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PATENT PUBLIC ADVISORY COMMITTEE

ANNUAL REPORT
I.
INTRODUCTION  

A.  BACKGROUND AND OPERATION OF THE PATENT PUBLIC ADVISORY       COMMITTEE DURING FISCAL YEAR 2006

Created to advise on “policies, goals, performance, budget and user fees of the USPTO with respect to patents,”
 the Patent Public Advisory Committee (the Committee) is now entering its seventh year.  By statutory mandate, the  Committee is composed of nine voting members who represent the diverse community of users of the United States Patent and Trademark Office (USPTO),
 including individual inventors, universities, small entrepreneurial businesses, large 

U. S. corporations, and private practitioners.  The Committee also has three non-voting members
 who represent the three labor organizations recognized by the USPTO and which serve the community of USPTO employees.  Voting members have staggered three-year terms, with three voting members being up for replacement or re-appointment each year.  

At the outset, the Committee recognizes those members whose terms expired in July 2006.  They provided a great public service, and their input has been an important part of the activities undertaken by the Committee during this last year.  We extend our thanks and recognize the important contributions of the following members whose terms ended in this past year:

· Rick D. Nydegger

· Andrew Dillon

· Howard J. Klein

The Committee would like to convey special appreciation to Rick Nydegger for his service as Chairman of the Committee.  His guidance and efforts have been invaluable in assisting the USPTO with its policies, goals, and performance.  Mr. Nydegger’s tireless representation of the diverse community of users of the USPTO, including individual inventors, universities, small entrepreneurial businesses, large U.S. corporations, and private practitioners has set an example for others and has ensured that that the United States has an intellectual property system that is strong and vibrant. 

Since the last Annual Report, the Committee has added the following new members, appointed by the Secretary of the Department of Commerce:

· Kevin Rivette, Vice President of Intellectual Property (IP) Strategy, IBM Corporation, Armonk, New York

· Douglas Patton, President, Patton Design, Inc., Irvine, California

· W. David Westergard, Micron Technology, Inc., Boise, Idaho 

The Committee’s new Chairman, Kevin Rivette, is IBM's Vice President of Intellectual Property (IP) Strategy.  In this capacity Mr. Rivette is responsible for directing and calibrating IBM's IP strategy to capitalize on emerging market and policy opportunities.  Additionally, Mr. Rivette is responsible for optimizing the creation and commercialization of IP assets across the company. Prior to joining IBM in August 2005, Mr. Rivette was a principle with Boston Consulting Group and was focused on helping organizations, from start-ups to Fortune 100 companies, develop actionable IP strategies to further their business goals.  A thought leader in the field of IP strategy, Mr. Rivette is the author of the Rembrandts in the Attic, which The New York Times declared to be the “textbook” on Intellectual Property strategies.  He has also written on this subject for many publications including CEO, Chief Legal Officer Magazine, The Harvard Business Review and has made numerous TV and radio appearances to discuss the strategic business use of Intellectual Property.  Mr. Rivette is a former patent attorney and litigator and is a frequent speaker at international conferences, including: The World Economic Forum in Davos, Switzerland; The International Patent Licensing conference in London; Patent and Strategy Management in Washington, D.C., and The National Post Automotive Conference in Toronto.  He has also been a guest lecturer at Keio, Harvard and Stanford University business schools.  In addition, Mr. Rivette has over 20 patents to his name.

Douglas Patton, an entrepreneur and inventor is the founder of Patton Design, a consulting firm that helps companies with strategy and new product development and has created over 450 new products for diverse market categories.  He has received numerous patents for his work and, in addition, his work has been nationally and internationally recognized through numerous awards, including awards for design, engineering and ergonomics.  Most recently, Mr. Patton developed a revolutionary new car seat for children that won the million-dollar first place prize on ABC's television series "American Inventor." 

W. David Westergard, attorney and inventor, is the Director of Patent Licensing and European Litigation for Micron Technology Inc.  Prior to joining Micron in 1995, Mr. Westergard worked for the law firm Arnold, White & Durkee in Houston, and has served as a law clerk for Judge Randall R. Rader on the Court of Appeals for the Federal Circuit.

The Committee welcomes these new members.  They bring an exceptional diversity and wealth of experience to the Committee.

In-person meetings of the Committee were held during this last year at the offices of the Commissioner for Patents, in Alexandria, Virginia.  Members not attending in person were provided with the option of attending by conference call.  Meetings
 of the 

Committee were held as follows:


October 25, 2005
Executive Session
 and Public Meeting 


April 18, 2006

Executive Session and Public Meeting


November 9, 2006
Executive Session and Public Meeting

In addition to review of budgetary and fiscal operation of the USPTO, and review of progress in regard to the core objectives of improving patent quality, achieving electronic filing and application processing, and reducing pendency under the USPTO’s 21st Century Strategic Plan, discussed elsewhere herein, the Committee reviewed and commented on the following rulemakings during fiscal year 2006:  

1) Final Rule: Changes to Implement the Patent Search Fee Refund Provisions of the Consolidated Appropriations Act, 2005
2) Proposed Rule: Changes to Eliminate the Disclosure Document Program
3) Proposed Rule: Changes to Information Disclosure Statement Requirements and Other Related Matters 

4) Proposed Rule: Revisions to the Procedures for Deferral of Examination of an Application for Patent

5) Final Rule: Changes to Eliminate the Disclosure Document Program 

B.  SCOPE AND FOCUS OF THE ANNUAL REPORT
This Annual Report first reviews the USPTO’s mission, strategic goals, as reflected in the 21st Century Strategic Plan (hereinafter, the “Strategic Plan”) and the agency’s 2006 accomplishments in furtherance of these goals.  Highlights of the fiscal year 2006 budget are then reviewed, followed by a brief evaluation of the President’s fiscal year 2007 budget request for the USPTO.   Additional accomplishments of note during fiscal year 2006 are briefly highlighted, and the Annual Report then concludes with some final observations.    

II. USPTO MISSION, STRATEGIC GOALS, and ACCOMPLISHMENTS
Simply stated, the mission of the USPTO is to enable the United States to maintain its global innovation leadership through the development and maintenance of a strong and vibrant intellectual property system.  As stated in its Strategic Plan, with regard to patents, USPTO’s mission success is measured by three simple goals:  enhancing the quality of granted patents; reducing pendency of patent applications and increasing process efficiency through expansion of electronic government programs.  By improving the front-end process through which innovators receive quality patents, USPTO directly contributes to the back-end achievements of a powerful U.S. and global economy and an environment that fosters the entrepreneurial initiative and encourages investment in innovation.  In so doing, USPTO meets the underlying Constitutional objective of promoting “progress of . . . [the] useful arts.”
  

