on the patents you grant and particularly the pat-
%r[l{;ls? g’lat you re-exam and affirm that are later not upheld by the

Mr. RoGaN. Congressman Issa, that certainly is nothing unique
to my limited leadership, my temporary—or, my 4-month leader-
ship, rather, I should day, at the office. That has been the standard
for all of my predecessors, Democrat and Republican.

I'll give you a perfect example of that. There was a lot of criti-
cism after the Supreme Court essentially opened the floodgates for
business method patents. At that time, some 60 percent of the pat-
ents were being granted. My predecessor, Todd Dickinson, stepped
in and instituted a number of reforms, such as further education
of the examiners and bringing that education from private industry
in partnership with them; instituting a second look on all business
method patents.

In fact, right now, because of the—and significantly increasing
the number of examiners from I think 16 or 17 back a couple years
ago to about 120 now.

We reject now almost, I think, something like 60 percent of those
business method applications.

The fundamental principle behind the United States Patent and
Trademark Office is, in relation to patents, is to make sure that we
do not give that right of exclusivity that the Constitution con-
templated unless someone’s invention is new, useful, non-obvious,
non-infringing, and meets all of the statutory guidelines. And if we
fail in that regard, the statutes allow for a reexamination.

That opens another area that I think is ripe for discussion, as to
whether our current reexamination procedures are adequate or
whether those should be reformed.

This Committee has been in the forefront, with Chairman Coble,
Mr. . Berman, Congresswoman Lofgren, in that area. And those
have been bills that the PTO has supported and have been working
very closely with, irrespective of who was the head of the PTO or
who was the President at the time.

Mr. IssA. Just one follow-up question. If you had some of those
funds that are not being diverted, would you say it was fair to put

-some of those funds into improving the quality circle, if you will,
“of: You grant a patent; it goes out there; it gets challenged; it goes
to court; it fails to prevail, if you will; and bringing a loop back in
. to find out where the mistake, if there was one, was made, whether
it was too little time being spent on it or some other problem that
led to a patent that ultimately, under the light of day, did not sur-
vive.
Mr. RoGaN. Congressman Issa, I'll take it a step further than
that. When all is said and done, after all of the reviews and -all of
the restructuring proposals have been unveiled and rolled out, if at
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the end of the day it really comes down to deciding whether we're
going to put out a patent quicker for the sake of pendency of we're
going to take longer to ensure quality, while I am Director, we will
always err on the side of quality.

Mr. Issa. Thank you.

Thank you, Mr. Chairman.

Mr. CoBLE. The gentleman’s time has expired.

By the way, folks, as I said before, I think this warrants a second
round, so we will have a second round of questions.

The gentleman from Florida.

Mr. WEXLER. Thank you, Mr. Chairman.

I think Ms. Kelley’s comments were very apropos in terms of re-
viewing what you said about 2 years ago, in terms of your charac-
terization of the condition at the Patent and Trademark Office. And
I think it bears repeating in some sense, in that we have obviously
made great strides, as you have said. And in that regard, I com-
pliment everyone that has been a part of the process and also
share the compliment with Secretary Rogan.

It seems obvious to me—one of the things that I enjoy very much
about intellectual property is that the issues are rarely partisan, if
ever, so it gives us an opportunity to objectively evaluate people’s
performances without respect to partisanship.

And I think you've got an incredible opportunity as an individual
to transform an agency whose economic ramifications are so ex-
traordinary. And I think you've brought a degree of energy, a re-
freshing degree of energy, ar.1 a degree of sensitivity to this proc-
ess that will greatly enhance your ability to do innovative things.

And I think the idea or reference that Congresswoman Lofgren
made, for instance, is something that I think you should pursue in
a very bold fashion.

And in the context of the kinds of changes I think you've talked
about, I would just highly encourage you to be as aggressive as pos-
sible, because I've think you've got now a scenario where all the
parties that are related to it will support you in your efforts after
you’ve had time to consider them.

And I think it bears noting that the increase to 21 percent is sig-
nificant. And I congratulate everyone for obtaining it. I hope it’s
the first of many.

And I think that you'll be very sensitive and very critical in
terms of how that money is spent. And I think you've heard some
very good comments today from the Committee Members as to the
division of the money and so forth. T

I just, without going on and on, I just want to make the point
that, at least from-this one Democrat’s point of view, you've got an
opportunity that’s incredible, and I support you in your efforts.

Mr. RoGaN. Thank you. '

Mr. WEXLER. And I think the President made a very good choice
in terms of you, in terms of bringing about a lot of change.

I guess I would make one other observation, and I know you
know this or appreciate this. Intellectual property issues are not
just extremely important in California and North Carolina. They’re
very important in South Florida; they’re very important in many
parts of the country where the institutions are not as strong.
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And I would highly encourage you, in my limited experience in
talking with people in my community that are involved in the proc-
ess, one of the things they feel is that they’re very isolated from
the opportunity of participating. And to the degree you have the
opportunity, if you as an individual, as a leader in this process, can
go out to the communities, and it’s a small universe of people, and
Just present yourself and talk about your ideas, I think you
would—and I think you’ve done this already—but I think you
would find an incredible reception, and it would do an enormous
amount of positive good for particularly the smaller people in the
process, if they had an opportunity te hear from you at their asso-
ciations as to the changes you’re hoping to make. And I think that
would generate a lot of—a groundswell of support that would help
the political process as well. So I would encourage you to do that.

The one question I would ask of you is, as it relates to the piracy
issues, international piracy issues. At the end of the game here 2
years from now or 3 years from now or whenever that is, what
would you hope that we, the Committee and you together, could ac-
comi)lish in terms of protecting American rights oversees? And how
would you suggest we go about doing it?

Mr. ROGAN. I'm first compelled, Congressman Wexler, just to
thank you for your very gracious comments. That means a lot to
me, and I appreciate it.

If you saw my travel schedule, and the number of IP groups be-
fore whom I speak, you would agree with my wife. She thinks I'm
going through congressional withdrawal. [Laughter.]

Piracy is a fundamental responsibility, not just of the U.S. PTO
but clearly for the Administration as a whole and the United
States Congress. One of the things I keep reminding people is that
it is my job to help protect American intellectual property. And no-
where is American intellectual property more threatened than the
areas of piracy and infringement.

And you certainly don’t need a lecture from me as to how that
is playing out on the worldwide stage.

I don’t want to go beyond the red light, Mr. Chairman. I will—

Mr. COBLE. You may finish your response.

Mr. RoGAN. From an agency perspective, we're working with
multiple agencies across the government, from Customs to the
United States Department of Justice, with the USTR. We're work-
ing at numerous fora, from WTO, WIPO, and trying to work as
closely as possible with all of our counterparts, to make sure that
we get as tight a rein on that as possible.

Mr. WEXLER. Thanks.

Mr. CoBLE. Mr. Wexler, you just mentioned piracy.

Folks, piracy and these diversion tactics are going to make an old
man out of me. Strike that. I am an old man. [Laughter.]

But piracy and the diversicn tactics are accelerating me chrono-
logically. [Laughter.]

And I hope we can resolve both of them. It’s. going to be a full
da%': work.

e distinguished gentleman from Utah.

Mr. CANNON. Th you, Mr. Chairman.

I'd like to associate myself with some of those remarks by my as-
sociate from Florida, Congressman Wexler. This is a matter of
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great opportunity now in the transition that we have going on. I
think it bodes well.

And I'm thrilled to have you over there, Jim. It’s nice to have you
back. I think you're a great choice for the job, and you’re doing a
great job. .

John left; I was just going to point out it was bad enough for you
to go, but to take the brains with you and take John Dudas was
maybe a little over the edge. But you can pass that on to him when
he gets back in. - '

You have a huge job. You and the PTO are largely responsible
for the orderly processing and legitimizing of innovation in this
country. And you have this job in an age where the pace of innova-
tion is increasing exponentially.

Moreover, when you don’t have the resources to do your job to
process innovation and invention quickly, it creates a bottleneck
that slows technological process on a massive scale in America and
creates a backlog.

I know that you have a budget request this year that you back,
and you must deal with the Appropriations Committee, too. But hy-
pothetically, if you’re allowed to retain an even greater percentage
of the fees collected by the PTO this year, what would be your top

- priorities for additional funding?

Mr. RoGAN. I think if you look at the President’s budget request,
Congressman Cannon, you'll see where the top priorities are. And
he’s right on target. . .

The amazing thing is that the Administration recognizes the im-
portance of American intellectual property and the function of the
PTO even in these heightened days of national security concerns.
I'm told that most non-homeland defense, non-defense related
budgets, have been increased across the board about 2 or 3 percent.
3'111% President is recommending a 21.2 percent increase for the U.S.

And those funds, if we get them, will go directly into hiring more
examiners, trying to move to an electronic file wrapper as quickly
as possible, and modernizing the PTO so that we cannot only keep
up with the pace of technology but that we'll be able to start ad-
dressing the backlog.

But having said that, it will not be a silver bullet in 1 year, 2
years, 3 years, 4 years. You could let us hire 10,000 new examiners
today and pendency would go up because we have to pull experi-
enced people off the line to train new examiners.

And when we lose one, it’s not like we can replace them if you
lose a hamburger-maker at McDonald’s. It’'s not 20 minutes of
training. It takes about 6 years before one new examiner can sign
off on a patent without supervisorial review. “

And so it requires a sustained investment for us just to tackle
the backlog that we're facing, not to mention what I expect will be
a continued increase.

Mr. CANNON. I agree with Mr. Kirk’s assessment earlier stated
about the importance of paying these examiners in a way that will
allow you to retain them. That seems to me to be the key, espe-
cially considering the intense training, and then their increased de-
mand out in the market where companies are looking to hire.
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Let me ask you about the move toward electronic filing, how
that’s proceeding. I've had a couple of visits over the year or so
with lawyers in the IP field who have cited a study on electronic
filing at the PTO, and that study showed that while great strides
have been made toward the initial electronic filing of applications,
the processing once a filing arrives is not electronic at all.

In fact, it was shown that sometimes a filing went through 60
separate human touches in hard copy form from the time it arrived
electronically to the time it reached the patent examiner’s desk.

To your knowledge, have we made any progress since you've ar-
rived toward actually processing the filings electronically once they
arrive and eliminating some of the hard copy shuffling that was
cited? And if not, is this also a question of inadequate resources to
upgrade your system? ‘

Mr. RoGaN. I had indicated earlier that the decision had been
made before my arrival to essentially role out the entire process on
t}u:i trademark side. And that’s what the PTO has been attempting
to do.

We're hoping to have it fully automated by 2004. They've been
making tremendous strides in that regard. :

It's been slower on the patent side. The patent side is far more
complex. And if there are bugs in the electronic filing and applica-
tion system, we would prefer to find them out on the far less ex-
pensive—in an area where there were far less resources committed,
where the fix would be much easier.

We have a wonderful fellow named Doug Bourgeois who came
over from FedEx who is leading our IT program over at the U.S.
PTO. He’s bringing a business model to it. -

Beyond that, I've asked Brad Huther, who is heading up the
team looking at restructuring, to look at other alternatives. Are
there technologies that are already on the shelf being used in other
major offices that we might be able to license or get our hands on
that will allow us to move quicker in this area?

I said earlier that one of the difficulties that bedeviled my prede-
cessors was the inability to plan in advance for what would be—
to be able to plan in advance to upgrade systems when the system
relating to funding was always in question.

Mr. CANNON. Thank you, again. It's a pleasure to have you back
with the Committee, one way or the other.

Mr. RoGaN. Thank you, Congressman Cannon.

Mr. CANNON. I yield back my time, Mr. Chairman.

Mr. CoBLE. Thank you, Mr. Cannon.

The gentlelady from Pennsylvania.

Ms. HART. Thank you, Mr. Chairman.

I apologize for my temperamental attendance today. We have a
markup in Financial Services.

I want to thank the panel as well for dealing with this. And if
I'm a little redundant in my questioning, I apologize. But I believe
that the gentleman from California has properly briefed me.

Regarding technology development in -the United States and
some of the, I guess, the really growth spurt that we had during
the ’90’s, I understand the Patent and Trademark Office is ex-
tremely busy with new innovations. Has there now, as a result of
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the economic downturn, been a downturn in the actual applications
for new technology patents?

Mr. ROGAN. On the patent side, Congresswoman Hart, filings are
flat. Right now, they’re about where they were last year. It's hard
for us to tell whether that is from any downturn economically or
as a result of September 11th.

We've been dealing with a very practical problem post-September
11th, dealing with the United States mail service delivery. We've
had to encourage filers now to use FedEx or some other method to
try to get their applications to us because, for months and months,
hundreds of thousands of letters apparently directed to the PTO
were diverted off to Ohio. They sat on flatbed trucks for months to
be irradiated sometimes three, four, five, six, seven times. And by
the time we do get them, many of them on diskettes, are coming
in warped and unusable. We have to then contact the applicant
and have them start afresh.

And so I'm not sure how much—I guess what I'm saying is, we're
not really able to put our finger on whether that is why they’re flat
at this time or whether there are some economic factors involved
on the patent side.

Ms. HART. With the current flat situation, is there still a very
large nced for new examiners, then?

Mr. RoGAN. Yes, a huge need.

Ms. HART. Even if you don’t see an increase or any kind of spike
in the upcoming years, you need—I don’t know. The number that’s
been tossed around is like 950 more people. Is it that many?

Mr. RoGaN. That’s what the President’s budget would allow us
to hire. That doesn’t mean we expect to net 950, because there will
always be a natural attrition rate.

I think the estimates, if we were able to hire them in this fiscal
year, would be about 700. But as I explained earlier—I’'m not sure
that you heard it—hiring an examiner, it's not like hiring some-
body for a food service job, because the amount of training and ex-
perience that has to go into preparing them involves years. It takes
about 6 or 7 years before one is able to just sign off on a patent
on their own.

And so for those examiners that we bring on board, even if we
brought on a 1,000 a year this year and next year, we might even
see a drop initially in pendency because we have to pull experi-
enced examiners off the line to train the new examiners.

So it is a very complex process that involves a commitment to in-
vesting in the examining corps and helping us to retain experi-
enced examiners, because when we lose them to the private sector,
it’s more than just losing one person and replacing them with an-
other. There is a tremendous economic cost to our government.

Ms. HART. Okay, thanks. -
And I guess this next question I'm going to direct really to any-
body on the panel. And I apologize again if you've discussed it al-

ready, because I believe you have to scme degree.

But the issue of quality—and, basically, there have been some in-
dications, especially some complaints, that quality has become a
problem at the U.S. Patent and Trademark Office, not necessarily
recently.
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But I think maybe from the organizations that would represent

apghcants maybe the answer.
an you explain to me what they mean by that? And has it been
addressed in the new Administration?

Mr. Kirk. Ms. Hart, I think the issue of quality, first of all, in
terms of what it means: It means that a patent has issued with
claims in that patent that are not valid in view of prior informa-
tion—called “prior art”— that exists that the examiner may not
have found or that may not have been in the files. A patent could
also be found to be invalid in court because there’s an inadequate
disclosure of the invention.

'll.'l&ere are many reasons why a patent could be found to be in-
valid. -

The concern that exists is that—there appears to be, because of
the turnover the office has experienced with constantly having to
bring on new examiners, train them, get them up to speed, there
continues to be examples of patents that should not have issued.

And I think right now that, within the user community, we are

"100 percent in agreement with the statement that Undersecretary
Rogan made regarding quality first. If you have to chose between
quality and pendency, quality first. : .

We have %ot to establish some means by which to bring quality
up. How will we do that? I know that within AIPLA we have estab-
lished a task force to work with the PTO to address this issue. In
fact, we're meeting with them tomorrow morning. The task force
that we'll be meeting with is headed by Brad Huther, the indi-
vidual that Undersecretary Rogan has mentioned.

We would endorse efforts to think outside the norm. It was men-
tioned that, in the business method patent area 705, they've estab-
lished a second-look technique, so that every patent that issues
goes through a second pair of eyes before it leaves the organization
to become a patent. That has caught numerous situations where
there was an error that was called back and corrected. Maybe this
is a technique that needs to be expanded more broadly into other
troublesome areas or meybe across the board.

Another area to look at is the span of control of supervisory ex-
aminers. If you have a small unit called an art unit, which is the
basic management unit in the PTO, and you've got 15 examiners
with 11 or 12 of them brand new, it's unrealistic to think they can
get adequate supervision by their supervisory primary examiner.
Maybe what we need to do is shrink the size of the art units to
allow better supervision, to allow better training.

There are a number of steps of this nature that could be taken.
They all have a price tag. And we are looking forward to working
with the office’ to design the most cost-effective way to deal with
the patent quality issue.

Mr. ROGAN. Mr. Chairman, may I just follow up on that for 30
seconds——

Mr. COBLE. Sure.

Mr. ROGAN [continuing). Because I think it’s important that ev-
erybody understand this.

I will be coming forward with some proposals, both for the Ad-
ministration and for Congress and for the user community. But ul-
timately, we're not trying to propose things that just sound good



42

for us in government. The purpose of these proposals are so that
we can treat the PTO like a business that is servicing customers,
and our customers are seated—represented here at the table.

If it’s not going to work for them, then it certainly doesn’t do me
or the Administration or the Congress any favor to start making
structural changes that are going to be of no benefit to those who
are depending upon the service that we are supposed to provide.

Mr. CoBLE. The gentlewoman’s—— ’

Ms. HART. Thank you. I'd like to say, with that philosophy, it
"sounds like you’re on the way to, you know, answering everybody’s
concerns.

I want to thank you, Mr. Chairman.

Mr. CoBLE. Thank the gentlelady.

And, folks, I hate to impose inconvenience upon you all, but I
want to have a couple more questions. We have three votes. I as-
sume it'll be one 15 and two 5s, so if you all will rest easy, we will
return imminently.

And without objection, I want to have the Ranking Member of
the full Committee’s statement, the gentleman from Michigan, Mr.
Conyers, his statement will be made a part of the record.

[The prepared statement of Mr. Conyers follows in the Appendix]

Mr. COBLE. So you all rest easy, and we will be back shortly.

[Recess.]

Mr. CoBLE. Folks, I apologize. My comment was correct. It was
one 15 and two 5s; I didn’t know the 15 was going to run into 30.
But we'’re back.

I felt this was important enough to go a second round.

Mr. Kirk, your body language told me you wanted to insert your
oars into the water regarding the electronic filing question I put to
the judge.

Mr. Kirk. The one comment that I wanted to add, I think the
electronic filing system, I believe the question you put was whether
or not—what our reactions and views were on that. And I would
share the views of I think of a lot of users, that the patent elec-
tronic filing system is lacking, it is very difficult to use, and it obvi-
ously needs a great deal of work.

I think there are reasons why it is where it is. Among those rea-
sons I think is what I would call a rapid turnover in the position
of Commissioner of Patents and Trademarks at the time, now Un-
dersecretary and Director, because each new Commissioner had his
own view as to how that should work.

Funding is an issue, because if you get lots of funding for a given
year, you can gear up to begin moving in the direction of letting
contracts and bringing people on to design and implement an elec-
tronic processing system in the office. The following year, the fund-
ing is not there; you cannot renew the contracts; you have to let

the people go. So you're on a constant yo-yo, which makes it impos- .

sible, I think, to really design this kind of a system.

The other thing I would mention is that it is my understanding
is that the PTO is looking now to work with the European Patent
Office on their electronic filing system, to try to, in effect, work-
share and come up with a common system. The European system
I think is somewhat more advanced than what we have here in this
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?l?:iltlg{. And I think that kind of cooperative endeavor should be
thAtnd certainly, we look forward to seeing what results come from
at.

Mr. CoBLE. I thank you, sir.

Ms. Kelley, you stated in your written testimony that you oppose
outsourcing work at PTO. Now, I think—I may stand corrected, but
I think there’s very limited outsourcing going on right now. I don’t
think there’s that much going on. Is that correct, first of all?

Ms. KELLEY. My understanding is that is correct, Mr. Chairman.

Mr. CoBLE. Okay. How about elaborating a little bit in more de-

tail, Ms. Kelley, on your concerns about this?
- Ms. KELLEY. Where it is occurring now, as far as I know, seems
to be in areas like information technology. We have concerns about
that, about any work of the Federal Government that is being per-
formed by contractors, and we will look into that. :

But the bigger issue of competitive sourcing is—and my concern
comes from the Office of Management and Budget’s recent directive
to each agency to look at positions on their FAIR list of commercial
activities and to competitively squrce 5 percent this year and 10
percent next year.

And one of the things that I wanted to have on the record was
the concern that the work of PTO is work that I believe is exactly
the kind of work that should always be done by the Federal Gov-
ernment and by Federal employees.

Mr. CoBLE. In-house? In-house, you’re saying?

Ms. KELLEY. Yes. Yes.

Because I believe that if Federal employees and agencies are pro-
vided with the appropriate budgets, with the appropriate training
and support, there’s no one who can do the work of the Federal
Government better. So the concern is just ensure—keep this is as
a visible issue and ensure that that work continues to be done by
Federal employees.

Mr. CoBLE. I thank you.

Judge Rogan—well, strike that. I'm going to ask it a different

way.

Will you be tying the fiscal year '04 fee restructuring to the 5-
year plan?

Mr. ROGAN. Yes.

Mr. CoBLE. Good. I think that's a good idea to do that.

Finally, let me ask Mr. Kirk, Messrs. Kirk, Williamson, and
Rogan this question. In which technical fields are pendency rates
most acute? And what, in your opinions, is the best way to elimi-
nate or reduce such fluctuation? :

Mr. RoGAN. Well, if I may, Mr. Chairman, I think, hearkening
back to something Mr. Kirk said before the break relating to title
5, that could be an area where we could get a lot of help.

For instance, we have the most acute pendency problems in the
electrical arts. Part of that is something Congress and the PTO
cannot fix. We graduated last year I think about 60,000 electrical
engineers here in the United States of America. Law firms are very
competitive for those engineers, and I think our starting salary is
somewhere around $40,000 or so a year. We have a signing bonus
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private sector. And that’s one of the problems we have.

The average pendency right now, across the board at the PTO,
is about 2 years, but in the electrical arts, it's over 3 years, because
we just simply don’t have the talent that we need to attack that.

Mr. CoBLE. Anybody else want to be heard on this?

Mr. Kirx. I would just like to second the comment about title 5.

Right now you have lawyers graduating from the top law schools
with an engineering background, some going into clerkships and
then going into private practice.

Many of these recent graduates going to work for law firms
where, were they to take the Undersecretary’s job, they would have
to take a pay cut. That’s wrong. ‘

Mr. CoBLE. I don’t disagree with that.

Ms. KELLEY. Title 5 surely is an issue that NTEU would be will-
ing talk about to address issues, human capital issues, at PTO.

But I think we need to take a step back in that the whole issue
of Federal pay goes a step below even the title 5 issue. There is
such a gap today in the Federal pay comparability system by every
estimate and every study—what was supposed to happen, based on
a bill passed by Congress in 1990, was to close that gap that exists
between the Federal employee pay system and the private sector.

Today that gap is somewhere between 16 and 30 percent, no
matter what the occupation and what the location is. And I would
hope that Congress would address the issue of the gap between the
private and Federal sector as a first giant step. And it would be
a giant step that would begin to address some of the very valid
issues that are being raised in addition to the question of title 5.

Mr. CoBLE. Well, folks, I want to thank you all for your attend-
ance today, your appearance. I apologize for the belated return.

Mr. Rogan, I think you have heard from the Members of the Sub-
committee: You have our support. a

Mr. Kirk, always good to see you. -

Mr. Williamson, it’s good to have you and Ms. Kelley here.

You all know that our door remains open. You need no visa to
come acalling on us, and I hope we don’t need visas to come
acalling on you. _

('iI‘he Subcommittee very much appreciates your contribution
today. .

This concludes the oversight hearing on the U.S. Patent and
Trademark Office operations and fiscal year 2003 budget. The
record will remain open for 1 week.

Thank you again, and the Committee stands adjourned.

[The prepared statement of the International Trademark Asso-
ciation follows in the Appendix] ' i

[Whereupon, at 12:12 p.m., the Subcommittee was adjourned.] -



APPENDIX

. STATEMENTS SUBMITTED FOR THE HEARING RECORD

PREPARED STATEMENT OF THE HONORABLE HOWARD COBLE, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF NORTH CAROLINA

“Good morning. The Subcommittee will come to order.

“Today we will review the operations of the Patent and Trademark Office in light
of the Administration’s budget submission for fiscal year 2003. As I stated at our
last oversight hearing on KJ%'O, it pains me that we must continue to address the
ongoing diversion of agency funds to other government programs. Our witnesses un-
derstand how this harms gI‘O operations, and ultimately how it can harm that sec-
tor of our economy which is dependent on the creativity of inventors and trademark
owners. Once more, I pledge that our Subcommittee will work in a bipartisan man-
ner with those in the intellectual property community to do whatever is viable and
necessary to reverse this trend. -

“That said, I am a realist, and realistically speaking, I do not believe that the ap-
propriators will cede their authority to control PTO funding in the near future. We
can no longer afford to chant the same mantra of more money. To my mind, the
agency will be better positioned to-acquire greater appropriations if it can do a bet-
ter job of demonstrating how it is using available resources to meet clearly defined
objectives, which ultimately means improving quality and reducing existing pend-
ency rates and backlogs.

“Speaking of money, the Congress cannot blindly endorse a request by the Admin-
istration to raise patent and trademark fees as a stop-gap or even long-term solution
to this problem. Anyone who has reviewed the fiscal year 2003 budget request for
PTO is aware that it contains a recommendation that Congress apply new one-year
surcharges to existing fees: 19% in the case of patents, and 10% for trademarks. I
will be most interested to learn whether the user community endorses this request.
Will implementing this change really reduce pendency and backlogs, or will it mere-
ly subsidize other government programs?

“In closing, I emphasize that I retain the highest confidence in Director Rogan to
help us solve these problems. There is no doubt in my mind that he is the person
best suited to lead the PTO into the 21st Century. .

“T look forward to the testimony of the witnesses here this afternoon, and I mow
turn to the Ranking Member from California, Mr. Berman, for his opening state-
ment.”

PREPARED STATEMENT OF THE HONORABLE HOWARD L. BERMAN, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF CALIFORNIA

Mr. Chairman,

I am happy to join you for our annual, oversight hearing on the operations and
budget of the Patent and Trademark Office. X

I welcome our former colleague, the distinguished PTO Director and Undersecre-
tary of Commerce, in his first appearance before the Subcommittee on which he
served. He is to be commended for sacrificing his lucrative private practice to take
on the difficult challenge of running such a larfe and complex agency.

I also welcome our other witnesses, some of whom are quite familiar to the Sub-
committee, having testified before us many times. Your willingness to appear here
and continued engagement on these outwardly mundane issues is much appreciated.

This year, I think we have cause for a muted celebration. It appears that our col-
lective efforts over the past few years to secure adeﬁuate funding for the PTO have
had measured success. Based on the pressure applied by relevant stakeholders testi-
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fying today, the PTO itself, and many Members of Conﬁ:'ess, the President has sub-
mitted an kY 2003 budget that recommends the PTO have use of all its projected
fees. This request indicates our message has finally gotten through: Without ade-
quate funding, the PTO cannot carry out its critical role in stimulating innovation,
technological advancement, and business growth.

* Unfortunately, this forward movement comes with a price. The Bush administra-
tion has not repealed the innovation tax, it has simply renamed it a “surcharge.”

The Bush Administration’s FY 2003 budget reﬁuest proposes a surcharge on pat-
ent and trademark fees. This surcharge, which will generate $162 million to be used
for l;{o?-P'I‘O purposes, would be almost 20% on patent fees and over 10% on trade-
mark fees. :

In other words, the Bush Administration does not end the fee diversion, or inno-
vation tax, of which we have long complained, it simply raises the fees so it can
have its cake and eat it too. I do not intend to place the blame entirely at the feet
of the Bush Administration, because there is no reason to believe our appropriators
will end the practice on their own initiative. Indeed, we need remain vigilant lest
th%y attempt to divert more.

[o be sure, the surcharge approach to diversion is an improvement over the pre-
vious situation. It is still not the preferred course, however. Ideally, theré would be
no i?lnovation tax regardless of whether it was called a carryforward, diversion, or
surcharge.

I believe the surcharge approach is not an adequate solution because it will not
solve the pendancy, quality, staff retention, and technology problems facing the
PTO. For instance, even assuming that the PTO has use of all its projected fee in-
come through 2006, the FY 2002 Corporate Plan of the Department of Commerce

still predicted that patent P;’)[‘endancy would increase to 38.6 months by FY 2006. I'll -

repeat that: Even if the PTO can keep all its 1!l)roject,ed fees, patent pendancy in-
creases from about 24 months to nearly 39 months.

Whether 24 or 39 months, such patent pendancies are too long. Such pendancies
hamstring the ability of inventors to commercialize their innovations, and when
combined with increased fees, may even persuade inventors to rely on trade secret
protection rather than patenting their inventions. This result would be the worst
outcome, as it would deny the public, other inventors, and researchers the benefits
of public disclosure of innovations.

or these reasons among others, Chairman Coble and I have insisted that the
PTO complete a 5-year strategic plan. This strategic plan, as proposed in H.R. 2047,
would set a course for the PTO to achieve its critical mission by improving patent
quality, reducing pendancy to reasonable levels, and increasing PTO efficiency. We
look forward to receipt of this strategic plan, and look upon it as a key to dem-
onstrating that patent and trademark fees bear a direct relationship to achievement
of the PTO mission.

In conclusion, I believe the President’s FY 2003 Budget request doesn’t keep a bad
situation from getting worse . . . it just keeps it from getting a lot worse. While
we can feel some optimism that, throughout 2003, the PTO will not fall further be-
hind in achieving its mission, I do not believe surcharges are an adequate perma-
nent solution to the challenges the PTO faces.

Thank you again, Mr. Chairman, and I yield the balance of my time.

PREPARED STATEMENT OF THE HONORABLE JOHN CONYERS, JR., A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF MICHIGAN

I'd first like to commend our former colleague and current Director of the PTO,
Jim Rogan. In a short time, he has done a wonderful job of addressing the chal-
lenges acing American inventors.

e U.S. Patent & Trademark Office always has played a crucial role in America’s
economy. The last decade has seen an unprecedented boom in technology, due main-
ly to the invention of new technologies and patents granted on them by the PTO.
’lyhe importance of patents to technological-advancement is evidenced t()iy the rapid
increase in the number of patent applications. As our economy grows and technology
advances, our oversight over the becomes even more important.

Past oversight indicated that we needed to streamline the PTO. We were able to
accomplish that to a certain extent with the American Inventors Protection Act of
1999. Among other things, the bill restructured the agency to make it more efficient
and effective at examining patents and registering trademarks. Unfortunately, the
PTO still faces obstacles to becoming completely efficient.

As you all may be aware, the PTO takes no money froin taxpayers; instead, it is
fully funded by user fees and generates approximately $1 billion per year in reve-
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nues from those fees. This success has been an Achilles’ heel—appropriators take
advantage of the revenues and trcat the PTO as a cash cow, diverti undreds of
millions of dollars of fees every year for other government programs. That diversion
is making it exceedingly difficult for the PTO to hire or even retain qualified exam-
iners.

But these are not f;ust concerns about personnel and efficiency—there are real
world issues. The lack of resources has caused the time period between the filing
of a patent application and a final decision on it to grow from 19.6 months to 26
months in just a few years and is expected to be 38.6 months by 2006. At that rate,
inventions will be obsolete by the time they're patented. Qur technological advance-
ment and our economy can only suffer if Congress and the Administration sit idly
by while this ha&;‘)ens.

Fortunately, Chairman Coble, Ranking Member Berman, and I have worked on
several pieces of legislation to address these issues and hope to work with other in-
terested parties to secure their enactment into law.

PREPARED STATEMENT OF THE INTERNATIONAL TRADEMARK ASSOCIATION

Chairman Coble:

The International Trademark Association (“INTA”) is pleased to submit a state-
ment in connection with the subcommittee’s oversight of the United States Patent
and Trademark Office (“PTO"). We respectfully request that it be made part of the
record for the hearing of April 11, 2002.

INTA is a 123-year-old not-for-profit organization comprised of over 4,000 member
companies and firms. It is the largest organization in the world dedicated solely to
the interests of trademark owners. The membership of INTA, which crosses all in-
dustry lines and includes both manufacturers and retailers, values the essential role
that trademarks play in promoting effective commerce, Erot,ecting the interests of
consumers, and encouraging free and fair competition. The members of INTA, who
routinrelgrapply for and maintain trademark registrations, are the customers of the
PTO. 'A therefore has a strong interest in the agency’s performance and in work-
ixflg with the Congress, PTO officials, and others to ensure that the PTO can operate
efficiently and in an effective, business-like manner.

INTA's statement will deal principally with the operation and examination proce-
dures on the trademark side of the IB'I‘O, and acknowledges the following:

s That the slowdown of the American economy in 2001 and early 2002 led to
a reduction in trademark applications, which permitted the to reduce
certain key trademark indicators like pendency and the backlog of applica-
tions untouched by an examiner, as well as stem the tide of experienced
trademark examiners who leave the agency for the private sector.

o That while the February 2002 PTO business plan represents a first step in

presenting the means for maintaining efficient and timely operations at the

agency, there remains a need to fulfill Congressional and private sector re-
quests for a more substantive 5-year strategic plan.

That the proper planning for the future must absolutely include a fully fund-

- ed PTO, one that retains all of the money it raises, whether it is through nor-
mal fee-related functions or surcharges to handle special needs.

L J

" State of Trademark Operations -
Beginning in 1992, the PTO ex'Fﬁrienced a steady rise in the number of applica-
tions for trademark registration. This rise peaked in FY 2000, when the U.S. econ-
omy, fueled in large part by a technology m, had also reached its apex. During
that year, the PTO received an all-time high of 375,438 trademark applications.
But, a year later, as a result of the slowdown in the U.S. economy and the stilled
euphoria of .com companies, trademark filings decreased dramatically. During FY
2001, the PTO received 296,388 trademark applications—a 21% reduction. As the
American economy is only now beginning to recover, the PTO predicts zero percent-
age growth in the numbers for FY 2002. Some have argued that this connection be-
tween the economy and the trademark office, is nothing new. As a recent article
inted out, this “parallel path” between trademark applications and the economy
as been going on since 1995; that article concluded that “One could argue that the
[quarterl ?rate of trademark filings are the result of general economic performance
as plotted by the NASDAQ listed companies.”
is slowdown in trademark business has provided an opportunity for the trade-
mark operation to “catch up” on the backlog that had accumulated, creating unac-



48

ceptable delays in processing trademark applications. Timeliness has improved.
Today, first action pendency is at 2.8 months, down from a record high 7.2 months
in FY1998. The backlog of applications untouched by an examiner has also been re-
duced to 89,900, a marked improvement from 130,600 at the beginning of FY 2001.
This means that trademark owners do not have to wait as long to receive their fed-
eral trademark registration. The trademark registration provides important pre-
sumptions and protections to trademark owners and acts as a symbol that puts the
public and potential infringers on notice that the owner of the mark has made a
substantial investment in its product or service.