The Committee  is proud to note that notwithstanding major challenges ahead, the USPTO is still more efficient, faster and less expensive than any other major patent office in the world.  The Committee appreciates that the USPTO has worked hard and has accomplished much since the 2002 Strategic Plan was adopted.
  The Committee is encouraged by the process the USPTO has made in 2006 toward accomplishment of these goals.  For ease of review these accomplishments are categorized by goal in this report.

A.  QUALITY
The USPTO currently uses two measures to determine how well it is achieving the strategic goal of patent quality.  These two measures are allowance error rate9 and in-process compliance rate.10 Of the two quality measures reported, the USPTO exceeded both.

The USPTO reached its targeted fiscal year 2006 allowance error rate (3.5% actual vs. 4.0% target error rate).  It is to be noted that this is an average taken across all technology centers and not an absolute rate.  The Committee is pleased that this is the lowest error rate the agency has achieved in over twenty years.  

The success of the USPTO in reaching its 2006 targets is not solely the result of 2006 initiatives, but reflects a longer term commitment to quality that is shown by improving quality results for the last several years. The Committee expects continued quality improvements by the USPTO through addressing the underlying causes of quality problems rather than catching these problems at the very end of the process.11
In addition to end-process reviews, the USPTO also conducted a thorough in-process review of a percentage of applications from each examiner.  In this area, the USPTO exceeded its compliance rate.  The in-process compliance rate goal was 86.0%.  This goal was exceeded by four percentage points.  Overall, the in-process review compliance rate in fiscal year 2006 was 90.0%, up from 86.2% in fiscal year 2005.  The Committee commends this progress.

In addition, the USPTO has taken the following actions in 2006 to enhance patent quality.  

· The USPTO Patent Training Academy - To support the aggressive hiring goal of at least 1,200 new examiners per year from fiscal years 2007 through fiscal year 2012, which should over time address both patent quality and application pendency, the Patent organization redesigned its training program and piloted a comprehensive university style approach to training new examiners.  Approximately half of the examiners hired in fiscal year 2006 received training through the Patent Training Academy for up to eight consecutive months.  This program is designed to provide the participants with a strong foundation and more advanced skills when they enter the examination corps upon graduation. The curriculum combines large group lectures, specialized small group training and study, one-on-one spot assistance, and examination of real patent applications. The first training class under this program was initiated in January 2006, with training completed in September 2006.  Additional classes began in May, June, July, and September.  The Committee backs the Academy and will be reviewing its progress and assisting the USPTO with refinement of the program.

· Accelerated Examination - In August 2006, the USPTO modified its procedures on petitions to make special, replacing all petitions except those for reasons of age or health of the applicant with a single Accelerated Examination procedure.  This procedure will give applicants a final determination (a notice of allowability, final rejection or abandonment) within 12 months, and requires applicants to do a pre-examination search and provide an examination support document that outlines how their invention is different from the results of their search.  The Committee will continue to review the results of this program and offer advice as deemed necessary.
· Pre-appeal Brief Conference – A pilot was started on July 12, 2005 to conduct a pre-appeal brief conference at the applicant’s request prior to the applicant’s filing of an appeal brief.  Upon receiving the request, a panel of examiners, including supervisors and primaries, meet to discuss the merits of the rejection of record.  One of three results is possible: moving forward to appeal, reopening of prosecution, or allowance.  The Committee saw this procedure as providing a significant savings in costs for applicants where either prosecution is reopened or the rejection is withdrawn and the case is allowed.  Since the pilot’s beginning in July 2005, over 5000 cases were subject to a request for a pre-appeal brief conference.  The Office decided to move forward to appeal in about 55% of the applications, and withdraw the previous rejection (for either allowance or reopened prosecution) in about 45% of the applications.  The Committee will continue to review the results of this program and offer advice as deemed necessary.

· Central Reexam Unit – In a significant effort to reduce the pendency of some of the most critical applications, e.g., those in reexamination, the USPTO selected a dedicated staff for a new unit devoted to examining reexamination applications.  After July 25, 2005, all reexamination proceedings awaiting first action by the examiner were assigned to this unit.  Each action mailed out is signed by a panel comprising the examiner, an examiner conferee and a special programs examiner.  Each member of the central reexam unit received extensive training for both inter partes and ex parte reexamination applications.  In July 2006, all routine reexaminations requested before July 25, 2005 were moved from the Technology Centers to the Central Reexam Unit.  The Committee commends the USPTO for the positive change this has made in a highly critical sector of the USPTO’s examination operation.  The Committee will continue to review the results of this program and offer advice as deemed necessary.

· Examiner Certification and Primary Examiner Recertification - To ensure that primary patent examiners maintain the knowledge, skills, and abilities necessary to perform high quality examinations, the re-certification program was continued, with an additional one third of all primary examiners completing recertification.  All of the examiners who have been primary examiners for at least three years have been recertified.  In fiscal year 2006, a new study tool was developed to help patent examiners prepare for the Practice and Procedure Exam.  Junior examiners must successfully complete a certification and testing program prior to promotion to the level where they are given legal and negotiation authority.  Both new and experienced first-line managers attended training to increase the effectiveness of work product reviews and to improve coaching skills.  The Committee will continue to review the results of this program and offer advice as deemed necessary.

· Addition of IPC Search Capability - Identification of the most relevant prior art is one component of a quality examination.  In January 2006, the USPTO commenced enhancement of its International Patent Classification (IPC) search capability, which will introduce the IPC into the U.S. patent classification system in specific areas.  As this initiative is expanded to include additional technologies, examiners will benefit from enhanced search capabilities, mutual reliance on search results, and automatic enhancements to the IPC system developed by the USPTO in cooperation with other WIPO industrial property offices.  Further improvements to the search process were made with the creation of 1,200 new search templates for examiners.  The Committee will continue to review the results of this program and offer advice as deemed necessary.

· Improved Quality Compensation Program for Supervisory Patent Examiners – The USPTO modified a compensation program for Supervisory Patent Examiners in which a supervisor was eligible for an additional end-of-year bonus dependent on quality data outcomes from their Technology Center.  The program was initiated in 2005 and is seen as an important component of the commitment to quality as the highest priority.  The Committee will continue to review the results of this program and offer advice as deemed necessary.

Both the Committee and the USPTO believe that improving patent quality is a mutually shared responsibility of both applicants and the Office.  