In addition, the slumping job market caused by the recent economic downturn has
resulted in a slowdown of experienced trademark examiners leavinq the agency for
private practice, & temporary solution to a problem that had long plagued the
and its customers who rely on the examiners for quality service. According to PTO
officials, the attrition rate, which was once as high as 14% during periods when the
economy was moving at full steam and filings were high, is now down to almost
nothing. When FY 2002 began, there were 389 examiners at the trademark office.
Today, there are 383. The has not needed to replace those examiners.

Preparing for Tomorrow }

The real test for the PTO will be to maintain low trademark pendency and back-
log numbers, as well as continue to retain experienced employees, especially during
a period of sustained economic growth. Our collective goal - for the agency, its cus-
tomers, and the Congress—must be to work towards an efficient trademark oper-
ation in a healthy economy. It is during times of prosperity when consumers and
trademark owners alike need the protection afforded by a federal trademark reg-
istration. .

INTA believes that the trademark office, under the leadership of Director Jim
Rogan and Trademark Commissioner Anne Chasser, shares this vision. As the
PTO’s recently released business plan states, the agency must “keep the time for
making decisions on applications at acceptable levels” and work towards enhancing
quality of examination. We also note that the PTO makes reference at a number
of points in its plan to promoting increased voluntary usage of electronic filing and
processing of applications through automated means. INTA is on record both with
this subcommittee and the PTO in supgortinﬁ greater usage through voluntary
means of new technologies to improve trademark office operations. We have actively
supported trademark office officials in their education of the trademark bar on the
advancements made with respect to e-filing. Also, at our upcoming annual meeting
here in Washington (May 18-22), which will attract over 6,000 attendees, we have
scheduled a program on how to file trademark applications and other documents
electronically. ~

The PTO’s ‘business plan is a start to providing for a trademark office that can
maintain high levels of efficiency during times when America has a fruitful econ-
smy. But, as we say, it is only a beginning. INTA agrees with the proposal in your
bill (H.R. 2047), Mr. Chairman, for a more detailed strategic plan, one that includes
“milestones and objective and meania;ful criteria for evaluating the progress and
successful achievement of the plan.” We know that Director Rogan is committed to
producing such a strategic plan, and we are currently workin%1 with the PTO to
come up with specific goals and projects for the agency over the next five years.
Below are some examples of specific ideas trademark owners would like to see incor-
porated into the strategic plan.

Enhanced Electronic Environment

Provide explicit dates, stages and/or milestones for steps that further the goal of
creating an enhanced electronic trademark office operation (beyond the goal of a
preferred 80% e-filing rate), including wider use of e-mail by examiners, incor-
porating more forms into the electronic system, an up-to-date assignment database,
and a search database provided for public access that is the very same search data-
base currently used by trademark examiners.

Qualified Personne

Develop a means for increasing total compensation for trademark examiners to
discourage them from leaving the PTO during times when jobs in the private sector
are plentiful. It is when experienced examiners leave that quality of examination
suffers and pendency tends to increase. The same consideration should be given to
increasing the salary of support staff. The PTO should closely analyze its ability to
attract qualified candidates at all levels, including administrative staff, compared to
the relevant private sector market and should implement programs to address sig-
nificant differences with the market that place the PTO at a competitive disadvan-
tage in hiring and retaining talented personnel.

aining
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Establish a detailed training program for examiners, including regular meetings
among the examining corps that encourage sharing of ideas and best practices and
promotes internal coordination and consistency of examination results.

Quali(tf" Assessment

In addition to the prototype internal quality review program that is planned for
FY 2003 and, if successful, scheduled to be made part of the business practice for
FY 2tOO4. we suggest that the following be considered with respect to qu§ity assess-
ment:

1) Creating a trademark benchmark for a quality first office action.

2) Measuring the number of refusals to register trademark applications that
are withdrawn after a request for reconsideration.

3) Measuring the number of refusals to register trademark applications that
are reversed by the Trademark Trial and Appeals Board (TTAB).

4) Developing a template with timeline targets for all steps in the trademark
registration qrocess, rather than focusing only on first action and disposal.
Such a template could provide insight into “bottlenecks” that may emerge.

Structural Review
Develop a plan for reengineering the overall structure of the PTO and for makin
- recommende chanﬁ:zs that result from this examination. For example, one proposa%

that was recently discussed by members of the INTA PTO Subcommittee was to
look at the way the assignments branch is currently organized and consider whether
it could more efficiently operate if integrated into patent and trademark examining
operations. There are very likely many other options worth exploring.

Human Resources Evaluation

Conduct an examination of the aliocation of human resources within the PTO. In -
order to ensure efficient use of resources, the agency should regularly analyze
workflow in both the patent and trademark examining operations to identify areas
of capacity and areas that are creating backlogs. The creation of an ombudsman’s
office could assist in this process. A regular review can facilitate efficient allocation
of ﬂersonnel and ensure a fair workload for everyone. Because any increase in staff
will need to be tied to demonstrable need, such as increased filings or pendency, the
PTO should regularly surve; the entire examination workflow for both patents and
trademarks to identify trends that mai'l point to a need for additional staff.

We look forward to working with the PTO leadership and our colleagues in the
intellectual property community to incorporate these and other ideas into a detailed
5-year strategic plan.

Funding

INTA appreciates that the Administration understands the need for the PTO to
have the gnancial resources necessary to operate efficiently and provide services in
a timely manner. This is evident by the fact that for FY 2003, the Administration
proposes a 21% increase in allocated funds beyond that which was provided in FY
2002. To help provide for this increase in funding, the Administration requests a
1-year surcharge on trademark and patent fees that will generate $207 million dol-
lars. INTA would consider supporting such a request, provided that all of the money
raised through the surcharge is used to fund the initiatives mentioned above and
meet long term goals related to pendency, quality and e-government. But this is
clearly not the case. Of the $207 million raised through the proposed surcharge, the
PTO will be permitted to keep only $45 million. The remaining $162 million will
be diverted to unnamed projects or agencies. We oppose this $162 million diversion.

The PTO was never intended to be a source of income for the federal government.
The agency’s mission is clear:

¢ Administer the laws relating to patents and trademarks while ensuring the
creation of valid, prompt, and proper intellectual property rights; and
o Advise the Administration on all domestic and global aspects of intellectual
property. o
To accomplish this mission, the PTO is funded just like a private sector busi-
ness—exclusively through fees paid by its customers. The trademark operation has
been self-sustaining since FY 1983. Congress affirmed the PTO’s status as a private
sector-like business when it adopted the “American Inventors Protection Act,” which
was designed to allow the agency to keep pace with customer demand through inde-
pendent control of budget allocations and expenditures, personnel decisions and
processes, and procurement. This means that government red tape, which dras-
tically reduces efficiency and operations, was to be reduced to the bare min-
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imum. It is this red tape that has often, in the past, led to delays in nhtaining space,
equipment and personnel.

Sound business practice suggests that if additional funds are to be raised by the
PTO, whether they be through a formal fee increase or surcharge, that they be en-
tirely set aside as a contingency, for a point in the future when the trademark office,
for example, is faced with increased filings and when the economy is stronger and
trademark examiners must be paid higher wages to stay at the agency. The money
paid to the PTO is NOT taxpayer money. It is money paid excluasively for a service.
If the past teaches us anything, it is that the PTO should have a contingency fund
in place so that when filings rise, there is the capacity to quickly deal with this fact,
prevent delays and provide quality service.

Conclusion .

Mr. Chairman, as always, INTA is appreciative of your efforts and those of Rank-
ing Member Berman to ensure that the PTO has the resources it needs to do its
job and serve its customers. We look forward to working with you towards that end.
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MATERIAL SUBMITTED FOR THE HEARING RECORD

w UNITED STATES
PATENT AND
s TRADEMARK OFFICE

of For ink nd
omduummmmrm
Washington, OC 20231
WR 28 20 e g
The Honorable Jim Seasenbrenner, Jr. The Honorable John Conyers, Jr.
Chairman, Committee on the Judiciary Ranking Member
House of Representatives Commitice on the Judiciary
Washington, D.C. 2031$ House of Representatives
Washington, D.C. 20515
The Honorable Howard Coble The Honorable Howard L. Berman
Chairman, Subcommittee on Courts, Ranking Member
the Internet and Intellectual Property Subcommitice on Courts, the Internet
Comnittee oa the Judiciary and [ntelloctual Property
House of Representatives Committee on the Judiciary
Washington, D.C. 20515 House of Representatives
Washingion, D.C. 20515

Gentlemen:

To meet the needs of intellectusal property owners in the 21 Century, the United States -
Patent and Tredernark Office (USPTO) - a fully fee-supported agency that docs aot rely
on taxpayer funding - has developed the USPTO Business Plan (copy enclosed). This is
8 major step toward s long-range strategy to strengthen America’s patent and trademark
system by refocusing the agency's priorities on improving quality and timeliness in the
products we deliver to our customers. This Business Plan also respoads to the concerns
of the Administration and the Congress that the USPTO establish realistic goals 1o use
automation more effectively. Thegouhouﬂmedmtheausml’lmmwhw
and,manyleel ambitious.

In recent years we have seen enormous private sector investments in research and
development, resulting in dramatic increases in the filing of patent applications. This,
eo\pledm(hmmblhtywmmmmnbmofmwbepmm
increased worklosd demands, and a crippling attrition raie caused by more

examiners going to higher paying private sectoc jobs, bas crested a burdensome backlog
for both our customers and our examiners. As s result, aversge patent pendency is now at
24.7 months. Furthermore, the very nsture of unpredictable levels of agency funding
over the past decade has resulted in starts and stops in IT projects that negatively impact
overall agency performance.

anmuﬂmmsbwnmmmmchmmmmud.mbem
of unprecedented growth in the aumber of patent applications filed, not to mention

increasingly technical and complex applications, average patent pendency would have
escalsted to 38.6 months by FY 2008. This Business Plan will, however, svoid that
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outcome and reduce that projected pendency rate to 26-month pendency by 2008, an

N

improvement of more than one year over the peojected rate.

President Bush's 2003 Budget proposes a very significant increase in funding for the
USPTO. This investment by the Administration will allow us to fund the hiring of 950
new patent examiners, thereby beginning the lengthy process of training them to attack
increasing patent complexity and workloads. History shows that such an investment will
create a short-term increase in pendency (since experienced examiners must take time
away from examining in order 1o train new hires). The long-term prospect for our being
able to see improvement and continue to support the technological growth underlying our
national prosperity from such investment is more encouraging.

While the most significant challenge facing USPTO is hiring the examiners necessary to
keep pace with an increasing workload, I believe additional steps can be taken to deal
with the pendency issue. The Business Plan was completed before I assumed office last
December; in reviewing it, I prefer to think of it as a “First Step Business Plan.” [ am
preparing to begin a top-to-bottom review of all non-examination and administrative
support operations, and will expect 10 see a compelling justification for every non-
examination operation within the agency.

USPTO leads the Federal Government in the transition to e-Government, and we will
continue to accelerate our goals to use this more efficient and customer-friendly means
of doing business.

Thus, to improve patent pendency and quality, | am committed to shifting resources

to the frontline examination process at a rate greater than the current Business Plan
anticipates if it appears such changes are warranted. | am also fully prepared to propose
other changes, including both regulatory and statutory reforms, that will allow the
USPTO to streamline processes to accomplish what I know we all want: efficiency,
quality, and timeliness.

I expect the agency to focus on these core principles. This Business Plan is a significant
first step toward that refocusing, but only a first step. President Bush and Secretary Evans
are committed to ensuring that the USPTO continues to lead the world in producing the
most timely and reliable intellectual property rights protection for American innovators.

1 look forward to helping them succeed in that vision.

Enclosure

cc: Members of Judiciary Commiitee
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EXECUTIVE SUMMARY

Over the course of the pest dtcod- the United stlln Palent and Trademark Office

(USPTO) has faced ol g soaring workloads. increasingly
complex lechnology. growing domand: rrom our customers. resource imiations, our
astablishment as & performance-dased new legl and

unprecedented nead for policy guidanca In ell fleids of intetlectusl property including
patents, trademarks, and copyrights. It is abundantly clear, howaver, that Intellectus!
property laws hava become the “curency of the 21" century.” The U S economy and
global econamy are driven by new lechnology. which is spread by the incentives provided
by our inlellectual propety laws Now more than ever, It is critical that the USPTO further
establsh itself as the Jeading inteflectual property o: ganization in the world by providing the
highest quality patents and trademarks in s Exwly manner.

To furthes estabiish the USPTO as the worid intellectuai property ader, the USPTO has
0930358d I's Needs (o achieve the simpis poals setin Lhis business plan 1) enhance the
quality of USPTO products and sarvices, and 2) minimize palent end trademark applicent
processing time

The Patent Business targets and sirategies identified in this business pian will reverse ths
trend of increasing patenl pendency and address the quaidy maues Iha! have been
exprassed. While the USPTO's FY 2002 budget request predicted increasng pendency to
38.6 monihs in 2006 Ihis business pian estadlishes Initlatives to reduce that by 1 full year
to 28 8 monihs and lo establish a trend lo an utimate goal of 18 months pendency in the
future. Further, boistering confidenca In the quality of U S. patents Is essential. By
decreasing tm patent error rate to Lha lowest [evels In history and by increasing our
rata to workd-class sarvics lsvels, the USPTO will further eslabish the

in the quality of prods and services naeded o increasingly spur our economy

and reduce unneaded litigation cos!s.

Palent quality init:alives include parlicipation by apph and thirg
parties in aiding the USPTO in the examingtion process to improve quality. The USPTO
will also reenglneer processes 10 free more Lime for Lhe critical examination functions
by Y. by aQQ! y moving loward compiete electroric
processing, greater levels of quaity and cuslomr service will be achieved.

Timaliness goals, even i the face of unprecedented workioad increases, will be met
through @ ba'anced set of Limelinass initial ves 1hal include increasing the examining s!al
reducing aitriton rates even furiher, out: noo-cdlul (0 1o free i bme
to address bacidogs. and redesigning pi T will e offered s
cholca in Le processing time, prov.ding a “Rocket Docket” m-t witl deliver the promise of
exiremaly tast processing for those spplications where time Is critical

Similarly in the Trademark . Inls plan 1he highest of
qullly examination to be ! through octmnic g of tr
ions from fiting to p ion. With eb P wodd—clns cuslomer

relationship managament is altainable through tha leveraging oflho information available in
an electmnic environment.
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Timeliness goals for the Trademark Business have besn established atunprecedenied
levsls hvo rmﬂtha lo first nchon and 12 montha total paadency. Through Lhe use of

t such as creative incentive award
programs based on - 'bilhblo hours™ concepl and the expansion of a successtul
telecommuting program that has reduced the atirion rate and Increased productivity, the
Trademark Business whi continue lo be successtul In achieving ks tmelness targets

The rasources neaded to achleve the resulls sel forh In this business pan are in axcess of
our curranily projecied fas incoma in FY 2003 - FY 2007. A porion of the increase is
needed [0 fund tha inilialives identified in Th:s plan to meet plan goals and objectives whie
anclher porton is needed to cover full retirement cosls (e.g.. current and postretirement
benefits of USPTO employ with the Administration's req. 1 for 8il fee-
funded agencies. w. will ﬁnnnce this pian by proposing & one-year surcharge on patent
statutory fees and selectec trademark fees 1o ensure sufficient funds to begin plan
implemenlation (N FY 2003 We witl propose ons to ralse trademark
fees and a legisiatve proposal to rsalign current patent faes to support the longer-term
goa's of this business plan. Our approach is to adopt a fee siructure commensurate with
USPTO business requirements.

While the details of inis plan are set forth below, the objective of this plan is clear ~ to sel
forth the needed intiatives and resources 10 further establish the USPTO as the preemnent
intellectual property organizalion in the world. By performing our core business functions -
the processing of patent and trademark applications - with the highest quality of products
and services and the shortest pendency times possidle. our goals wili be ach:eved
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CURRENY ENVIRONMENT

The Unded States Patant and Trademark Office (USPTO) is an sgency ol the U S.

Dep! of C ying over 6,000 fulime equivalent (FTE) slafl. The
agency is localed in thlon lenh where we oocupy 18 buikdings in the Crystal City
reighborhood

The USPTO's mission is to promote industrial and lechnological progress in the United
States and strengthen the economy by:

» Admmistering the laws relating to paients and trademarks while ensuring the creaton of
vald. prompl, and proper intellectual properly rights, and
« Advising the Administration on all domestic and gobat aspects of inteilectual property.

Although the USPTO's mission in administering the intetlactual property laws 1as 8
continuous tradition stretching back lo the founding of Ihe republic, the sconorsic
onv"onm.nl in wmch L} unacﬂahs that mission has cnanged in the pasl decade.

ion and the T 1ing of new goods and sarvices hava increasingly
driven U § economic growth  This has led to pmbnged pod gwh in demand for the
USPTO's principal products ~ patents and i the
mounting imporiance of inlellectual property rights, Congren has anu:lod um making the
USPTO respo for addrional fu and reforming ke organizational powers At the
sama time, Lhe giobalization of econormic activity has led t0 new cooperative init:atives
between the USPTO, international bodies, and other Intellectual property offices

The USPTO has undertaken major projects lo come to grips wih thess challanges. n
deing 80, wa have baen recognized as @ leader in 8-Govamment initialves. sspecially with
regard o the Trademark Business applications The USPTO has applied technology that
has facililated examinera’ searchas of pnot ad re'evant to patentability and of potentially
conflicting marks relevant (o the registrability of redemarks and aliowed for the filng of both
patent and trademark applications aver the Internet, ihereby enhancing the efficiency of
Interactons between the public and the USPTO.