There are certain applicant behaviors that continue to hinder the USPTO in its effort to perform focused, timely and quality examinations in certain cases.  Late filing of prior art in information disclosure statements (IDS) or filing huge numbers of references in an IDS unduly complicate examination and tax examination resources.  Similarly, filing applications with inordinately large numbers of claims, or delaying issuance of an application by filing one continuation after another are all practices that in various ways unduly encumber the Office and complicate the examination process.  Since each of these practices may also serve legitimate interests, contemplated rule and legislative changes affecting these practices will of necessity require thoughtful balancing of the competing interests as discussed more fully below in the section on pendency.

B. PENDENCY

Along with quality, pendency is one of the top critical issues the USPTO needs to solve as soon as possible.  As the pendency of patent applications climb the value of the patent system degrades.  While the average pendency numbers that follow may seem on the high side of acceptable, some of the pendency times for the high technology inventions have passed these averages and are now seen as an impediment to innovation and capital creation. While the Committee understands that the issues on pendency are complex and wide ranging this issue must be brought under control as rising pendency cannot be allowed to continue.  In addition to the truly commendable efforts and initiatives the USPTO have made in 2006 to deal with pendency, the Committee is going to focus much of its efforts in 2007 on assisting the USPTO with this issue.  

The pendency numbers are as follows. The average patent pendency (filing to issue) for fiscal year 2005 was 31.1 months, up from last year (29.1 months) but less than the target of 31.3 months for fiscal year 2006.  Average time to first action (from filing to examination) was 22.6 months, also up from last year (21.1 months), and greater than the target for fiscal year 2006 of 22.0 months.  

The Committee believes that the increase in pendency is caused by several factors.  Filing rates continue to go up.  During fiscal year 2006, 419,760 utility, plant and reissue applications were filed.  This represented a growth rate of over 9% compared to fiscal year 2005 filings.  The growth is primarily in high-complexity, high-tech areas.  These are the areas in which examiners have the greatest amount of time to complete an examination.  As these filings go up, and low-complexity applications become a smaller and smaller percentage of the total applications received, the USPTO experiences a phenomenon called “complexity creep”.  In other words, as the examining corps is working on a greater percentage of high-technology applications, fewer total applications are examined, as high-complexity cases take longer.  The same number of examiners working the same number of hours will progressively complete fewer and fewer applications due to this type of “complexity creep”.

Another significant factor contributing to rising pendency is the past Congressional practice of diverting user fees paid to the USPTO to other funding priorities.  While fee diversion has not occurred during the last three fiscal years, the burden placed on USPTO in years in which fee diversion occurred continues to impact pendency.  As we noted in last year’s Report:

The $180 million reduction in the amounts appropriated (as compared to the President’s budget request) for the USPTO during the first two years of its Strategic Plan (i.e. for FY 2003 and FY 2004) has resulted in limiting the number of new examiners hired to meet the increasing workload to replacement of attrition only.  In other words, FY 2003 and FY 2004 represent, in real terms, lost years.  The Strategic Plan called for 750 new examiners to be hired in each of FY 2003 and FY 2004.  Thus, taking into account the almost 900 new examiners not hired in FY 2003 and FY 2004,12 to make up for these two years alone, the USPTO would have to hire in FY 2005 those 900 or so new examiners in addition to the 650 new hires which are expected under the Strategic Plan for FY 2005, or a total of approximately 1,550 new hires.  This simply is not possible even if it were funded by appropriations, because of the limitations in ability to train and assimilate that many new hires.  Hence the reason why these years represent lost years in terms of reducing pendency as initially set out in the Strategic Plan.13
Still another factor in the pendency matter is the effect of certain applicant behavior on the patent examination process.  As noted in the preceding discussion of patent quality, there are certain applicant behaviors that continue to hinder the USPTO’s efforts to perform focused timely and quality examinations in certain cases.14 Notably, delaying issuance of an application by filing sequential continuations is a practice that has become too prevalent, and in various ways unduly encumbers the Office in terms of timely examination.

Both the Committee and the USPTO believe that the dual task of improving patent quality and reducing pendency, which are interdependent, is a mutually shared responsibility of both applicants and the Office.  There are certain applicant behaviors that if appropriately modified might significantly improve quality and pendency in certain cases.  For example, late filing of prior art in information disclosure statements (IDS) or the filing huge numbers of less than relevant references in an IDS unduly complicates examination and taxes examination resources.  Similarly, filing applications with inordinately large numbers of claims can adversely effect examination time and quality.

The USPTO is now in the process of preparing to publish proposed rule changes in the areas of IDS practice, changes to practice for continuing applications and requests for continuing examination, as well as changes to the practice for the examination of claims based on the number of claims and whether they are patentably distinct from other claims.  The USPTO believes that these proposed rule changes would ultimately lead to a more balanced sharing of the responsibility for improving patent quality/pendency between the applicant and the office  

Briefly summarized, to date the contemplated rule changes include the following:

· Changes to Practice for the Examination of Claims in Patent Applications – This proposal includes a representative claims approach where an applicant will designate the most important claims for initial examination.  Once these initial claims are in condition for allowance, all claims will be fully examined.  A maximum number of initial claims will be determined that will be intended to balance the need for focused examination with the applicants’ ability to fully claim the invention.
· Changes to Practice for Continuing Applications, Requests for Continued Examination Practice, and Applications Containing Patentably Indistinct Claims – With this proposal, an applicant will be able to file a limited number of continuations or RCEs as a matter of right.  Any additional continuations or RCEs may thereafter only be filed by an applicant provided there is a showing that the additional reasons for prosecution could not have been presented earlier.

· Changes to Information Disclosure Statement Requirements and other Related Matters – In this proposal, an IDS with 20 or fewer items (cumulative for the application) will not be affected by the rule change (this is the case for most applicants today).  For any item over 25 pages, the applicant or applicant’s attorney must indicate the portions that caused the item to be cited.  If more than the number of items is submitted, the rule will impose requirements that assist and expedite examiner’s consideration of the IDS, such as summarizing the references as to their relevance and showing that they have been timely cited.
With these rule changes, the USPTO anticipates an average efficiency gain from the examining corps of 5%.  The reaction to these proposed rules by those who submitted comments has been largely negative, but few alternatives that address the challenges faced by the USPTO have been suggested.  The USPTO is, as of this writing, still considering the comments received in response to the proposed rule changes and considering how best to focus its examining resources on its expanding backlog of new cases. 