Nevertheiess, the USPTO finds itsek trying to catch up in its sfforts o maintain and improve
nccuma/n!u n puon' and frademark axaminatic 1s and keep the time for making

d at leveis. In lanning for Ihe naxt fiva years the
UsPTO mus: brst examune factors that will affect s efforts 10 braak tha cycle in which iLis
continuatly in danger of falling further behind. The following describes customer
expectations, Irends in. demend for our products. deveiopments in legislstive direction, and
intemational initiafives which wil remain key elements of the environment in which we
currently work and which will have future Impacts on our enceavors lo provide added value
10 our customers for the next five years
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Target Customers

The USPTO has many different s and slakeholders. Individuai inventors, as welt
as thosa affilaled wilh small businesses, corporalions, govemnmaent agancies, and
academia file applicatons with the USPTO lo obtain valuable intel'ectual property
protection.

- The USPTO recerves palent and rademark apphical.ons from sl over the world. For
patents, roughly 5% of the applicants are from the United States with the remaining
applications coming fromnon-U S citizens. For . E5% of the are
from 1he Unlted Slates with the remalning applications coming from non-U.S, citizens
The USPTO invests consideratle time and rnourm in undwsundmg lha umqut needs of
these varous market segments. We hald focus ‘ and to
idenlify customer and ider needs and L We pariner with custe mers
from various market segmenis to further our know!edge and understanding of new,
emerging, and ever evolving lechnologies Vye survey our cuslomers o understand how
well wa are meeting their expoctabons. And, we Q! and feedback from
the membership of our Public Advisory Committees to gain a clearer understanding of the
future needs of our customars and stekeholdars Wa have used this advics and assistance
In sheping our bus.nass strategles.

The Market Environment

During the 1990’s, the patent and lrademark operations bolh faced similar challenges in
satrsfying cuslomer demand as a result of steadily ncreas ng workloads. That demand,
however, has diverged somewhal in FY 2009. Patent applicalion rose at an average
annual rate of 8 percent per year throughout the 1980s. but rose over 12 percent in FY
2000 and FY 2001. This rise shows no sign of sowing despite the downturn in economic
growth In FY 2001. The USPTC has found 11al patent application volumes often are
anticipated bythe behaviar of national research and deveiopmant expenditures two to four
years in the past. While 'uqu indicators ate currently stil predicting strong patenting
growth, continuing ovuan ded penod could negalve'y affect
future fling pians.

Trademark applications grew at mare 1han a 13 percent annual rate between $990 and
1998, and by 27 percenl per year nFY 1999 and FY 2000 However, the accelerating
trend in trademark appiication filings came 10 an abrupt hait in FY 2001 when tha filing rate
for new appiications dropped by approximately 20 percent

Thesa filing trands suggest that, whils firms recognize the long-lerm necessity of continual
innovation and protaction of aghts o inventions, commarciaiization of new products and
services and the consequenl need for trademark prolect:on can rise and fall more
unpredictably Despde thess fuctuatons, the USPTO expects conlmed growth in dernand
for patent examinabions in FY 2003~ FY 2007 while t are

grow modestly during this same time period after declining during FY 2000 and FY 200'

-
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Trands in Petent and Trad rk Application Growth
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Today's technology Is advancing faster (han ever before in Nalory, wih new lechnologies
emerging on the horizan. Wel-known are in the comps Nware,

methods, telecor i . and logy areas. As the potantial value of new
Inventions increases. ihe demand for intellectual property protection will increase The
value now being given fo intellactuat property is seading out technology-based economy as
the exclusvlly and aconomic e cycle of an innovative product becomes Lhe primary
monaelary straam for an enlrepreneur or business.

New technologies are also merging with exisling technologies in more compiex ways. This
results n of i An Is the fleld of
bioinformatics  This Interplay of technologles creates greater interdependercies between
technologles. expanding each new patent's fieid of effect  This has a growing impact onthe
increasing scope of new inr o sll gy disciplines. Attne same
tira, the globaltzation of has further ded a ‘ range and inter-
dependancias When taken as a whoie, 8 business’ sncouniers wilh markets and cross-
lirkages to new and modified lechnolog es are aimost without limit for the foresseable
future. This virluatly infinite realm of polential innovation defines ihe scope and complexdy
of technalogy currently being filed at the USP TO and anlicipated for the future.

Looking 2t the change 1n demand for patents in different business arenas can heip
huminate the chaiienge for which the USPTO must prepare. Aithough patent apoiicaton
tilings have grown steadily at 12% per year In all lechnolog:cal areas in the past 2 years,
that growth has been particutary explosive in the efectrical technologles which experienced
19% growth The USPTO can expect {h.s trend ko continue
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Finally, the USPTO has experienced growth in newly evolving lechnoiogies, as weil s filing
growih in areas that have arisen due to darification of taw by he courls, such as has been
the case for and . Rather (han rely oncourt decisions or
other rulings. the USPTO must be prepared to predict our future workioad and the types of
patents that wil be desired This wiil require us 10 assess market, production, 8nd sclentific
trends. This ssmant will atlow us to foresa s trends thet witl In turn sllow us fo create
the poticies and ions and hire {he types of individuals necessary o
handie requests for new types of palenis in the fulure.

Imdemarks

The Trademark Business has a long bistory of increasing demand for registering and
mainlaining tredemarks Over the past ten years, 9 for

have tripied from 125.000 to more than 375.000 a ysar, with increases of 27% 0 doth FY
1999 and FY 2000 Consistent with the decilne inthe U S economy, as refiected by
feductions in bus:nassrelated markets, trademark appiication hlings ars now projected o
decresse from FY 2000 to F Y 2001 by 20% with increasas begnning again in 2003 of 10
percant sach year based on historical trands. Filings for (ke continusd ma:ntenance and
renewai of registered lrademarks continue lo maet projections. The trademark register
currently contains mora than $ milon marks in use. We cannot project wilh certainty what
ourfilings will be several years o the fulure, and in the shorl lerm, we must be prepared
to manage tuctuations in the demand for our sa7vices.

The Legisiative Environment

The lypes of producis and services and g fees. the i to
meot workioad demands, and the nature of the USPTO organzation teelt are
predominantly determined by law. Congressional action, therstofe. constitutes a critical
criver for the USPTQ's operations and dusiness planning.

Legislative changes in he Patant and Trademark Acts can be expected to continue. 'n
1999, for sxampise, Congress mandated hat the USPTO adminisier @ process for adjusting
patent terms, publish pending patent applications. and offer optional reexaminalion of
paleals Inthe curreni Congressionat session, bills are pending 1o inlegrate rademark




application processss with the Madrid Protocol regime and sxpand procedurss for
administralve review of palents aher issuance

The resocurces svaiteblélo the USPTO also remain a malter of public debate Forthe past
decade. the USPTQ has been funded from the fees it charges for its services. Congress
has required the USPTO to perform a study of its fees. The outcome of such deliberations
whit of course aflect USPTO operations.

This bus:ness plan ssaks o snticpets the challenges nnd opporiunities tha lagisiat ve
actions may creale. Howavar, are and beyond the
USPTO's control  in Bght of this, the USPTO has devsbped m:s plan o specifically identify
its quality and Llimeiiness performance goals for its core business and Lhe resources needed
1o meet these goels. Our chalienge will be the lnleurncn of these goals and objectives
with other Jeg: actions and

The international Environment

As part of s policy respong bilities. the USPTO is aclive in cooperative efforts with s major
counterparts, the European Patenl Office (EPO), Japan Patent Oftice (JPQ}, and European
Union's Oftice for Hanmonizaton In the Internal Market (ORiM) for trademarks and des:grs,
as wall as with internatlonal organizations such as the Worid intel'ectuai Property
Organization (WiPO) and World Trade Crgantzation (WT0). EHorts are under way lowarg
davelop'ng & substantive palent faw trealy lo harmonize requiremaents for obtaning patant
pto!ocbon |hrouqheu0 tha world. The USPTO :s also angaged :n affors related to protecling

Ir ions and in ial traning efforts in intellectual property
an!ovcerren( The USPTO 18 working with WIPO 10 consider steps in harmoniz:ng national
and regional palenl and trademark faw, on trademark 1ssues related to comain names, and
cooy-ighlissues. Finally, we are engaged in the inte-national arena seeking support for
sImpiifying Lhe Patent Cooperation Treaty.

Allthree of the maljor international intellectua: property oft:cas havs experienced the rapks
Incraase In demand for intellectual property and the resulting corsequances The USPTO
has basn working with tha JPO and EPO 1o address ihe ncreasing amount of work in sach
of the offices and seeking oppariunities for work sharing and efficiency Progress or issuss
such as mutual recognition of search/examinalion results and harmonizing ciassfication
systems and electronic filing systerns coutd garner subslantal eficiency benefls for al
three off.ces and the.r cuslomers

We expact ali of tnesa acivilies 10 anhance international cooperaton, as cescribed adove,
to continus durning the FY 2003 - FY 2007 timelrarme.

Comparison with Other Inteliectual Property Offices

Oblaining inleliectual proparty prolection Is basad on national or regional laws. For
sxamgls, applicarts wanting inte!lectual property protection in the Urited Stales must fiis in
tha United Statss, and U S. protacton doas not tonfer prolection in other counlries.
Therelora, the three major inteliacluai property offices. the USPTO. EPO, and JPO are not
market competitors in a lraddional sense bul rather counterparts. The USPTO compares
very favorably to both ihe EPO and JPO in timelines s and cost
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In regard 10 e-Commarce sctivities. the USPTO remains the first nationat intellectuat
properly offica in the word 10 offer electronic filing over the Intemet for both patent and
trademark applications. Aithough both the JPO and EPO offer some elecironic filing,
neither has achieved he tevel or breadth of services as the USPTO. The JPO
Impiemented eleclronic filing in 1990 but has done $0 through a closed syslam Lsing
dedicated iines versus an intemet approach The EPO has offered Inlemet filing since
2000, but only allows patent o be hisd

Baienls
Tha USPTO, EPO, and JPO grant the majority of the world's palents. Althe end of 1999, 2
totalof 4 4 million patants were in force. The contracting states of the European Patent
Convention (EPC), JPO, and USPTO cover about 84% of the lotal patents granted

Inthe EPC ing states, patents are granled by the Nal'ona! Offices or by

the EPO.

Thoere Is considerable difficuity in presenting a compariscn wilh respect to the cpacations,
efficiency, and even workload of tha thres offices. This is bacause the three otfices operate
within different legal and cu'tural snvirofivents. These differances rasu't in practical
distinctions in the products and actions thal are subject to measurement. Thus, selting oul
the offices’ workioad statistics is in large part an “apples to oranges” exarcise
Neveriheless, an acoounting of the production of these Ihree mar offices can help give an
idea of the USPTO's roke in the intamational inleliectual property system. The chan below
Qrves key patent statistics tor each organizalion for calendar yesr 2000

EPO JPO USPTO
Application Filings 100.692 436,865 285,826
Palents Grantes 27,523 125,880 157.497
Applications Awaking 16.788 2.152.416 Nol Appiicable
Reguest for Examination
Pendancy to First Offics | 207 213 [X)
Action in Monlhs
Overal Average Patenl nr Not Reported 47
Pendency in Months?
Patent Price® $37.323 $12,058 $1740
Total Examiners 2653 1,088 2,905
Number of Applicatons | Not Reported 177 85
Examined Per Examingt
Examiner Attriton Rate | 2.3% Not Reported 4%
Error Rate Not Repoded Not Reparted 6.6%

' EPQ andt JPO pendency Hetislcs do 1ot ke o scoounl b ¥me A5 5CALONS 418 wdilng 18QUORTS
sxamiration. JPO applicants hve } yesrs hum the dele of ing durng whech reguess lof exarvelon can b Tiod.
In he EPO requests k! axaminabon heve 10 be fied nol laler 1nan 8 Montns atter pubiication of the searcn. U 8.
¥ sLtaucs are messured from the date of fling

For the EPO. uubmmymnmn {20 £) and pardency examingtion in manihe (52 1) wers.
[Praet b provae the peocency

Reton 4o n 'S Soiors R bn cotecied Mrough the 2 vaa ke of & lypical petent
! Thia amount rifects the Rk cont that an appiicant peys 1o recetve #qus! palent prioleclion in Europe  However the
EPO onty mosives $18.0G0 of et amount. The Amenng amouns 418 pikd 1o the Natonel Offices

10
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Irademsrks
The USPTO, ORIM, and JPO 1ssue tha majority of the worki's trademark regstrations

As is the case with patenls, Lhere is considerable difficulty in presenting a meaninglul
comparison with respecl lo the ) . Gng even Koad of the three
offices that register trademarxs. Fof example, the European Communities reculre that
trademark applications ba filed electing a primary and secondary Community language of
which there exist eleven choices. The European CommunRies could recognize sgnificant
sfficianclas in the timely examination of applications wera only one language used as the
official language for trade mark filings. The poltical reat in the Europsan Community are
such hat OHIM cannot dsalf imposa such an “efficiency” on ils trademark users

Of Lhe three otfices, the USPTO receives the largesi number of applications In fact, the
USPTOQ is. by vo'ume of ap ions and pr d. the largest gover t
trademark organ-zation in the world.

Alithree offices offer sudstantive 1 of 3 , however, the
USPTO offers a2 more ! Ination pract'ca by idering exisling marks in
determin:ng registration. This means that each application is reviewed for legal and
ragulatory compliance. The USPTO is the onty one of the three offices thal publishes s
pendency slatistic. inciuding average months belwesn filing and examiner's first acton
and between hling. regislrabon, ab and Lot of 8 Notice of A

e chart below gives Key tracemark slalistics for each organization for calendar year
2000

JPO OHIM | USPTO
Trademark Applications 121,861 57.324 375.428
Trademark Regisiratiors 94,369 34242 127.794
Trsdemark Pnce 203 $4.159 $2,475
Total Examiners 142 78 383
Numbaer of Applications Examined Per 862 772 800
Examinar
Examiner Attrition Rals Not 0% 13%
Reporled
Error Rete Not Not 4%
Reported | Reported

' ICIudes ) Ctaes 8NG DNe renewsl  EXchange rairs 123 Yen = 5107800 1 1) Eury = $1 3¢

1"




PATENT GOALS AND STRATEGIES

The continuing increase in tha demand for our products and services reflects an
appreclation for the value Lhat we provide 10 our customers. Additionally, high quality
slandards fof patents issued by USPTO musi be maintained to inslih confluence in patent
hoidars end the public in general to preserve that value. Throughout the 1980s and inlo the
19901, the principal vehicle to address limetiness and qualty demands was singulariy to
hire more examiners. We need to expand this focus o Include crealiva managsmen,
Innovative business practices. and the lates! lechnology. Accordingly, the Patent Business
has sal the following goals and strategic intistives:

Gourls
The gos!s of the Patant Business are as follows

o Enhance (he qualty of our producis and sarvices
»  Mini patent hon p ing time

Quaity Targel.  improve quality of patents by 55% through reducing the efror rate from
68% lb3% by FY 2008
Increase ovarsil customer salisfaction from 64 % to 80% by FY 2006

Trends and Targets In Patent Error Rates and Customer Satistaction

2

R
u_m_ Y

N

Fiacal Year Fiscal Year

Tha Patent Business quality largsts are derived from miernal objectve data and customer
satisfaction data obtainad through our annual survey. Our ob;eclive 8 [0 measure our
performance wilh respeci to both the qusiity of ihe palerts we issue and (he service we
render {o the users of the patent system. While benchmarking against oher patent offices
in the area of qualty is difficult because of the fack of data available, our larget of a 3%
#rrof rate would be the lowes! 8 we have achieved In the 25 years thal records hav
beenkept A y. customer °f In worid-cass service organ zations similar 1o
the USPTO can be benchmarked at the 60% feve!. increasingly, hawevar, the quaiky of
U.S. patents has besn questioned as a result of iitigation resulls and cther quality indices
The Patant Businass will develop a quality index that will incorporate & number of matrics,
Including thoss mentionad abcve, as wall as exlemnal posl axamination dala to achieve a
balanced measure of quality. That index wiil be baselined and used inihe future as a more

12



balanced tcot for measur-ng our parformance with respect lc quakly Threa quality
inlalives are sel forlh below thal will immediately beg:n to move the USPTO loward its
quality targets

| meliness Target: Reduce average frst action pencency lo 12 months by FY 2006 J

Reduce average fotal pendency lo 26 monihs by FY 2006

The Patant Business timeliness targels are darived -om customar input and he American
Invantors Protaction Act (AIPA) snacted in 1999 The AIPA provides that issuance of a firs!
Office action onth rits of the claimed invention more thar 14 months from the filing
dale, orissuance of a patent more that 36 morths -om 'he fIing dale, will resuttina
comimensurale restoration of patent term to the appiicant. The U S. palenl syslem
encempasses both ine incentves offered 1o invenlors lo share their d-scoveres. as weil as
the benelits that accrue to sociaty as a whole from Lhe disciosure of the invenlive concepls
Therefore. to support the se paraliel cbject:ves. it is incumdent upon the Patent Businesa to
doth maximeze the term of patent protecton for the inventor by reducing intamai processing.
as well as tc min mmize the extens:on of palent term rasulting from processing delays.

Thae Patant Businass uitimately sirives for aiotal pandency of 18 months fo grant a patent.
Rationa's for this targel is based on tha workdw.de of p hing 2pp! s 18
morihs afler tiling. While no ma,of intellactual propety organization in the world comes
close to is4 .ing palents in 18 monlhs, our ultimate goal would serve fo fuel invesiments :n
our technology-driven esanomy. Current backiog and fing rates. partculady in the
elecincal arts, prevent us from reaching the 18 months lotal pendency duting the course of
this 5-year bus ress plan. The 18 months {otal pendency target will be a chaliange in the
sloctrical arts However. the Patent Businass 1s confident that we can move toward (s
milastong In the longas-term, flrstin the machanical and chamical azeas, and eventually in
the elscinca! aren

Ovaralt Pendency by Disclpline

First Ackion Pendency By Discipine [ —tremce — & Fmrie — —veureres]
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In addition, wa recognize (hal customars have ditferen! camands for processing bme
depending on Ihe inventon and lechnology. For exampiy, sppl.cants in 1he computer
areas may need a quicker turn-sround time because of the shor life cycle of compiter
products, whereas some spplicants, possibly in the biotechnology and pharmaceutical
areas. would rather have additional time to determine the commercial viability of their
inventions. vVith this In mind. w2 have designsd an intL.ative where cusiomers will have the
option of choosing the processing lime best sulted to their needs S imeliress intialives
are set forth balow that will begin fo drive pandency down toward our ult.mate targat

Quality Initiatives

Wa have a number of activit es curreitly underway thal we will continue to enhance as part
of our qualily improvement actions  First, we will focus o0 anhancing tha quality of our
palerls by using process redesign and :mprovenant. One way of raising the quaily level is
through an enhanced reexamnation process whereby boln palent owners and third parues
have the abilily lo request that the USPTC recons der ps-entabiiily # new ev-derce is
presented. Reexamination is an economical and potenu. !y h.gher quality allematve to
litigaton for tasting patent valdity. e foresee that reexaminat-on services wil improve
qualty and reduce Lhe cuslomer cost of re-evaiuating the palentabillty of lssued patents
rather Ihan using (tigation. Leg slative acton is needad to modify our curent resxaminalion
procass to mrake X a viable alterrative to Hligation  Through this inliative, we expect greater
applicent and third-party partic pation in the patent process and greater confidenca in the
quaity of the patents tnat we ssue.

We will also strengthen our in-process reviews of work performed by examiners  This weil
be accomplished by conduct:ng qualily reviews of patent aoplications prio: {o their disposa’
and using a numbder of our $enior 'evel Quality Assurance Specialists 10 functon as &
“Second Palr of Eyes™ by review ng for cotreciness each alowed apglication in a target
technology  Thisis particuary usetul for emerging technologles where the orior an is not
well @slablished or where the axamining staf? Is less experenced. This entanced review is
not only effaclive in preventing the issuance of invalid patents, butls a'so Lseful In
identitying trancs in sxamination whare training is nesded. 1ha uktimate resu't being better
quality patenis.

F.nally, we w.il expand our process reangineerng sludies to look for ways to eliminale or
transfer out es trad licnally perfarmed by patent examners to olher sla. Th:s redisinotion
of tunctions frees examiners' tre to focus on the technica:! anc iega aspecls of patent
examination such as search and petertability determination, whie meving paralegal-tke
duties to support stalf wha can a'so hand'e such activitiss. We w:ll aso tast and implsment
other concegts that partnar more with applicants and Industry experts to ampower and
maks tham an active padicipant in 1he 8xaminaton process. Wa furthar expact o perform
other studias 2nd s00p8 out ways lo use know'edge management syslems 1o bettar train
our examiners

Critical to the quality of ihe axaminalion process is the search by an examiner for pror at
pertinent 10 the nvention cialmed In an applicalion. The search ks an ipvestigation of
reiavanl patents and non-patent Iilerature (technical jourrais, Mauals, etc ) to detemine I
a clamed invention Is new, usehil, and non-obvious In parforming the search, an examiner
reiles on prior a4 and ths body of public knowtedge disciosed at the time the invention was

14
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crested " Much of the non-patent is only through

vendors. Wa will i access o i non-patent (Heralure, and
foreign patent documnents Wa witl also harmonize the subject matter indexes of the other
trileteral organizations 1o ease our abilityto share the durden of creating patenl
classifcation systems end classitying patents

The continued growth In our workdaad cannot be effectively menaged in our current paper-
based environment. impiemanting an a-Govammant sirategy that inciudes efectronic
TeCHipt, processing, reporting, and publication wilt enable us to migrate lo 2 more efficient
operaling environment tha! supporis our business goa's to provide quality services snd
products in & imely manner 1o our custorners and stakehokiers

AL he Cente” of our ¢-Govemmant inltiative [s the Tools for Electronic Appication
Management (TEAM) project. TEAM is 8 document management and workhow system that
wiil provide us the capability lo slectronically vmuu a patent apphcation. it will integrate

and capitalize on features from a varfety of ink gy systems. Hly in use.
TEAM will rely on the input of ically sub ppli 's and !h.
prosecut:on of palent appl 2atons in el ie format for a rolting deploy

throughout the Patent Business during FY 2008, TEAM wili be based on the creation of an
electronic file wrapper (EFW) All ihe individual papar documents avolved in lM back lnd
forth exchanges between the USPTO and palent appl will ba captured
inthe EFW TEAM will provide new electronic workflow tracking and document
management capabllities that will improve 9 and provide
Informetion 1o exlernal customers. YWRNIn this concepl. me e- Pcmbm program will be
Implemanted In 2008, TEAM will uUkimately resutt In an electronic record being our offical
lega! record of palert spplicat.on processing. A prefiminary benefit cost assessment
indicates thal the TEAM projeci whi more than pay for Iul (hrough pudfication, space. and
coniract labor cost avoidance

Timeliness initiatives

In order 1o me sl our limeliness Qoals and offer 3 choice of sarvices, an essential pad of our
oy wl bc o hlru new examiners and axpand our sxamiring staffing level Though we
are changing our p and nphmo«mg informaltion
kwMoloqy .olutnm lho total numoer of pmm plicat; disp pally
delermined by the number of paten! examiners This is boeuuu the heart of the patent
examinaton process is the inteliectual effort put forth by 81 Individual patend examiner Our
pianis to hire 360 new examiners each ysar. Some of Lhese hires will replace examiners
lost through atirition and others are necessary (o mest Ihe growing workioeds. The
following chart displays our projected on-board examiner staff during the lifs of ihis
businass plen
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Growth In Examiner Staff
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These aggressive timeliness intiatives will improve the perdency forecadt¥orng nally
oulined inour FY 2002 budget submilted to Congress Under this business plan, we wi'
issue approximately 312,000 first oftics actons and achieve an average overall pendercy
of 27 monihs in FY 2003. By FY 2004, pendency o first action will degin trending
downward ByFY 2006. our odjective Is to achieve an averege of 12 fmoaths pendency o
first action and 26 monlhs 1otal pendency. This s a substantial improvement whes
contrasted against the USPTO's FY 2002 budgel, which assumaed 28.8 months first action
pandency end 38 6 average months total pendancy in FY 20606,
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We will offer cur customers a choice of processing 1ime oplions, including an expedted
review and lhe ability lo chooss a separaie search and exsminabon approach for patent
applications. Customers wiil have Lhe option of choosing the pendency timeframe best
surted 1o their neecs while receiving ihe same high quality examination regardiess of the
option they choose.

Standard Processing

Undar the siandard processing option, customars will receiva the current ssarch and
examination services. Standard processing will continue 15> comprise the vast majosity of
our workicad 8y FY 2006 our objective is 1o achieve an average pendency of 12 months
fo firsl aclion and 26 moning total pendency

Expedited Processing (Rocket Docket)

In this opton. Ine Patert Businets wiit g s 12 months from date
of hiing ko patent issuance Customers who chocsa this option wi! pay an addi-oral fee for
the quicker turnaround and agres to certain stpulations and actons 1o ensure the 12manth
timaframe Thesa actions inciude:

Mandalcry elsctronic applicatior fv'ng
Mandatory applicant search of §..or art before submission of appiication
Limit on the number of cis:ms
Ination of frskciaimed
Applicant waiver of extensions of tme
LImit 1o a sing's appiicant-initiated smendment
Pre-examination statement that ciaims wifl stand of fall togeiner

Expadited process ng wil be offered 1o mest the neacs of Ihose cusiomers whose business
nesds require a quick decison on Lhar calent app'ication Wae sntcipale that our standard
processing will be satisfactory 10 the majority of customers and that only a smalk segmeni of
our customers will request this option

Deferred Examination
Tna defered examyration cplion wii allow cuslomers to protect theif intellectual property
whie determining R4 tuture market viebity. Under this option. customers will pay the ntlal
fees for pre-examination andc then pay the sasrch and axamine fes once they deckde which
applicatons lo pursue. Upon the:r deteinabon of commarciai viabilty, applicants will onty
require the full patent processing end its associaled cosls for thosa they wish (o further
pursue We esl:ima’e thal 1C% of appiications filad may *drop oul” and as a result USPTO
examir ston wiil nol be for appli s thal not corsidered

y visble M Y publcation and sacrilice of any patenllerm adjusiments
wou'd be required of those appticanis choosing this opton. Legisiatve action is needed o
modity our curen! les structure to allow for this specitic oplion.

These processing cholces will also sasure that the USPTO minimizes pat orm
axtensions and provides products and sarv.ces that continue to stimulale the U.S and
globa! sconomies.
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One critical factor that effects our achievement of business goals is our ability ko recruit and
retan a quallly workforce. A wetl-educated, expenenced. and properly lrained slaff s key
to achleving higher quality and lower pendency timeframas. The Bureau of Labor Statisbcs
has projected that the demand for elecirical engineers, scienlists, and computer and
Intormation P - all eritical tions for the USPTO ~ will graw by 40%
over the nexi 7 years.

For the USPTO, 1ha competition will be sisep Wae have o compets with the privata sactor
forthe lalent wa need. To do 80 will require us 1o amploy innovat ve methods for

recruitment and retention. The USPTO's effods will be focused on relaining our empiayees
and expanding ihe examiner corps in all technoiogy areas with & particuiar emprass in the

electrcal disciplire

The standard federai benafits we offer compare quils favorabiy 1o those offered by lep U S
D s. neluding holiday, s:ck. annual and comgensatory isave: paid
overtima, outstanding health Insurance; and excelisnt ratirement packages- fn addition to
these and the generous Federal caraar advarcemant opporiunities. we will offer our current

and prospeclive smpioyees a varaety of other benef:ts lo include fiexible work
arrargemaents. law school and technical luihon payment, generous awards, and recrutment
bonuses We have recenily oblained approvai from the Office of Personnet Management
(OPM) lo eslablish a spec:al pay sca'e for patend professiona!s in the event that these
benefits do not allow us 1o hire and retain the best candidates. we will consider other

incentives such as payment of relocation expenses, repayment of college loans, o othar
Incantives o slay competiive
Finaily, the Patent Busil nas recently imp atel nuting work piot. The

piiol 18 peared towsrd aliow:ng palent sxaminers to work remotaly from home for one day

each weak withoul the fatigue and sl-ess of daily commuting and balancing work with famity
and personal activdies Allhough this program is slill in its infancy stage, we believe i will
be successful and plan (o expand the program after the piol. We are hopeful lo upomrm

the same success ihat the program inthe 7 rk Busé has
anincrease pmaudlon per indtvidual examinef aiong with increases In quallty and

s the progi ds. more efticient use of office
’p'c' wlii be realized through space shanng or holeilng. -
The Patent B the y and rasporsibilily for making irdep

palenisbility decisions, including ihe decision (0 i3sug an spplication as a palent. when it
appoints the #x2miner 1o be 2 “primary examiner”. This schievement reflects the hghes!
degrae of compelence and experlise The current carear track requires about 6 years for
an exsminer{o become a primary examiner. Information gathered from other patent offices
=nd ifleliectual property law firms indicates that they require between 4 & years of train'ng
to reach a simiiar level of competency.

Recognizing that gains in productivily must be baianced with (he quality of 1he work
produced, we will sxpiore the impiamentation of @ new psrformanca-based awards sysiem.
In #ddition to producing more oulpul, this initiative wilt bring a junsor 8xaminer ur lo speed
mors quickly by examining more applicat Byl tageg mrnetary
award, lhe examiner will be envced o produce more work and work more effic entty, which
will make our examiners more knowledgeadle in less time Combined with improved
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trauning programs and knowledge-based t 100's, Ihase mechanisms may be
oonducive lo ln dited path lov g fuli mnnlory y. where an examiner can
make & y while impi g quality slandards. We expect
this intiative wil result in 2, soo« p y 10% sdd#tional patent being

processed annually.

We wlil lassif tunctions y perfo d by sxaminers in the
axaminstion pipeline  As s resull, examiner resources will be frasd to focus on tha principal
patent functi thereby g xam:ner P ity The date fo
publish patent appiications 18 moniha after ﬂllng pursuant io the Pre-Grant Publication

[ of the A P: Aclof 1999, hae placed a remeadous
additional burden upon the USPTO. Inresponse. we intend to sisc contract oul the Pre-
Grant Puslicaton classfication functions currently being peformed by patent professionals.
Adattionally. otnar classificabon duties required to malntain the U.S ciassification system
will be outsourced as needss. This indiative will allow the Patent Business Lo redivect
approximatety 30 full-tims equive'ent palent examiners and associsted bours to
exeminaton,

Simiar lo classification. certain siages of work on intemational applications that do nol lead
to patent issuance will be confracied oul. The search relatad 1o completion of Palent
Cooperation Treaty (PCT) Search Reporta will be outsourced, thus freeing examiners 1o adl
onthe backiog of 1J.S. applications. This inkiative will ailow Lhe Patent Business to redirect
approximately 10w hvii-ume equivalent patent examiners and assoc:ated hours to
examination.

Trndwtionany the three main dwsdpl.nu wilhin (he Patent Business have been categorized
(¥} . and electsical art arsas, which are further organized inte 7

Tuchnology Cenlers - 2 in chamical, 2 in mechanicai, snd 3 in electrical aress We have
seon an unprecedented growth in filings in the elecirical engineering flolds. Last fecal year,
we experences a growth of 19% as compared 10 8% in the mechanical and 7% in the
chemical areas. To sddress these workioad issuss and reach our imeliness goats, we will
rebalance (he work in the Technoiogy Centers. This approach envisions st the very least,
Identifyng eisctrical techaologles that overiap olher disciphines, and Integealing them into
the cOMesponding charmical of mechanical s. The emerging technologles have fewer
ienced/senior examiners and managars, resutting in challenges of incorporating and |
training new sxamners By restructuring the Technology Centers, we will be sbie fo lake
ful gdvantage of Ine axperienced :aff avaladie in greatsr numbers in the mechanical and
chemical Technology Centers fo improve iraining, retenton, quality, and effeciiveness n
the other related technologies. We will also lake advaniage of our mave 1o the new
campus 1o restructure our organization snd r cur work 1o streamiline our
processes and enhance our effecliveress.
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TRADEMARK GOALS AND STRATEGES

The Frademark Business plans 1o complete s transitan from a paper-based process to
complele eiaclronic processing by FY 2004 We have made substantial progress overthe
past eight years improving qu Amy and timeliness by appiying e'ectronic communications
and technology o our busi Currently, ately 25% of X
are filead y over Ihe Inlemet, aii new applications are captured
e.sctron.cally and are available ll svery smployee’s deskiop, and ihe Frademark Official
Gazette (TMOG) is published weakly on papar and slactronically on the intamat.
Cempleting the transiton from paper to processes primarily based on elaci-onic processing
will rasull in an ethicent and effsctva tradamark axamining function with greater flax bility to
respond lo luctu ations in gemang for services Allhough we will conlinua to address
perdency, productivily, qually, and eMciency issues, the focus in FY 2003 will be on
implementing changes that rely an tech and comimJni to :mgrove
operations and expand access to the Federal regislaton system in the Unted States

Our customers have signlicantly berefted from irternet access to USPTO systems (hat
a’low tham to conduct searcres of relavant rrademark informaton to make busiress
decisions related to acopting e trademark, checking the status of their panding app! cation,
or reviewing the TMOG or-line  The avai'adlity of tha Irle-ret for filing ard dissaminaling
informalicn has increased cuslomer expeclations for how we respond to reques!s lol
infornation and sevice intum. th s has required the Tra Busi to
congicer the impacton customers when we desQn and imo emeant rew syslems Eled'wnc
access has promoted greater understand ng and awareness of the regisiration systen ahd
providea custemers texidilty 3¢ converience relative 10 how trey Interacl with 1ve
USPTO. While we have witnessad a drop In trademar fings and a recuction in pendency
times In FY 2C01, the Trademarx Bus'ness views ths as an opportun.ty 1o position tselt to
expand the use of technology 1o address workioad fluctuators a~d ma ntain hgh qualty
and limelress standards, Wa ta! eva that moving lo @ Goverrmant wi aliow .S
businesses 10 nave be!'er access lo the va'ue that lows fromlhe Federal regisiralon of
their trademaks

Goals

Thagoaisoftre Trademars Busiress are as fol-ows

o Enhanrcethe qua.ly of our products and sevices
+ Minimize trademark applica‘ion processing ime

Qualey Targel. Reduc o-tor rata from 6% to 3% by FY 2004
Increase overal cusiomer salstacton f-om 70% 10 80% by FY 2005

The Tracemark BLs:ness quaiity targets are ceivec from irternal objective data ard
customer sat sfaction dala obtalnec throug™ our annual survey Our cdjactive is lo
measure cur parformarce with raspect to qualicy of the marks wa reglisler and 17s service
wa render 1o tre use-s of tre lradamark systam Tha Tradama-k Bus.ness wil develop a
qually index ("at wil' incorporate a numter of merics. includ-ng Inose menlion ed abova, to
ach.eve a baarceo measure of qualty. Thal incex wil: be tasel ned and used n the tuture
a3 a more balanced looi for measur rg our performarce with respect lo quaiity
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Timeliness Target: Reduce average first acton pendency tc 2 months by FY 2004
Reddce average (dtal psndency to 2 months dy FY 2006

The Tragemark Bus-ness w:li focus on reversing the trend of ever-ncreasing governmert
spencing by working within Its authorization ang minimizing the s 2e of it program
IniiaiNes to handle workload increases. Ourgoa's are desgned (o celiver costeftectve
programs n supoort of the Amarican peapis that will deliver substantially more vaiue 1o the
r ardthe U.S. y than (he fees Lused 'o support diract examinaton
operations. Our strategy is lo continue 1a improve cur operating eficiency by sffective'y
leveraging technoiogy and contrbute dicectly (o the national sconomy by creal.rg a
p-edictable and re'iab'e traderark examinalion and ragisi-at.on system.