While the Committee agrees with the objective of a more balanced sharing of the responsibility for improving patent quality as between both applicants and the Office, where the line should be drawn to achieve that balance and whether these proposed rule changes adequately reflect that balance will require continued dialog between the Committee, the Office and the diverse community of users.  We expect this dialog will continue in 2007. 
The agency's difficulties in hiring and retaining highly qualified examiners are another factor that has contributed to an increase in pendency.  It can take from four to seven years or more for examiners to gain sufficient experience to act independently and be most productive.  Consequently, the need to hire new examiners and retain experienced examiners puts considerable strain on the resources of the USPTO and decreases its productivity.  The Committee commends the agency for taking several steps recently to improve its hiring and retention of examiners.  The USPTO’s ability to hire new examiners has, in the past, been hindered by Congressionally mandated maximum staffing levels and lack of resources aggravated by the diversion of the agency's fee income.  Both the agency's fiscal year 2005 and fiscal year 2006 appropriations, however, provided for full funding and minimum staffing levels that permitted the agency to greatly increase its hiring in these fiscal years.  In the Committees opinion this is the right action to take given the dire consequences relative to pendency of inadequate examiner staffing.  

The USPTO has also taken steps to improve retention by providing additional flexibilities in the workplace such as teleworking and recruitment bonuses and, most recently, providing for a significant increase in pay for examiners.  While retention continues to be a serious issue at the USPTO, the Committee notes that attrition in fiscal year 2006 was reduced from a projected rate of 13 percent to an actual rate of 10 percent.  The Committee will continue to study the retention issue at the USPTO and provide additional recommendations during fiscal year 2007.
In short, increasing pendency is a complex problem that has resulted from a number of factors in the view of the Committee, including continued high demand (e.g., continued increases in the number of filings), increasing complexity of applications which require greater examining resources to dispose of them, difficulties hiring and retaining examiners, and a shortage of adequate resources to meet the increased demand due to under funding of the Office over a period of more than a decade by appropriating less than the budgeted user fees submitted by the Office in its annual budgets.15
The USPTO, in its Draft 2007-2015 Strategic Plan, outlines a number of changes it is evaluating for reducing pendency.  By way of example these changes could include, use by the office of competitive outsourcing of the prior art search functions for domestic applications, changing worker profiles16 to adjust for changes in the examination core, and implementing changes to certain applicant behaviors such as continuation/RCE practice.  

In response to these challenges, the Committee and the USPTO have vigorously debated the merits of a multi-pronged strategy to halt the increasing pendency and to eventually reverse the trend.  The following chart illustrates the potential affects on pendency the USPTO hopes to achieve by implementation of a number of their initiatives. 
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Chart 4 – Pendency Reduction Action Plan Data  [HTML] 
The yellow line shows the effect of continued aggressive hiring (1000 examiners per year) coupled with major assumptions of application filings that continue at a rate of 6% as well as increased complexity of applications filed, modest production gains from outsourcing the PCT search function, and assumed decreases in examiner attrition from 10% to 7% per annum through fiscal year 2007 and beyond.17 The conclusion from this chart is that examiner hiring alone is not likely to yield sufficient reduction pendency, especially if any of the major assumptions do not hold, as for example increased filings above 6%,18 or attrition rates above those assumed will increase pendency.  

The blue line shows the added effect of (in addition to effect resulting from the assumptions for the yellow line) putting into place rule changes that will result in reducing the number of continuations filed and the number of claims presented (e.g., the blue line assumes a 2.5% reduction for fiscal years 2006 – 2007 in the number of claims and a 2.5% reduction for those years in the number of continuations/RCEs filed). 

The USPTO anticipates that the combination of all of these efforts – rule changes, outsourcing, hiring and increased examiner retention rates – have the potential19 to reduce projected total pendency from more than 46 months in fiscal year 2010 to approximately 31 months, as shown by the blue line above, provided that other major assumptions as noted do not significantly change.  The Committee commends the USPTO for its efforts and actions to reverse years of lost fees and increased filing pressures; however, the Committee is of the opinion that a 31-month average pendency is unacceptable.  US competitiveness as well as global commerce demand better.  The Committee will continue to address this issue with all its resources in 2007.

C.  E-GOVERNMENT 

The Committee is pleased to report that the USPTO continues to make significant strides towards achieving the e-government goals of the Strategic Plan.
1.  Electronic Management of Applications 


a.
Stage 1:  The Image File Wrapper (IFW) System  

As reported in last year’s Annual Report, the USPTO made significant progress in deployment of the Image File Wrapper (IFW) system.  The IFW system is an electronic image version of the paper patent application file wrapper, and is created by scanning all papers in the application file wrapper using software initially developed by the EPO.  IFW provides users with instant and concurrent access to their patent applications, eliminates examiner interruption for paper entry, and eliminates lost or damaged papers. 
The USPTO has converted over 99% of its applications to fully electronic form.  All examiners and support staff are now able to electronically access almost all applications using the IFW system. 

The following objectives were met by the IFW system:

· IFW enabled the USPTO to make the major business transition from a paper based patent application process to an electronic image based application process in much less time than it would have taken to complete the XML text based TEAM project. 

· The adoption of IFW enabled the USPTO to accomplish the move to the new Alexandria campus without moving hundreds of thousands of paper applications, and avoided the potential loss of documents and applications. 

· IFW also enabled the USPTO to avoid using valuable real estate in the new facility for storage of paper patent applications. 

·  IFW provided public access to the complete application file wrapper via the Internet, eliminating the time consuming process for retrieving paper files. 

· IFW permits multiple users to access the same application concurrently. 

· IFW permits independent business processes to be conducted on the same application at the same time. 

· IFW is the official legal record, simplifying the ordering and delivery of certified copies of patent applications. 

· IFW has enabled the initiation of a dossier exchange program with the EPO that will contribute to work sharing and improved quality of examination.

b. 

Stage 2:  The Patent File Wrapper (PFW) System
The IFW system was an important first step in creating a patent application system that is not only paperless, but also faster and easier to use, and will better serve internal PTO personnel, applicants and the public.  With IFW fully deployed, the USPTO is now developing and implementing the second phase of the electronic processing pipeline for applications, the text-based version, or Patent File Wrapper (PFW) system.  

The PFW system is a set of tools that facilitates end-to-end electronic text-based processing of patent applications with the objective of improving the access to the data and information contained in patent applications by both examiners and the public by providing the capability of text and field searching.  This will ultimately improve efficiency of the business process and enhance customer (e.g. applicant and public) interaction with the USPTO.

The PFW system includes three main components:  an Electronic Filing System (EFS) Web project, discussed further below; an upgraded data capture system; and a document content management repository.    