Quality initistives

Usng avai'ad’e resou'ces wa will prolotype a corprehersive inernal quaily review
program focused on impraving examiration qua'ity lo comp'emenl the corpo-ale quably
seview program a'reacy in place We irtend to Lse Lhe results fromtha internal quatity
review program (o icenti'y areas most in re ;0 of improvement. The :nternai qualty review
program wi| Incorporate res Jits o s fir Jings Into examiner refererce mater slg, 3.4Ch B
p-actice a~d procedure gu de: res, avdf scused training programs to match ind viduals In
reed of remedia trainrg wth (he lype o tralnng mest bereficiaito them The expected
results ircluce Improved qua-ty and coi s'stency and e reduction in the numbaer of cases
retumed to examination i successtul a. intarnal qually rev.ew crogram will be
incoporated into our bus ress practices i FY 2004 based on the resu'ts of the FY 2003
prototype

We wli tra~s:tion our exsti~g Tradem .rx Assistance Cenler 1o a tull service Customer
Relatonshio Maragement {CRM) ce~te” to reduce o” el mirate e soL"ce of cLstoner ~
comp aints re:ated lc inlea processes. Tne program wil be simlar r corcedt to pivaie
sactor programs 1nat use CRM mehodclogies CRM will provids a resouce for the
conso dat-on and skaring of information 1hat we col ect rega'ding custome* inc. ries and
prodlemn resoluon Moving 10 CRM wit contrbu'e 10 ‘ha re-angireerng o° ou’ papa’ based
processas by prov-a rg custorer-tasec rejJirements 1o e~sure thal new techrologias
reetIbe reeds of cur cuslomers and address I"er corp ar's. We bel.eve a CRM
systems approach wll mprove cu slomer sat sfacl.on by reducing prccessing er-ors, provide
a smoothe iansilion to e-Gove rment. and ccrezse uslomer $uppot for Lhe move lo ‘ult
e ecloric processing. Eventualy, the rest of the USPTO wil be at e to leverage the
Trademar< Business’ experlence w t1 CRM anc rol this syslem out ente’prse-wide

Tracarar« systems wil. ba designad win t~e goa o irplemanting a ‘pes--kc pee” (°2P)
p ol {0 invesliga’s wrelra- P2P wil furra- rnp:ove 1ne precessing of Trademark

applical ons anc reduce costs once we compele our e-Cove rmenl nf asi~ucture

FY 2004 We expect that P2P ras t~e poteniial (o signficant y enrance the tene’ ta ¢f
electron.c commycations for large volume custorrers by cealing a pairersh.p focused or
Imp v ng access to in‘oTation specical'y relaled to the customer  The concept offe’s the
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patent:al forimproved pfocnl‘rs using fewer resourcas, max mizat:on of trademark
technology invesiments, and & inpr ing and ¢ tion times.

The Madrid Protocol requires that the USPTO process requaests for extension of protection
and other malera's sent 1o and received from the International Bureau (I8) of the Worid
Inteilectual Proparty Organlzaton (WIPQ) within limeframes established by the Protocol. in
anticlpation of the U.S joining the Madrd Prolocol. all new systems witl ba Implamanied
with a capability to a'ectronically receiva and process intemational registrations and
requasls for exlansion of prolect:on. Requirements will focus on devaloping a peer H-pear
operaling envionment between the USPTO and the 1B.

The Madrid Protocol provides & one-stop, strearniined regist-at.on processferU S,
businesses that reed prolect.on for thelr trademarks outs'de of the United Stales The
trademark owrer, by iling ore app!<ation in the USPTQ, :n Engiisn. can potentaly rece.ve
protection for the trademark in each mamper country of the Protocol. Becauselhe U S. is
not yet a memtar of the Protocol, Amer.can businesses operale at a gisadvantage to
bus-nessas in Profocot mambaer countries becasse Americans musl seek trademark
pro‘act.on on a couniry by-country basis. A sireamlired, @'ectrorc systam for filing for
trade mark applicatons ir: other courlres will help afU.S busiresses. paricu'adty smal anc
madium-sized busresses, that frequentily cannot aord lo fie separdle Irademark
apphcalor in each foregn country

No add tiona: resources wiil be required untithe J S joins the Protoco' However,
Incorpotating Protocol recurements Inko Pew Systems as {~ey are devesloped will mirim ze
the cost of future deveiopment and permitthe U.S. 1o gulck'y of‘er the beref ts of the
Protocol fo our customers

Timeliness Initiatives

The Trademark Bus ness plans to complata lts irans tion from a paper-basadto a fuly
#'acironic opasation during FY 2C04. Tha-s are a numbar of in-liatves to Ha accoma'ishad
over the next two fiscal yea's to achieve th's goal.

The frst inliatve involves increas ng the number of applications filed e'ectronkally. 'nFY
2003. we pianfo increase the number of new appiications fied e.ecl-oricaily 0 80% Our
customars currently have Lhe abillty to condudt nearty all of thelr trademarx.-reiated business
8 ectronicaily but use of e ectron.c communcation is relatvely low when compared to
communication usiag paper. Specificaily. oniy 25% of new apc-icatons are currenliy tted
& scironcally and other slactronic nte-actions a'e al lower leveis casple the fact that
s'actroric filing reduces the time that it takes 10 captu-e and process applications ard
ensuras a lavel of qualily and accuracy thal s rol possib'e with paper-filed docurmaerls. n
FY 2003, we inlerd to promole the value and benelils of electricn ¢ f1ing and the cistnbution
of informalicn by creating a forma: communicalion ard educalon plan designed lo
encourage tre adoptior of e'ectronic comimunicat.on as the preferred method of ¢cing
bJsiness. We wii a'so consider iImplemanting changes | our raies and regulators such
as irslitating processing fees for paper-filed documents and removing preferencas for
paperfiers re‘ated lo fing dates, as wel as consicer mandating electronlic fiing as an
aterrative if other eMorts are ynsuccessfu! in meeting our goal
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The sacond initalive, {0 alsc be sccomplished in FY 2003, witt be to implament full
examination using elecironic Mies. This will eliminate the current uss of paper files for the
examination process.

The final inftiative to be implemented In FY 2003 is a “hotelting” plan In conjunction with our
highly successtul work-at-home project. The implementation of ¥xasmination using

Nies 9, & concept in which 5-6 examining attorneys whi share &
single office and wil further reduce the number of days they spand working In the office
Hoteliing minimizes the naad for office space at USPTO facilities and atiows the Trademark
Business to recover office space expanses for other uses.

InFY 2004, we will complete our with the imple: ion of lhe Trademark
Information System (TIS). TiS will inlegrate ex.sting electronic syseme o create sn
electronic file managernent system that will permit Al slectronic processing and
examination of naw and posk . N will aliow us to process
and examine more spplications with greater qualty in fess time and with fewer resources
TIS will a'iminate the need for paper-besed records resulting in an slecironic record belng
our officral lega! record of trademark applicaton processing

Wae will creale a traned and ready workforce that provides more flex bility 1n managing
fuctusting workioads and employe es with more choice, Our most press:ng challenge islo
have oplions for Increasing or reducing elafing related to our need for production capacty.
We wili consider crealing variable posit: and work tasan to hiring
permanent empioyees on a lull-{ime work schedule. We 830 belleve new lechnologles
associsted with our move to an ¢ -Govemnment of sration will provide the USPTO the ability
1o better manage work by offering more smpkiyess the opportuntty of working from home
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ECHN Y ESSMENT AND INTE:

Our tuli transition to an electronic, e-Goverament environment as defined in this business
plan will result in the automation of the majorily of complex requirements anc business
processes fof bolh OUP customers and inlernal operations We must, however continue o
mantain our technological supenortly 1o aliow us to meet customer demands. provide state-
ofhe-art products and servicas, maintain operaboral efficiencies, and minmize operating
costs Ourapproach inciuces the following

. Ensun an nformation ||chnoloqymfrlslmcruro that ties all of our disiribulad web

busi logic s, b, servers.securly funclions. and
backup recovery functions logelher inlc a slructured, responsive archﬂocmm
* Undertake a conlinual functional 1o 't major 9 gi

To bulld on our transition to & technology-based enviranmant, we wiil astadlish a strategic
architectdre assessment program thal will produce an enlerpnseorentad, Inlegrated, and
coorginated approach to Impismenting emerging and enabling tecnnoiogles. This will
Include coordinating and sslting strategic d.rection as neaded to meet information
techaology planning objactves. The result will ba 8 more efficient, lass complax
architeciure that increases sys'ems performarce and reduces the costs and Iimeframas for
integrating new technclogies

We wiil a'so establish a team to evaluate a broad podorso of xachncloq cal ldVInCOI ang
software olckagn such as knowledge ma: I g
cuslomer se relatiorehip rm I waorktow/

management_and wed/e-Government. Though some of our information tachnology
Investments to date have been on the "bleeding edge”, OUT inTeNt is t0 assess new
tachnoiogies and 1o integrate those that have proven their capacty and capabilities. This
will aliow the USPTO to continua lo sulomate manual pr s and provide

and employees with add:lonal and/or enhanced tools and te<hnologies
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MOVETQ CARLVLE

Tha USPTO pians to consclidate its currenl aperations on the Cerlyle site in Alexandria,
Virg:nia, about 3 miles from our current site. Th:s space consohdation is a critical step in
making the USPTO the dest in the world with a workd-class facility. On June 1, 2000, the
General Services Admin'strution (GSA). 85 agent for the USPTO, executed a 20-year lease
for & 2 milllon-square-foot faliity to consolidate the USPTO's operations that are now
dispersed among 18 separate Crystal City dulidings spanning a 1-mils cistance, in space
covered by 33 saparate GSA lsases. On Decambaer 19, 2001, the devaioper, LCOR
Alexandria LLC, closad tha bond financing {hat will cover the cost of the projact, purchased
the underying land, and d ion and ion conlracts R o
Carlyla will be phased 10 coincide with delivery of the five interconnacled Cartyle buildings
Occupancy Is expected 10 begin in tale calendar year 2003 and be completed by mid-2005

Economic analyses comp!eted during Lhe ear'y stages of the projact showed that Lhis

of agency nto an interconnacted compiex will generate $72 miflion
in present value savings over the 20-year intial isase. A mars recant report issued by the
General Accounting Office (GAC), dated juna 5, 2001, concluded (hat becauss the
USPTO's Crystal City rentals have ascalated fastar than tJSPTO's s'udies had projected,
consalidation now has thy potential to reaiiza $98 mibon in savings Tha GAQ futther
noted that even if no savir gs were 1o occur, consolidation will enable the USPTO to provide
better security for staff and to meel current fire, | fe sa’ely, and access b lily standards for
Federal facilties. Furlher, (N« oer-sgqusre-fool rate for (e USPTO's new corsolidaled lease
18 $6 less than the per-square-,>ol rate for space recently leased by & major intellectual
proparty law firm in @ bullding dit actly across from the USPTO's planned Car'yle facilly
Tnsse square-fool savings w:il increase even more over the 2C-year leass term, because
the base payment *or the USPT(i's consolidated lease i1s fial for the 20-year ieass ife as
oppossd to base rates for com narcial leases thal escalste arnually

Consolidabon is crilica! to he agency's lransition lo 8-Government. The USPTO now has
the opportunily fo lakor the cesign of 8 comprahensiva state 0f<he art communication
backbone for the facildy and lo provide for current commun calion melhods such as

ing Also, in conj with the move and as part of the transformation to
a fully electronic wark place. thé agency pilans to eliminate paper filed in both employee and
pudikc search areas to the maximum exteni passibie

Consolidation will also baneflt cur employsss. We will be abis o provide smployse
amendies such as childcare. cafateris, and expanded fitness facities, which wilt aid in
recruiiment and relention of talanled personnet

The USPTO wil face numerous log slical and operational challenges in executing the move
to Carlyte. Dual operations, including dual computer cperations, wll be required during the
phasing of the reiocation, because the space will be delivered over a prolracted period.

g empioyees and at separa'e ocatons wid require
caretul planning  The USPTO will also carefully monitor costs during project construction
and ensure that any Infesim purchasas are competitive and oconsistent with our standacdzed
space ulilzaton approach for the new fac:ity. Howevar, the longterm bsnefit will be a
world-class facility with operatonal efficiencies and improvad aliocation of workspaces lo
accommodate our growing and changing workplace
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ORGANZATION AND MANAGEMENT

The USPTO’s organization and management phitosophy is based on the direclon that
Congress gave the agency in the American Inventors Protection Act enacted 1n 1999, That
Act reaslabl.shed the USPTO as an agency within the Department of Commarce.
Recognizing the USPTO's dual roie as a policy anm of government providing leacership on
intellectual property ssuss and an operational unit Issuing patents ard grarting trademark

the Act ¢ L] the head of the agency as the Under Secretary of
Commerce for Inteliaciual Proparty and Director of tha USPTO.

The Acl des.gnaled ihe USPTO as a performance-based organizaton, which granted us
grealer management flexibility Subject lo the policy directon of the Secretaryaf
Commerce. (he USPTO 18 now respons:ble for ds own gement and islration and
exercises independent contral of such functions as budget allocations and expenditures,
personne! decisions anJ processes. and procurements. Greater accountsoilty

- accompanr as that flexibllity. The Comm:ssionar for Patents and Commissioner for
Trademarks have Ished performanca agi ts with 1he Secretary of Commerce
These sgreements sat out specdic goals and parformance axpectations. The Ad sisc
created two Public Advisory Committess - ona for Palents ang ona for Trademarks - o
prov.de the USPTO with ongeing advice on budget end management issues of concem to
ils conatituenis

The USPTO has reorganized ks management structures in keeding with the more
business-tke approach expecied of a performance-based organizaton its major
management body Is an Executive Committes. at which each of Lhe major tunctional unts is
represented. Each unit regularly reports to the Committee on Its progress toward meeting
pedormance goa's, so that cross-divsonal monltocing of the USPTO’s prograss s ongoing
The Execulive Commities it supporied by Operaliors, Quality, and Policy Committess

The USPTO has also resiruciured its operaling dvisions to maks full use of ils

g flexibitly Two new drvisions with try ponsil cutting across
the main business areas hava been creatsd — the Office of Quaity Management and
Trainmg (OQMT) and the Office of General Counsel (OGC). OQMT hoids corporate
respons:bility for monttoring the quatity of products from both the Trademarx and Patent
sxamining operations. R aiso organizes lraining Lhroughout the agency. The OGC creates,
for tha first time, 8 unified managemant structura for the several Independant units
concemned with legal review and represantaton - the Board of Patent Appeals and
inlerfersnces and the Trademerk Tria! and Appeal Board; the Office of (he Solicltor ang the
newly formed Office of General Lew; a1d Ine Cffice of Enrolimenl and Discipline.
Formalion of ine Office of General Law reflects the USATO's added administrative
functions Likewise, twa olhar principal divisions of the agency - the Office of he Chief
information Officer. and the Office of the Chief Financlai Officer and Chief Administratrve
Officer -- provide the tull range of support opefations needed to operate the USPTO

- These structures have now been In place about a year. They are designed to create more
Ffiex/ble and accountable rasponses fo developmants n the enviconments in which the
USPTO operatas. Crucial. hawsver, t our success is oversll planning based on
padormance goals  Although Ihis businass plan focuses on the performanca of the
USPTO’s main business ynits. all paris of the agency contributed 1o Ihe plan's development
and all wiil conlribute to 1Ls accomplishment
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Management Team

‘ n f for intellaciug: Progar i
LSPTO
Judge Rogan was sworn in as Undar Secrelary of Commerce ‘or Intalieciual Property and
Oirector of the USPTO on December 7. 2001. Judge Rogan manages USPTO's operations
and is principal pol-cy acvisor to tre Bush Administralion on all demestic 8nd intemational
inteliectual property malters. Judge Rogan was a membe: of lhe Unite4 Siates House of
Represental:ves from 1997 15 2001. He was one of anly two members of the House of
Reprasantatives to serve on both the prestgiols House Commerce Committes and tre
House Jud-clary Committes. His serv-ce on. *he Judicizry Committes’s Subcommittes on
Courts and intel'actual Proparty earned him a reputation as a 'sacer on bolh the protection
of intelleciual property an¢ the modernization of Inietlectual pros.ery iaws to protect
America’s Boonom cinterests. Judge Rogar was a gang mu-dar procecutorir tne Los
Angeles County Dislrict Aticrney's off.ce. He became Calrorria’s younges! siting stale
court judge in 1390, and served as pres d rg,Ldge of his coul unll hig eleclion to the
Calfornia Stale Assembly :n 1994, Elected lo Congress in 1996, Judge Rogan served iwo
terms :n tre House of Representatives Judge Rogan earned 8 B A degree trom the
Unvercity of Catlforria 22 Bakeley r 1978 and a J D tor UCLA Schooiof Law n *983,
where he served as 2 member of (he UCLA Law Review

John W Duda
Dirs.lor, USPTC

Jen Dudas was appointed Des aly Lrder Sac-elary of Comme-ce for Intellaciuat Property
ana Deputy Director of the USP TO on January 11, 2002. in this capacty Mr Dudas
&9s:9:3 the Under Sec-elary/Dire clor .n tre overal coord nation of policy ard managerent
of the USPTQ. Pdorio ths appo-~tment, Mr Dudas served as tre Counselfor Legal Pollcy
214 Senior Floor Ass stant lo Speaser of the House J. Derris Haslet intrat casacty,
N1 Dudas was responsible for manag -ng legls ation on tre ficor of the House of
Representatives a~d se-ved as the primary acyisor to the Speaker or issues ranging from
Intslectaa’ propenty policy to courter terrorism. F-om 1997 to 200C, Mr Dudas was the
Daputy Gensra Counse’ ard Sta®f Drector for tha House Jud-ciary Commites. whe's he
was responsitie for advarcing lagislahion refatrg tointeleciual property, lechnoogy law,
anlirust, and cor sttutional law His duties elsc nchuded managing congressional cversight
of the USPTO, Copyright Otfice, and Deparimenl of Justicea M¢ Dudas aiso secved as
Ceunsei lothe Subcammittee on Courts and Inteliectual Propety and as Legisiat ve
Ccunsel to Congressman Henry Hyde. Prior to s employment with the House of
Representatives he practced law in Ch-cago al Neal, Gercer & Eisenberg. where he
reprasenled clents In a var.aty of areas Inciud:ng intel'ectya’ propey and a~tirust. Mais a
memter of the lllncls State Bar and Ine Bar of the Unitad States Clstrict Count for the
Northarn District of (#inors. Mr. Cudas race ved a B S .n F:rance, summa cum faude, from
the Univers:ty of ({inois and a J D. from ke University of Cricago, with bonors

Nichoiag P. Gedic Cor msioner for Patgrils

WM Gogici's cur-ent responsiil ly includes maneging all aspedts of Lhe Patent Business,
Inciuairg adm.rlstering and formu'atng policy relating to patent processing. examination,
search, and proce Jural functons and overseeing mere than 4000 empioyeas and an
annua’ operating budge* of over $500 milion. He is Implementing a w.ce varely of changes
intne organizaton 1o ensure (hal the agency functons as a performance -based
organization. Ha has lad effots lo reenginesr USPTO processas that have resulted In
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reduced processing lime snd increased customer satisfacton He gradusted from
Pennsytvania Stale University with a B.S. in Engineering Mechanics and earned a graduale
level Certificale of Acvanced Public Management from the Maxwell Schoo! of Citizenship
and Publxc Affa:rs &l the Sysacuse Univarsity.

N3 Chasser oversees ali aspects of the Trademark
and formulating policy rela‘ed to trademark sxamination and regisization opora!o'\s SM
manages o budge! of $72 million and more than 700 empioys. nd is rasponsible for
proposing programmatic changes in the Irademark system. Prior to joining the USPTO, she
waa Director of Trademarks and Licensing Services at Oha State University (OSU).

Ms. Chasser established OSU s trademark licensing program, wh.ch 18 currently ranked
irurd among all Amer col'eges and universties in the amount of raverue generaled
annually from licersing university trademaris on goods and proaucts. She 8!so served 88
Presigent of tne ints tonal Ti k Assoclaton, & trade otieading
trademark ownars v.kh cver 3,600 membars from 120 countries She s a recognized
sxpert in the ¥cs of ks ang coilegate trademark licensing, and has a sirong
track record of successtuily managing organ.zat I change, b proant
continuous qualty improvemenl, and siralegic planning Ms Chasserrece:ved @ BA af
the University ol Dayton and a Master's in Public Poiicy and Managemen! from Ohio Stale
University.

h .
Mr. Bourgeols drects the dovcbpmom i nation, mai hi menl, and
operatiin of USPTO’s automated lMOfm:-on systems and the dnvcloprum of suppoiting
strategic and operational infonmat:on technology plars. He also serves as the agency's
Senior information Resources Managemeant ((RM) off.cial. Pnot lo Jomng USPTO
Mr. Bourgeols se'ved as the Managing Direcior of Customer Sefvice Technology for FedEx
from 1999 to 2001, manag:ng the computer appiication and telephony network
environments ot that company Ha ensured that Information technoiogy services were
aval'abie 1o suppon the customer-focused mission of FedEx M- Bourgec's recelved 2
8.S. degres In Aeronautical Engires-ing from Cal Poly University In San Lule Obispo,
Calforng and an M.8 A in Finance and Markating from Tu'ans Uaiversty in New Orieans
Louis-ana

n rawford Chef Financ al nd Crief Adminigtralive r
Mr. Crawford serves as th: Chiel Financial Officer and Criet Admunistrative Offcer Pror o
coming to the USPTO, M. Crawford held senior executive positions in the White House
and for the Congress. Mr Crawford was the Associate Direclor tor Administration atthe
Office of Mai.agemaent and Budget in the White House Setving both as OME's CFO and
Hts C1C, NIr Crawford focusad on dramaticaly itproving OMB's resource pianning and
investrmant decisions. At lhe General Accounting Office, an agarcy cf the legis'ative
branch, Mr Crawford served as Associale Director for Education and Employmnent iesues,
and Ister as Cirector .’ Operations of the Natiora! Security and Inlernatonal ANairs
Division. Mr. Crawford frequently lestified before Lhe Congress s the GAO's chiel winess
Mr. Crawlord worked extensively with Congress.onal approprialions. budget, suthonzation.
and aversight committees  Mr Crawford aiso serves as the Director of Plarnng and
Project Q with tre Internal Service and as a poiice officer with the
Districioft Calumbla He recetved a B.S. In Crminal Justice and a Masler's of Pudlic
Administration trom Amer.can Unwversity




? Adminigtr, b Man i and Trgip
M3 Lee 18 raspons.ble for assessing USPTO's product quelily and Lraining programs,
coordinating agency quallty Improvemerit and training aclivit.es. and deveioping agency
skiils and personal development opporiunties and programs Sha afso chairs the USPTO
Quality Counct and the USPTO Training Council. Ms Lee has been aieader in heiping the
agency streamiine P andp to reduce interral cycle ime and
Improve giiality of examination and customer service. She led various speclal projects
such as a team sxaminalon initialive and a team responsid'e for creating axamination
search guidslines, :n an effort fo increase ihe consistency and efficiency of Ihe patenl
examination process Ms. Lee cined the USPTO in 1873 upon recevingaB S In
Chemislry from (he State Universky of New York  Additionally. She earned a gracuate level
Certificate of Advanced Public Management from the Maxwell School of Citizenshp and
Publkc Administration at the Syracuse Unwversity in 1998

"
Mr. Sto!l serves as Adminisirator for Extamna! AFairs. From 1995-2000, he served as

A for for the Otfice of Leg: and Internaticnal AXairs. He p ly servac as
Exacutive A to ihe Assistant y ol Comrarca and Commssoner of Patents
and Tr from N« ber 1394-De 1995. He joned the Federal Government
in 1979 as a Cnemical Engineering Researcher in meta'lurgy al ihe U S. Bureau of M nes
whece he worked unt:! 1982, when he joned USPTO as & Patent Examiner in the area of
metsl containing complexes and compounds Wnile working at the USPTO, Mr Stol!
attended Ce'holic Universily where he saTed a J 0. 1n 1985, and was acmitied to the
Waryland Bar He recetved a 8 S In Chemical Engireering from (he Un.versity of Mary'and
1979

James A Toupin, General Coursel

Mr. Toupin has served as Genaral Counsei sihce January 200+ A member ot he
Californ a and District of Columbia Bars, e bega Pis career at Covington & Burilng In
Washnglon, O.C., specia 2irg in racemak a~d copyright reg straton a1s itigation, as well
86 unfair compettion and adninistrative agercy !t gation. In 1987, he was appointed

* Assistant Geara’ Counsalfor Litgaticn of the Unled States '"ternationai Trade
Commission e was s.bsequenty pramated to Oeputy General Counsel of that agency
In ihose positions, he was respons bie ‘or superviang defense of (he Commission’s achons
inU.S. ocourts and intenaticnal Irburals  Tre domeslic couri represertalcn .rciuded
delerse of the Commission’s delenmirat.ons ca patent ard ather nlelleclual propety
matters in the U S Coutof Appeals for the Federat Circult and of the Commission s
determiratons in antidumping and courte:valing duty investigations in tne U S Courtof
International Trade and the Fedsral Circult He received an A B. degree with distinction
{rom Stanford Unlvarsity, and a J.D. from the Boalt Hal School of Law. Unvers ty of
Ca'ffornia at Serkeley



FINANCIAL PLAN

Key Assumptions

This bus:ness plan has proposed a numbar of iniliatives thal support lof our
quafity and tima‘iness gca's  There a-e. howaver a nurmber of critical drivers that can affect
our peJormance The cha-ts below outline those faciors and the key assumpl.ons that we
Fave made in pro,ecting our funding and performance levels. Charges o these
assumplions can affect the leve's of pendency ard qualily we are able to achieve.

Projections of Key Patent Data

™ P
“

EOY Examiner Staff 2905 | 3061 | 3435 | 3901 4,950
[ Exammorima | a1 | ata | 750 | w50 | 550
Exarnaners Atried 437 263 riri 351 4 506 S48
Altnaon Rale 4% | 82% 9% 1% 10% 10% 10%
Applications Filed 293 2441326 081 | 367.800 1404.600 1489.600] 538 600 | 532,500
Growh Ra'e 12% | 11.2% 12% 10% 19% 10% 10%

Total Production
Patants 'ssued 165504 {170 643 1170 80C[182.471
Oisposais 234 344[239 453 |238,840 286 015
Firs1 Office Actions 237 421]241.770 280896312 482

Inventory on Hand EQY 256 520|364 523 [451 428

257 870288 282 313,679
403,122 419 556 |481.024
414 4821476 113 [430,202

g

s

The above-cescrided facto’s are s.gnificantly rierreiated and intercepencent. A change n
on'y ori4 factor, & g., highet growin rate in new applications tied, wliFave a drect and
regative irmpact on Ihe achlevement of our Guality and time'iness goa's  However. 8
change in several factors may not have such an impacl. For examp'e, 8 greater growth
rate in rew appl.calors fied may be manageable without mpacting the achigveme of our
timetiness goals f our examiner attrtion rate is also lower than enticipated. Our challenge
will be to manage each of the factors and o find approaches for olfsetting any unpact while
mainta:ning planned peformance outcomes.

N
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Problﬂo_m of Key Trademnark Dela

Applications Fited 375428

§§§28I§§j

Growth Rate 27%
Total Production
[~ Tradamarks
__W 127,794 {124,502 123.000] 138 600
ons N
Abendoned 101,090 142,973} 96,000 {101,800
o] 228,803 § 267,465 260,100 290.200

Inveniory On Hand EOY] 145.000 | 20,000 { 82.000 | 88,000

24% | 0% | 80%

The budget requirements for the Trademark Business are pdnclpmy based on the
expectation of recerving and processing 80% of all apph

of electronic applications le mora efficient than paper N significantly reduces eoon for
paper handling and results In Righer productivity per examiner. !f Lhis key driver is not met.
budget requirsmaents will have to be re-evalualed 10 process paper applications
Achlevement of this key factor I criticsl 1o masting the Quality and timeliness goas and

4 d resource req: enis

32
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Budget Requirements

The foliowing charl Identifies the tunding leve's needed o mest the requirsments itentified
in the USPTO's business plan. This chart a’so ideni fies {ha obligations for the specific
inilhatives in support of our goals. Tha amounts idenlified ref'ect he deha bstwsan amounts
in ourbase funding and the folal cosls

As the USPTO was formulating this business plan, which begins in FY 2003, 4 identified
opporiunities and fundingin FY 2001 and FY 2002 lo begin some of lhese initiatives In
this light, the USPTO was able to redirect significant funds to begin the Patent -

and 1, as weil as begin hiring new Patent Examiners,
and to fund some portions of the remalining automation for Trademark's transtion to a fuly
slactronic environment. The rescurces identifisd balcw are necessary to complele those
slorts, as well as support the otherinitiatives that comprisa this business plan
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Palenl - leb/ Intatves

’a AR R

Pualenl - Timeiness Intetves

43,088, 7,32 78000744 78,408, 76221 2!
(3 $129,902, $124.200,670  $118808174  $114.278;

Subsole! Pawnt

|
TM - Quality intishves 718.78 747, 758 764,974
TM = Timelness Intatves. 18,082 80 15,474 17,871 15.846,78 10,745,200

Subeal Fraderarks

$18082800  $18,183, $18.418.489]  $18402824  $11.510,174
$66.781.377]  $148.008. $142.700,1 $13601060]  $125.788 240

FMFulnmmn

i (.“.’3:,;

Palant Requiremen’s

Tradernark Fes Income

$198,057,41 $196,103.7. $211,896,1 $224.008

| Tradermerk Requremants

1 $174284, $196.103.7. $211 8681 $224 508 $229.004 211




Fee Strategy

The current USPTO fes structure had rts genesis in fegisiation thal was crafted to fully
recovar operational costs from he customers, foster use of the Federal trademari
registration system, and mitigate the impact on sma'l businesses and independent
inveniors who apply for patants and trademarks.

For Trademarks. the Congress passed a fee schedule. which the USPTO sdopled. that
recovered 100 percenlof the lriademark costs and kepl the filng fae as low as possible.
The strategy for patents recovered SC percent of ihe cost of processing a palent appication
thraugh the fillng and Issue fees. Tne legislation a!so established maintenance fees to de
pad al three stages Lhroughout the e of the patent {o recove the remaining 50 percent of
the estimated cost Belh patent fees and trademark feas can be adjusted annuallyto reflect
changes in the Consumer Price index {CPI). However, fundamental changes to the
undartying pateni and irademark fae amounts requice leg s'ation.

The capital nvestment requ.sed to fund the nitiatives conlained in Lhis businass plan and
the full retirement cos!s for USPTO empioyees as required by the Adminisiration wi
outslrip projected fea income based on current established fea levels To mitgate this
- prob’em. the USPTO wili propass a one-year surcharge for £ Y 2003 to cover the cos!s to
begin initiattves in supportof the USPTO’s longer-term pendency. quailly. and e-
Govemmaent goals The USPTO will propose regulatery changes lo Trademark fees and
submit a fea restructuring leg siafive propasal to realign the current patent fes structure,
effacive in FY 2004, lo provide suffic-ent fund:ng to cover relirament costs and completa
the initiatives and goals identifiad in Ihis business pian -

PREPARED STATEMENT OF DAVID PEYTON, DIRECTOR, TECHNOLOGY-POLICY,
NATIONAL ASSOCIATION OF MANUFACTURERS (NAM)

Dear Mr. Chairman:

The National Association of Manufacturers (NAM) is the nation’s largest and old-
est multi-industry trade association. The NAM represents 14,000 member compa-
nies (including more than 10,000 small and mid-sized manufacturers) and 350 mem-
ber associations serving manufacturers and employees in every industrial sector and

— all 60 states. Headquartered in Washington, D.C., the NAM has 10 additional offices
across the country” The NAM wishes to submit the following statement for the
record of the Subcommittee’s April 11, 2002 hearing on™The U.S. Patent and Trade-
mark Office: Operations and the Fiscal Year 2003 Budget.”
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QUALITY MANAGEMENT AND MEASUREMENTS

The essential situation is that the PTO’s performance has declined markedly over
the past decade. Pendency has risen from 18-19 months to 26 months. Dubious pat-
ent 1ssuances have resulted in high costs for targeted defendants and in outside crit-
icism, occasionally severe, combined with generaily declining confidence in the agen-
cy’s work product. Put plainly, the agency needs a turnaround with respect to its
patent business, on which these comments will concentrate. -

Definition and Requirements

While a working definition of patent quality may seem innocuous on its face, it
will have far-reaching consequences if followed to its logical end. A patent of accept-
able quality fully meets all the statutory requirements and will withstand challenge
in court. That is, the prior art has been searched rigorously for references; the de-
scription is complete; the claims are drafted and circumscribed carefully; and the
prosﬁctétion history makes it possible to understand all the decisions that were
reached.

The first consequence is a fundamental requirements statement: For each patent

application, there must
¢ an analysis of the written description and claims;
o an exhaustive search of the prior art;
¢ a correct application of the law; and
» an accurate record of the prosecution history.

Timeliness and Quality
The NAM emphasizes the necessity of escaping the false choice of timeliness ver-
sus gﬂah'ty; compare the just-in-time inventory revolution, which overcame the ear-
lier dilemma of timeliness versus cost control with a_new concept of rapid replenish-
ment. New initiatives must improve timeliness and quality simultaneously. At the
hearing, Undersecretary Rogan conveyed seriousness about improving quality in
stating that he held it ultimately as more important than reducing the backlog. At
the same time, a new emphasis on specifying and meeting requirements, and doing
it right the first time—the rudiments of quality management—will yield steady im-
provements in both timeliness and quality. To speak of trading off one against the
other indicates either a short-run outlook, or else thinking inside an old manage-
ment paradigm, neither of which will yield the desired results in the long term. The
NAM understands and accepts that there will be no fast solutions to either the mas-
sive backlog or the issuance of dubious patents, but one need not to be traded off
against the other. :
Electronic-Case Management
Stating firm goals for conversion to electronic-case management on an announced
schedule is indispensable. Stating the goals does not insure meeting them, of course,
but the failure to state them essentially suarantees further unacceptable delay. The
Securities and Exchange Commission had EDGAR ing in pilot form as early as
1986. The sources of delay are numerous, but for the to be this far behind is
extremely disappointing. Numerous topics to be addressed include——
¢ electronic-file management;
¢ online searching;
+ policy on Internet linking for applications and issuances;
o telework (one area where the agency h . excelled);
o e-filing policies, prices and targets; and
o final documentation.
The Examining Corps
U, ing the professionalism of the examining corps also is indispensable. Top-
ics tgﬁg M include— :
¢ hiring and qualifications;
o in-service training (especially legal);
o galaries and retention;
¢ flextime and telework;
¢ union relations;
¢ justifying the cost of initiatives by the reduced cost of new hires;
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¢ learnings from other agencies (for example, the Food end Drug Administra-
tion); and
¢ exit interviews and focus groups.