The EFS Web project, released to the public in March 2006, provides an easy-to-use browser-based interface utilizing forms that be capture, store, and transmit applications and follow-on submissions in the familiar, widely used PDF file format.  The data capture component will replace the data capture system now in use with an upgraded capture system which will convert paper applications into text, capture color and gray scale images as appropriate, and increase the quality and auto-indexing of the capture process.  The repository component will provide a document content management repository to store all electronic patent application images, text, and data.  As noted below, the PFW system as planned will use the repository component to provide enhanced functionality such as managing electronic work queues, work process flow, version control at the document level, facilitating annotations of documents, comparing versions of a document, previewing amendments before accepting the changes, claims tree processing, and other functions.   

During fiscal year 2006, took major steps in developing and implementing EFS-Web and data capture systems.  In fiscal year 2007, efforts will be directed at developing and implementing text-based content management tools that allow the examiner to manipulate the data from the data capture systems.  A pilot program is underway in five art units to allow the USPTO to see how examiners will put text data to use in their examinining activities so the USPTO can build tools that meet these needs.   
Text tools planned for the PFW 
system will provide examiners with the following additional functionality for electronic processing of applications:

· Text search within the application

· Print & view text document parts
· Claim management – including maintaining an index of claims and a claim tree diagram
· Recording additional file wrapper information (search results, search notes, acknowledgement of priority information, etc.)
· Comparing versions of a document and amendment versions of a document
· Previewing the effect of the amendment before accepting the changes 
· Keeping a more detailed audit trail of changes for electronic record management purposes (version control, tracking, who made changes, timestamp, etc.)
· Automating the determination of appropriateness of action that can be taken on an application based on the status
· Creating and delivering pre-exam, exam and post-exam related electronic correspondence to applicants by leveraging the capabilities of other existing electronic systems already in use at the USPTO (the DMS, OACS, PALM, and eFiling Portal systems)

· Leveraging workflow to provide electronic review and approval of outgoing correspondence 
· Providing electronic markup of documents 

· Leveraging existing IFW images by converting them to PDF images plus hidden text in order to provide full text capabilities for all existing electronic documents

2. 
Patents Hoteling Program

This year the USPTO hired 1218 new patent examiners, 1193 of which were hired for utility application examination.  Approximately another 1200 new hires are anticipated for fiscal year 2007.  The number of new personnel added to the examining corps itself presents some major logistical challenges to the USPTO in terms of how to house, train, manage, supervise and retain that many new employees.  

The Committee notes that the USPTO is working hard to respond to these challenges with innovative ways to expand its examining capability without adding significant additional cost for new space.  This fiscal year the USPTO began the Patents Hoteling Program (PHP, referred to as Employee Remote Access Program in our 2005 report) to provide the needed flexibility and responsiveness of the patent organization to meet its mission with respect to increasing workloads, and increasing hiring to meet those workloads, as well as meeting the challenges of changing technology.  This program has also reduced the need for increased USPTO office space requirements associated with increased hiring goals.
The PHP provides participants with the ability to work remotely in an electronic environment that is fully supported with complete access to online USPTO systems for patent application examination and processing during normal business hours.  The program incorporates the concept of “hoteling,” where telecommuting participants reserve time in designated shared “hotel” offices at the Alexandria HQ facility (or potentially viable satellite work stations) to conduct on-campus business activities such as conducting personal interviews with applicants and attorneys, satisfying training requirements, attending meetings, and accessing other on-site resources and personnel.
In fiscal year 2006, 506 examiners joined the PHP and moved their offices home, saving the USPTO space and saving the employees the burden of commuting three or four days per week. The electronic tools given to examiners as part of their home workstation provide secure online access to sensitive data stored at the USPTO, and allow examiners to use the same electronic tools they would have in an office at the USPTO.  To keep these examiners in touch with their coworkers, the USPTO also deployed collaboration software on the systems given to the hoteling examiners so they can continue to be a source of information to other examiners and be available to their supervisors on a continuous basis.

Another 500 examiners will join the PHP in fiscal year 2007.  The Committee commends the USPTO for its successes in meeting its e-government goals, and suggests it continue in this direction.

Future improvements to the PHP are expected to include:

· Expanding the geographical flexibility for PHP participants by working to change the one-day per week the examiner is required to come to the Alexandria Campus.  
· Increasing the number of employees on the PHP.

· Increasing the ability of examiners to submit and revise their completed work online

· Increasing the ability of supervisors and managers to effectively and accurately review an examiner’s work online.

· Maintaining and expanding training opportunities for examiners.

3.  
Electronic Filing System (EFS)

As noted in last year’s Annual Report, near the end of fiscal year 2004 the USPTO conducted two Electronic Filing Forums, with the objective of gaining insight from those attending as to what steps the USPTO needed to consider taking in order to substantially increase the number of patents being filed electronically.  

A core message conveyed by those attending each Forum was that the current EFS (including both PASAT and ABX) is cumbersome, time consuming, costly, and inherently risky.  Attendees uniformly expressed high levels of frustration with the authoring tools, including difficulty of use, inability to download necessary software through firewalls, and disruption to workflow.  Forum attendees were nearly unanimous in their desire for a web-based system that can accept PDF documents and better match their workflow processes.  The PTO has historically pursued these character-based EFS system (e.g., XML-based technologies such as PASAT and ABX) because of its long-term objective to fully integrate front-end filing with the back-end workflow processes of the PTO (e.g. publication, archiving, and retrieval).  Those back-end workflow processes currently use XML-based systems because the character-based data are much more robust in terms of data management, archiving, searching and retrieval.  However, there was not a widespread user adoption of these systems; in fiscal 2005 the USPTO received only 2.2% of its filings electronically.    

The Committee is pleased to note that the USPTO has responded in what the Committee believes is a responsive and responsible manner to the outcome of these Forums.  

After reassessing its historical character-based (i.e. XML type) approach to EFS in view of feedback provided by attendees at each Forum, the USPTO has moved ahead aggressively, as noted above, with the the EFS-Web project.  The EFS-Web project was deployed to a pool of volunteer participants in December, and was launched to the public at large in March. The project was a great success; the USPTO received 14.1% of its 2006 filings electronically, exceeding its goal of 10%.  Since the public release of this product was in the middle of the year, the 14.1% number for the whole year understates the success of the program.  In September 2006, over 30% of all filings were received electronically.

EFS-Web project provides an easy-to-use browser-based interface utilizing forms that will be captured, stored, and transmitted in the familiar, widely used PDF file format.  With EFS Web, an applicant chooses the word processing program to use for creating a patent application specification.  Then, using a PDF-generation tool, the applicant will create PDF files for the specification, claims, abstract, and any drawings.  The applicant may choose any software products that are compatible with their environment that will create PDF files that comply with USPTO-defined PDF format standard, thus greatly improving flexibility and expected increased adoption of electronic filing as a preferred filing option.  

After preparing the desired filing documents, an applicant establishes a secure connection with the USPTO and begins the electronic filing process.  During the secure session, the applicant will provide some bibliographic data associated with the application and indicate the PDF documents to be included in the submission.  When the desired documents have been indicated, they will be securely transmitted to the USPTO.  Upon successful transmission, the applicant will receive an acknowledgement receipt.  If the submission documents are not valid based on the USPTO PDF profile, the applicant will receive an error message, and the applicant may then make any changes needed and resubmit the application.

The Committee is pleased to see what it firmly believes to be a light at the end of this tunnel, and looks forward to working further with the USPTO to continue to increase the proportion of applications that are filed electronically.  In addition, the Committee would like to congratulate the USPTO for doing an excellent job at developing and implementing the EFS program.  From all feedback the program is a major success and greatly appreciated by it’s users

However, the Committee believes that the USPTO must move with all speed in 2007 to provide a fully text readable version of the file wrapper to the examiners.  As noted above the efficiencies of this text readable version of the file wrapper should positively affect pendency and quality.

III.
BUDGET REVIEW 

A. FISCAL YEAR 2006 BUDGET REVIEW

The fiscal year 2006 appropriation of $1.683 billion represented an increase of $129 million, or 8% more than spending levels under the fiscal year 2005 enacted budget.  
Total funding available for spending in fiscal year 2006 was $1.688 billion.  Estimated fee collections enacted for fiscal year 2006 were $1.683 billion with the fee bill, as compared to actual receipts of $1.658 billion.  Planned obligations for fiscal year 2006 were $1.705 billion, as compared to actual obligations of $1.674 billion for the year.

The following charts illustrate actual USPTO expenditures for fiscal year 2006.  Chart 1 illustrates spending by business area. 

	BUSINESS AREA
	FY 06 (Available $ in 000s)

	Appeals Boards
	24,239

	General Counsel
	9,631

	Director’s Office, External Affairs, CFO
	92,819

	Patents
	952,642

	Trademarks
	85,562

	CIO
	317,564

	MGE
	192,016

	Total
	$1,674,473


CHART 2 – Fiscal Year 2006 Expenditures By

Business Area - Available

B.  THE PRESIDENT’S BUDGET REQUEST FOR FISCAL YEAR 2007 

Turning briefly to fiscal year 2007, like last year, this year the anticipated appropriation of $1.771 billion has no planned fee diversion.20  In that respect the budget continues to represent a much needed and welcome change in USPTO budgetary policy.  

At the time of this report, the USPTO had reduced its fee projections for fiscal year 2007 as originally contained in the budget submitted to the President by $72 million, to $1.771 billion.  

Based on the House and Senate subcommittee reports, the USPTO anticipates earmarks of: 

· $1 million for the International Intellectual Property Institute, and 

· $3 million for the National Inventor’s Hall of Fame. 

USPTO anticipates appropriations will, for the third year in a row, provide the USPTO with full access to all user fees paid to it, up to the full $1.771 billion amount budgeted and appropriated.21 

It should be noted that the USPTO remains committed to achieving performance enhancements and cost-savings through competitive sourcing.  In past years, the USPTO has competitively sourced many functions, such as payroll, mail processing/handling, clerical support, data transcription, systems maintenance and development, help desk support, etc. while preserving the inherently governmental responsibility for patentability determinations, the USPTO is committed to increasing total patent examiner output by competitively sourcing multiple patent functions.  The Committee commends the USPTO on these efforts and encourages it to seek ever greater cost reductions in appropriate areas while at all times maintaining quality operations.

The Committee firmly believes that that the Congress must permanently adopt the fee increases as contemplated under the Fee Modernization Act (which was set to expire at the end of FY 2006 but is anticipated to be extended one year) and provide that the policy set by the Administration under the fiscal year 2005 and 2006 budgets of ending diversion of user fees for non-USPTO expenditures is also made permanent.  The USPTO requires this level of financial commitment to aggressively work toward achieving the goals set under the Strategic Plan as set forth about.  This level of commitment is essential to continue to keep the United States as the world’s finest intellectual property system, and will help to insure that the U. S. patent system continues to play a strong role in supporting a vibrant domestic and global economy.

IV.     FISCAL YEAR 2006 PERFORMANCE HIGHLIGHTS

Fiscal year 2006 was a record-breaking year for the USPTO as a performance-based organization.  For the first time since these statistics have been kept, the USPTO surpassed its patents-related goals in virtually every category – from quality, production, and electronic filing to electronic processing and efficiency.  The Committee congratulates the USPTO for such a successful year. 

In FY 2006, quality improvement translated into a more thorough, consistent, and accurate examination of applications. Specifically, the target in-process examination compliance rate was 86 percent and Patents achieved 90 percent.  In addition, the target allowance error rate was 4.0 percent, and Patents achieved 3.5 percent. 

Production is the heartbeat of any business, and in FY 2006, the production pulse was beating at a record rate.  Most significantly, the USPTO surpassed its targeted goal for total patent production units of 348,691, achieving 351,664 total units in FY 2006. 

In March the USPTO launched a web-based tool (EFS-Web) which allows applicants to submit patent applications in a PDF.  Acceptance of the new tool is reflected in the significant increase in applications filed electronically.  During FY 2006, 14.1 percent of applications were filed electronically. In addition to progress in receiving applications electronically, the USPTO has converted 99.9 percent of its pending application files to electronic form. 

V. OTHER MATTERS OF NOTE DURING FISCAL YEAR 2006

A.  COMBATING PIRACY AND COUNTERFEITING

The DOC and the USPTO fully appreciate the crucial role of intellectual property development and protection in promoting the economic competitiveness of the United States.  In addition to the examination and issuance of patents and trademarks, the USPTO continued leading efforts to improve protection of the intellectual property of American innovators and creators on both the domestic and international levels during the fiscal year.