The NAM notes in particular the hopeless staﬂi:lg situation created by the strict
statutory limits on pay levels.' The situation was already poor before the economic
boom of the 19908, with law firms in the Silicon Valley eadingethe way, legal sala-
ries reached previously unimagined levels. Today there may be only one other in-
stance in the entire federal establishment with such a yawning gap between govern-
ment and private-sector compensation: military doctors, almost all of whom are all
eave the military -after-short service. The PTO must get out of the
Army-doctor syndrome.” As it lies beyond the power of the government to make pri-
vate-sector employment less attractive, it must make government service more at-
tractive. Initiatives like flextime and telework should certainly be promoted to the
maximum, but weak pay cannot be disguised.

By contrast, examiners at the European Patent Office (EPO) in Munich earn well
over $100,000, tax-free. In effect, being an EPO Yatent examiner is like being a
World Bank employee in Washington: having a well-compensated, highly respected
job that is hard to get and that one seldom chooses to leave. The N. notes with
regret that U.S. corporations often choose, when filing under the Patent Cooperation
Treaty, to have primary searches done at the EPO rather than at the . That
U.S. corporations “vote with their feet” gives evidence of a clear judgment that the
EPO does higher quality, albeit slower, work, which is not surprising, given the
greater seniority of its examining corps.

Staff Management
Managing the PTO professional staff is another major area needing scrutiny. As -
we noted last year, the PTO’s initiative in Group 705 (business methods patents),
while not specifically designed for that purpose, stands as a case study or proof of
concept of sharply increasing the amount of examiner time per case, plus detailed
senior review, in sharply reducing dubious issuances. The PTO has proved that this
approach can deliver marked results, making it a clear candidate for quality im-
provement more broadly. In addition, reducing the size of art groups or the number
of direct reports to overstretched senior examiners is another idea gaining increas-
ing currency.
Management Goals and Policy .

Overall, the NAM continues to call for a formal policy of zero defects. As we stated
to the Subcommittee a year ago: -

The matter of the overall quality of patents issued, in the business methods
area in particular, begs for order and discipline. Faced with the need to im&rove
quality themselves, manufacturers start by taking measurements, and the NAM
strongly suggests the same here. Just as the logic of zero defects as a stated
goal has prevailed in industry, we call on the to declare a goal of zero pat-
ent issuances later invalidated bgoprior art. To be sure, attaining perfection in
practice isn’t possible; against about 150,000 issuances a year, some mistakes
are inevitable, A key lesson from industry, however, is that setting such a goal
starts one on the path of what can be attained, which is continuous improve-
ment.

The February 2002 Business Plan on the PTO Web site represents a highly wel-
come first step, and the NAM looks forward to improvements in successive versions
F‘urt!;elrmore, quality management should become the central feature of the agency’s
annual report.

The has publicly discussed creation of a quality index or indices. That ap-
proach may well have merit, once the baseline measures have been adopted and ini-
tiatives promising real payback have been selected. Then a primar{ goal would
be improvement in the index at least on an annual basis. Conceivably, incentive pay
for senior management could be tied to improvement in the index. An index has the
virtue of com;ilarmg the PTO to itself. While benchmarks——that is, comparable meas-
urement—with the only other similar organizations in the world, the European Pat-
ent Office and the Japanese Patent Office, would be desirable and may be attainable
in the future, they essentially do not exist today and do not seem to be immediately
forthcoming.

More Reexaminations

There are many more immediate steps that can and should be taken. Reexamina-
tion remains underused, and the NAM continues to support H.R. 1866 and 1886 as
passed by the House. Even before final passage of those bills, however, there is



89

nothing stopping the director from ordering more reexaminations on his own author-
ity. Faced with demands by computer programmer Bruce Dickens and his attorney
for payments based on a pateni for the windowing technique for Y2K remediation
(gatent no. 5,806,063) numerous companies contributed grior art to back up the
characterizations of the patent as outlandish by leading Y2K experts. The resulting
Internet-based collection provided former Commissioner Dickinson with ample facts
to order a reexamination himself. However, he was reluctant to do so and it took
considerable persuasion from industry. That should not have been necessary.
more recent controversy—one of a number—stems from patent no. 6,185,681 in
the field of encryption, which has been criticized sharply by recognized industry ex-
erts including Bruce Schneier, Phil Zimmerman, and Matt Blaze. The N be-
ieves the PTC should do an about-face on director-ordered reexaminations. Instead
of making them rare and hard to get, the PTO should establish an easy-to-find fea-
ture on its Web site where expert parties can deposit prior art, and the director
should state publicly his readiness to order a reexamination upon receipt of persua-
sive evidence. Today, too high a burden rests on outside parties to bear a financial
cost, especially when they have no immediate stake in the dubious new issuance.
This is one step that can and should happen promptly.

Domestic Quality and International Harmonization

The NAM heartily welcomes Undersecretary Rogan’s remarks in at the World In-
tellectual Property Organization in Geneva on March 26, and notes the critical con-
nection between domestic quality management and international harmonization.
The Paris Convention is like the Eiffel Tower: a famous relic of the 1880s, reflecting
the best techniques of the time. But its country-by-country essential premise leads
to enormous amounts of rework, which, in the quality management view, is wrong
in principle. It is no exaggeration to say that a worldwide workload crisis exists. Mr.
Rogan aptly cited the work of the 1966 President’s Commission on the Patent Sys-
tem, which envisioned “a universal patent, respected throughout the world.” The
need to move in that direction is more urgent than ever. The rework——still almost
all paper-based—is significant cost drag on larger firms and makes it 1prohibitively
expensive for many smaller firms to e?ort. Indeed, cutting the costs of foreign pat-
ent protection—most recently estimated by the Intellectual Property Owners several
years ago at almost $500,000 for the largest 50 countries for the lifetime of a pat-
ent—is one of the best steps that Congress could take to boost exports from smaller
U.S. companies. .

It is here that the ﬂarallel between patents and trademarks is most evident. The
NAM again thanks the Subcommittee for its handling of legislation to enable the
United States to ratify the Madrid Convention to provide the same kind of “one-stop
shopping” for trademarks that the Patent Cooperation 'I‘reat;i' already affords in its
domain. As with patents, the useless rework will remain until national governments
sweep it away.

It would appear to be only a matter of time before one of the three major patent
offices establishes a zero-defects policy. It'is vastly preferable for the USll"I‘O to be
the leader rather than a follower. Moreover, mutual recognition of search results—
the key step Undersecretary Rogan outlined in Geneva—evidently will depend on
agreed-upon policies and procedures. All the better, then, that the United States un-
dertake a fundamental requirements analysis now. All the better that a
foundational U.S. analysis, if possible, serve as a starting point for negotiations.

Electronic filing must also work internationally. To avoid multiple incompatible
formats, the PTO should continue to work as fast as possible through the Patent
Trilateral with the EPO and the JPO to issue a standard template that will be ac-
ceptable in all three offices and, given their dominance, elsewhere in the world as
well. Patent practices must catch up with the pace of global industry.

The detailed quality management analysis and electronic format standardization
can also inform the statutory dimension -of harmonization. Like other business par-
ties, the NAM last year indicated to the PTO, with respect to international harmoni-
zation, that it believed the time had come for the mutual sweeping away of eccentric
and cumbersome features of national laws, especially as regards European countries
and the United States. Ideally, the electronic exercise can be carried out in the man-
ner that systems integrators call “transformational outsourcing,” that is, clearing
away outmoded features and systems first rather than automating them.

To sum up, the PTO should——

« adopt a publicly stated policy of zero invalid patent issuances;
o establish a measured baseline with announced results;

¢ get clearly stated goals for continuous improvement; and

* make this effort a major feature of its annual report.
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PTO FUNDING

The NAM remains convinced that the single most evident reason for inadequate
PTO performance is Congress’s decade-long bad habit of treating the agency as a
convenient source of cash. After 10 years, the cumulative diversion or withholding
amounts to about $700 million. This situation continues to distress everyone who
truly cares about the effective functioning of the patent system. In our view, it has
become irrefutable that the continued funding drain has yielded deteriorating per-
formance. Enclosed with the testimony is a series of charts detailing how continued
and rising fee withholding has been the key factor in deteriorating PTO perform-
ance, with average patent penden rising from 18 months to 26 months.

Permitting the to spend all the fees it takes in every ly;ear—ﬁ-om a public
gf)licy standpoint, the only defensible outcome—v,vuld also lift the agency out of the

ilemma of spending money to hire or to automate that has been forced upon it for -
far too long. Like quality versus timeliness, this is a “alse choice. For the PTO to
add sufficient staff this year is a necessary step. Substantial progress on electronic
filing and quality management are likewise necessary steps. It is not a matter of
one or the other, but all of the above. At the same time that the agency keeps staff-
ir}llg u‘llg to adequate levels, full funding would enable automation to proceed as it
should.

To these ends, the NAM supports the $45 million of the Administration’s proposed
surcharge that would go to the PTO to do its work but strongly objects to the re-
maining $162 million that constitutes, as noted at the hearing, a continuing hidden
tax on inventors. Moreover, the NAM takes vigorous exception to any characteriza-
tion of the fee diversion as supporting homeland security. Funds will simply go into
general accounts in the Treasury; even if some new account were created, it would

e an artifice, as it would be masking the mana%gment of that part of the govern-
ment that runs on a unitary budget. Moreover, taking money away from the organi-
zation dedicated to serving the inventors who desire to go public with their inven-
tions—rather than keeping them secret—can only be viewed as self-defeating from
either an economic or defense standpoint.

THE NAM NOW CALLS FOR A BOLD, DETAILED AUTHORIZATION BILL

Mr. Chairman, the NAM supported your PTO authorization bill, H.R.26;17, with
the aims of retaining all fees in the budget and specifically calling for a major
automation program. But after another year with inadequate funding, issuance of
some dubious patents and little management progress, the NAM now believes that
the situation calls for a far broader and more detailed authorization bill that will
set in law the major goals the agency must achieve.

Findings :

o PTO performance has deteriorated over past decade, marked by increasing
delays and dubious patent issuances in newer subject areas.
¢ Issuances of dubious new patents impose high costs on U.S. industry in terms
of time and money for investigation or defense, as well as diversion of re-
search and development resources to invent around them and avoid legal de-
fense costs. ’

PTO has been precluded from spending about $700 million in fees it has col-

lected over the past decade. The agency’s inability to spend these funds has

led to shortfalls in staffing and computerization-that underlie the increasing
delays and questionable issuances.

o The only sound fundamental basis for fees charged by a federal agency to an

individual party for a particular service is the cost of rendering that service.

PTO fees do not have an adequate cost basis today. TheK are not differen-

tiated by difficulty of examination or modality of input; the fees are not di-

rected in their entirety to their stated pux;pose of patent administration; and

some users bear higher fees in the form of a hidden cross-subsidy to support

lower fees for small entities. .

. Disoou_ntinf fees for small entities to promote patent system use is nonethe-

less a valid social purpose.

o Subsidies for social ugurposea should be open and transparent. Subsidies for
some inventors should not come at the expense of other inventors, discour-
aging them from using the patent system.

o Improved practices and measurements, stafﬁ;:f, and computerization—in par-
tic:!har, electronic-case management—are needed to cut backlog and increase
quality.
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Financial Provisions

¢ The PTO is authorized to retain and spend all fees on annual basis.

¢ Fee structure is unified in statute, eliminating all surcharges. No surcharges
are authorized. Annual increases are authorized up to the higher of 1) the
Consumer Price Index; or 2) a moving three-year average of applications
workload increase. (A fee chart needs to be worked out, but users must be
prepared for significant increases.)

o The PTO is directed to offer discounts for filing electronically—to provide an
incentive for applicants to make the changeover—taking into account ex-
pected long-term savings by discarding paper.

e The PTO is directed to impose handling fees in rou%h proportion to costs im-

sed by the length and complexity of individual filings (to encourage less
engthy applications where possible, and the attendant costs of having the
lengthiest applications split up by the PTO).

¢ To pay for small entitgssubsidies, the PTO is authorized $150 million a year
from appropriated funds. (The amount of discounts would depend on sums ac-
tually appropriated.)

Performance Targets

o The PTO is e ted to meet the following overall performance targets and
will report to Congress every six months whether it is on target to cut the
atent applications backlog and to eliminate paper case management on the
ollowing timetable:
¢ By two years from enactment, the PTO will have all-electronic case manage-
ment in trademarks.
¢ By three years from enactment, the PTO will have all-electronic case manage-
ment in patents.

¢ By six years from enactment, the PTO will—

ha;e reduced average time to first action in patent cases to eight months;
an !

have reduced average patent pendency to eighteen months. (The specific
numbers are negotiable, but clear timetables are essential.)
¢ In addition, the PTO will seek advice from its advisory committee as to which
industry segments have the greatest need for prompt action on applications
and whose needs would not be met by the above schedules. The Pfs will re-
port to Congress as to which industry segments they are and formulate a plan
to process their work faster than the overall averages.

Management Measures

* Pursuit of zero defects—that is, the issuance of zero dubious patents—s set
forth as official management policy for the PTO.
¢ The PTO is directed to consult fully and openly with all interested private-
sector vendors offering software and services in support of electronic filin;
and to use commonly accepted protocols and formats. Furthermore, the Pl‘(§
is to lead discussions in the Patent Trilateral (with the European Patent Of-
fice and the Japanese Patent Office) on a harmonized, internationally accept-
ed electronic format. ‘
o The PTO is directed to undertake a major review of patent-quality policies,
practices and procedures. After six months, it is to submit a report to Con-
including 1) what collection of quality measures the PTO will use as a
aseline and will track over time; 2) what quality-management methods prov-
en out in private industry the PTO plans to adopt; and 3) what specific steps
will be taken to raise the quality of patent applications, such that they better
take into account all prior art, fully disclose the technology and make precise
and defensible claims. ‘

The discussion at the hearing raised the question of reconstituting the PTO as
a wholly owned government corporation, as some ear%hiegislative versions of the
American Inventors Protection Act would have done. ile not part of an author-
izing bill as such, the NAM welcomes the reintroduction of this concept into the cur-
rent debate on improving the patent system. The NAM has favored the concept of
managing the agency like Ex-Im Bank, for example, rather than part of a line agen-
cy and supports the testimony of the American Intellectual Property Law Associa-
tion in this regard. The National Academy of Public Administration issued a favor-
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able report on the matter in 1989 that remains the basic document. Opposition to
this legislative provision rested on wholly unsubstantiated claims that corporations
would subvert the agency into issuing weak lfatem,s through large donations. Just
the same, the logic of the idea remains sound and would better enable the sorts of
quality-management initiatives now under discussion than does today’s line bu-
reaucracy status.

SUMMARY AND CONCLUSIONS

Mr. Chairman, here is the NAM's vision for the PTO. By the end of the current
Administration, the PTO——

¢ will have completed the transition to electronic filing and file management for
trademarks and be more than half completed in patents;

» will operate as a true performance-based organization with the same contin-
uous improvement techniques well known in industry; and

» will be poised to leave its inefficient, disjointed office space for modern unified
space at the new location.

If Congress shares that vision, then these implications are clear:

e Leave all the fees at the PTO, especially to ensure that full automation is
achieved before the move. Conversely, it is hard to see how the PTO can
u;_akehtme progress if Congress continues to treat it as a convenient source
of cash.

¢ Enact detailed authorizing legislation as outlined above, with regular over-
sight hearings every six months.

I would be pleased to provide any further information and appreciate your consid-
eration of our views.

e —— —



INDUSTRY PERFORMS THREE QUARTERS OF TME NATION'S
R3D

THE PATENT BOTTLENECK IN THE LONG ECONOMIC EXPANSION (1)

Patents Contribute Centrally to the Expansion....
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THE PATENT BOTTLENECK IN THE LONG ECONOMIC EXPANSION (2)
And, Patents Lead To Growth and Jobs ....

Patents pull overall state economic performance

LEADING EXAMPLE: Healthcare Technology

in Massachusetts
YEAR PATENTS JOBS
1992 351 29,064
1993 ; 425 30,447
1994 464 31,948
1995 467 © 31,128
1996 615 31,800
1997 846 32,722

STATE NEW ECONOMY PATENT PER
INDEX RANK CAPITA RANK
Massachusetts 1 4
California 2 7
Colorado 3 12
Washington 4 21
Connecticut 5 2
Utah 6 13
New Hampshire 7 8
New Jersey 8 5
Delaware 9 1
Arizona : 10 16

Source: State New Economy

Source: Regionsl Financial Associates, Coliaborative
WMM

Economics,
of Employment and Training, and CH! Research

v6




THE PATENT BOTTLENECK IN THE LONG ECONOMIC EXPANSION (3)
But, The PTO Can’t Keep Up
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