STOP! Initiative Provides Information to Businesses about Protecting Intellectual Property:  The USPTO continued throughout FY 2006 working with other governmental agencies and the private sector on the STOP! Initiative,22 which is the most comprehensive U.S. government-wide initiative created to combat trade in pirated and counterfeit goods. The initiative’s goals are to stunt the growth of global trade in fake goods that threaten America’s innovation and economy, the competitiveness of U.S. businesses, and the livelihood of their workers.  As part of STOP!, the USPTO manages a hotline (1-866-999-HALT) that helps small and medium-sized businesses leverage U.S.Government resources to protect their intellectual property rights in the United States and abroad.  Callers receive information from a staff of over three dozen intellectual property attorneys at the USPTO with expertise on how to secure patents, trademarks, and copyrights, and on enforcement of these rights throughout the world.  In FY 2006, the USPTO Hotline received 1,460 calls including calls regarding counterfeiting and piracy concerns with respect to China and other countries.

STOP! Works around the World: The USPTO has established a link from its USPTO web site to the DOC website www.stopfakes.gov, which provides in-depth information about the STOP! Initiative.  One key feature of the website is the country-specific “toolkits” that have been created by our overseas embassies to assist small- and medium-sized businesses to understand the atmosphere and how to protect and enforce their rights in a particular country.  During FY 2006, toolkits for Brazil and Malaysia were added to those already in existence for China, Korea, Mexico, Taiwan, and Russia.  Additional toolkits will be posted in FY 2007.  STOP! also seeks to increase global awareness of the risks and consequences of intellectual property theft through a section of its website, www.stopfakes.com/smallbusiness, that is specifically designed and operated by the USPTO to answer common questions of small businesses so they can better identify and address their intellectual property protection needs.  This information emphasizes the need for businesses to consider securing their trademark and patent rights on a country-by-country basis.

STOP! Works for Small- and Medium-Sized Businesses: While counterfeiting and piracy pose a serious threat to all American businesses, small businesses are particularly at risk since they often lack the knowledge and expertise to effectively combat that theft.  In addition, since small businesses typically do not have personnel or maintain large operations in other countries, theft of their intellectual property overseas can go undetected.  As part of the STOP! Initiative in FY 2006, the USPTO continued its intensive national public awareness campaign by offering conferences targeting small- and medium-sized businesses where participants learned what intellectual property rights are, why they are important, and how to protect and enforce these rights.  Six workshops were conducted throughout the country in FY 2006.  The USPTO will continue to hold small-business outreach seminars in FY 2007 to give American businesses face-to-face contact with intellectual property experts. The USPTO distributed more than 10,000 “STOP FAKES” brochures to small businesses across the United States in FY 2006.  As part of the Bush Administration’s Strategy Targeting Organized Piracy! (STOP!) Initiative, the USPTO also worked with other U.S. government agencies to fight piracy and counterfeiting around the world.
USPTO Efforts in China and Other Countries: The USPTO also organized and conducted China intellectual property-focused programs in FY 2006 in four U.S. cities for companies with an established presence in China, companies contemplating entering China, and companies that simply want to know more about how to protect and enforce their intellectual property rights against counterfeiting and piracy in China. Topics included a review of recent laws and regulations promulgated by the Chinese government that affect protection and enforcement of intellectual property, what the U.S. Government is doing to improve intellectual property protection and enforcement in China, how to best protect business assets to avoid intellectual property problems, how to recognize product infringement, and steps to take if infringement occurs. Additional China intellectual property-focused programs are being planned for FY 2007. These will include expanded technical assistance programs for Chinese government officials and greater outreach to U.S. businesses.  The USPTO expanded its intellectual property awareness campaign in FY 2006 through its increased participation in U.S. Export Assistance Center (USEAC) programs, the federal government’s program run by DOC’s U.S. & Foreign and Commercial Service (U.S.&FCS), that promotes and assists businesses in exporting and financing U.S. goods and services worldwide. These programs allow the USPTO to reach a wide audience of small businesses and help them integrate intellectual property protection into their business strategy.  Through these programs, the USPTO attorney-advisors provided personalized assistance to small and medium-sized businesses in various cities throughout the U.S. with respect to the STOP! Initiative, the resources on the www.stopfakes.gov website, and the need to consider securing patents and trademarks on a country-by-country basis. The USPTO plans to continue its partnership with the USEAC programs in FY 2007.  In FY 2006, in conjunction with DOC’s U.S.&FCS and the Department of State, the USPTO placed attorney-advisor intellectual property experts in high-profile countries with serious intellectual property challenges. These individuals, posted in Bangkok, Thailand; New Delhi, India; Cairo, Egypt; Beijing, China; and Sao Paulo, Brazil, will support U.S. embassies and consulates on IPR issues, advocate U.S. intellectual property policies, coordinate training on IPR matters, and assist U.S. businesses that rely on IPR protection abroad. These five postings complement the USPTO attaché currently detailed in Beijing, China. The USPTO plans to continue expanding its overseas IPR initiative in FY 2007 by placing additional experts in Moscow, Russia and Guangzhou, China. 

USPTO Advises the President on Intellectual Property Issues: Under the AIPA of 1999 (Public Law 106-113), the 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 nations.  The USPTO is also authorized by the AIPA to provide guidance, conduct programs and studies, and otherwise interact with foreign intellectual property offices and international intergovernmental organizations on matters involving the protection of intellectual property.

Through the Offices of Congressional Relations, International Relations, and Enforcement, the USPTO:

(1) Helps negotiate and work with Congress to implement international intellectual property treaties and develop domestic intellectual property related legislation;

(2) Provides technical assistance to foreign governments that are looking to develop or improve their intellectual property laws and systems; 

(3) Provides capacity-building training programs to foreign intellectual property officials on intellectual property enforcement; 

(4) Advises the Department of State and the USTR on drafting and reviewing of intellectual property sections in bilateral and multilateral investment treaties and trade agreements;

(5) Advises the USTR and the Department of State on intellectual property issues in the WTO; (6) works with USTR, the Department of State, and American industry on the annual review of intellectual property protection and enforcement under the Special 301 provisions of the Trade Act of 1974; and 

(7) Consults with the Department of Justice and other federal law enforcement entities who are responsible for intellectual property enforcement.

B.  PERFORMANCE, ACCOUNTABILITY AND FINANCIAL REPORTING

The Committee notes that for a fourth consecutive year, the USPTO was awarded the Association of Government Accountants' Certificate of Excellence in Accountability Reporting for its fiscal year 2005 Performance and Accountability Report.  

The USPTO also received an unqualified opinion from its independent auditors on the USPTO's fiscal year 2006 financial statements for a 14th consecutive year.  

C.  GOVERNMENT ACCOUNTING OFFICE (GAO) AND OFFICE OF THE INSPECTOR GENERAL (OIG) REPORTS
The GAO and the OIG each issued a report relating to the USPTO this year.  The USPTO agreed with the recommendations in the GAO report entitled “Intellectual Property:  USPTO Has Made Progress in Hiring Examiners, but Challenges to Retention Remain.”  In recent discussions with the Committee the USPTO reported on steps taken to develop a communication plan and labor management strategy to inform employees about progress on initiatives, successes and lessons learned.  In addition, first line supervisors have been given an introductory class and many have been given a workshop on how to manage a multigenerational workforce.  Managers in each TC have been trained on how to better manage new, probationary employees.  Hiring coordinators and recruiters have been given training so the USPTO does a better job of informing potential candidates as to what jobs is and so we hire the best suited candidates.  Finally, multi level assessment of the first line supervisor’s skills, which relate to retention, has been completed.  The USPTO is evaluating and piloting training programs targeting weaknesses identified by that assessment.

In response to the OIG report, “USPTO Should Reassess how examiner goals, Performance Appraisal Plans, and the Award System Stimulate and Reward Examiner Production”, a Formal Notification was delivered to the Union on April 10, 2006, indicated management’s intention to implement a one-year Flat Goal pilot program for Patent Examiners.  The notice indicated that the goal of the pilot was to “explore an alternative method of measuring productivity in the patent examination process.”  The pilot is scheduled to run next fiscal year (beginning in October).  The notice included eligibility criteria for participating in the pilot and an overview of how flat goals will be determined.  In addition to the flat goal concept, the union was also notified that piecemeal award would be provided.  Specifically, once someone gains 100% of their flat goal, he or she can earn an award that is paid out per production unit, based on complexity of the art, up to 10,000 per award.  Continued analysis needs to be completed to identify the different complexity factors and payout ranges for each technology.  This award provides incentive to those examiners who usually achieve 100%, but may have difficulty obtaining the 110% needed for the existing award package.

D.  APPELATE PARTICIPATION BY THE USPTO

Under United States Code (U.S.C.) § 35, the Under Secretary of Commerce for Intellectual Property and Director of the USPTO advises the President and other agencies on intellectual property policy, both domestic and international.  For example, in addition to defending cases in which the USPTO is sued for decisions it has rendered, the USPTO advises the Solicitor General of the United States on intellectual property matters before the Supreme Court.  

This year, the USPTO assisted the Solicitor General in formulating the government’s position before the Supreme Court in several important intellectual property cases.  First, in eBay Inc. v. MercExchange, L.L.C., 126 S.Ct. 1837 (2006), the USPTO prepared a memorandum to the Department of Justice, recommending that the traditional four-factor injunction test should be applied in the patent context and helped the Solicitor General’s Office prepare the government’s amicus curiae brief advocating that position in favor of the petitioner.  The USPTO also helped prepare the Solicitor General’s Office for oral argument.  The Supreme Court issued a unanimous decision and, as advocated by the government, reversed the Federal Circuit and remanded the case to the district court for application of the four-factor test. 

Second, in KSR International Co. v. Teleflex, Inc., No. 04-1350, the Supreme Court’s invited the views of the government regarding whether to grant a petition for writ of certiorari to address whether the Federal Circuit misapplies the motivation-suggestion-teaching test for combining prior art references under 35 USC § 103 in light of the Supreme Court’s precedent on obviousness.  The USPTO assisted the Solicitor General’s Office in formulating a recommendation, which the Supreme Court followed in granting certiorari.  Thereafter, the USPTO assisted the Solicitor General’s Office in preparing the government’s amicus curiae brief on the merits, arguing that the Supreme Court should reverse Federal Circuit precedent and its application of the motivation-suggestion-teaching test as too stringent.  Oral argument is presently pending and will be heard in FY 2007.  

Third, in SmithKline Beecham Corporation v. Apotex Corporation, No. 05-489, the Supreme Court invited the views of the government regarding whether to grant a petition for writ of certiorari to address whether the Federal Circuit’s finding of inherent anticipation conflicted with Supreme Court precedent. The USPTO provided a memorandum to the Department of Justice, indicating that the Federal Circuit decision did not conflict with precedent and thus recommending against the grant of certiorari.  The USPTO also helped the Solicitor General’s Office prepare the government’s brief reflecting that position.  The Supreme Court, following the government’s suggestion, denied certiorari. 

Fourth, in Federal Trade Commission v. Schering-Plough Corporation, No. 05-273, the Federal Trade Commission filed a petition for writ of certiorari pursuant to its independent litigating authority without the participation of the Solicitor General’s Office.  The Supreme Court invited the views of the government regarding whether to grant certiorari to address whether a settlement of pharmaceutical patent litigation wherein the patent holder makes a payment to a potential generic competitor violates antitrust laws. Upon request, the USPTO gave input to the Solicitor General’s Office, and the Solicitor General’s Office in turn filed a brief recommending against certiorari.  Following the government’s recommendation, the Supreme Court denied certiorari. 

In addition to the USPTO’s work before the Supreme Court, the USPTO appeared as a party in several important patent cases before the U.S. Court of Appeals for the Federal Circuit.  As one example, the USPTO appeared as an appellee in In re Kahn, 441 F.3d 977 (Fed. Cir. 2006), a case involving the issue of obviousness, specifically, whether the BPAI correctly found that there was motivation to combine the prior art. In affirming the BPAI, the Federal Circuit addressed the origins of the motivation-suggestion-teaching test, noting that it was developed by the Court of Customs and Patent Appeals to pick up where the analogous art test set forth in Graham v. John Deere Co., 383 U. S. 1 (1966), left off.  The Federal Circuit also explained that the purpose of test is to guard against hindsight and to ensure predictable patentability determinations.  Patent scholars have commented that the Federal Circuit’s discussion of the motivation-suggestion-teaching test was made in reaction to the Supreme Court’s grant of certiorari in KSR International. 

Lastly, the Office of the Solicitor defended the USPTO in several civil actions before the trial courts.  For example, in Sony v. Dudas, No. 05-1447, 2006 WL 1472462 (E.D. Va. May, 22, 2006), the USPTO defended the Office’s decision (1) to suspend the inter partes reexamination of two patents, given that the validity of the two patents was pending before the Federal Circuit as a result of private litigation; and (2) not to reexamine every claim of a patent when the request for reexamination is for less than all the claims. The USPTO filed a motion for summary judgment before the U.S. District Court for the Eastern District of Virginia and argued the case. The District Court granted the USPTO’s motion. It held that the USPTO did not abuse its discretion in finding “good cause” to suspend the inter partes reexamination. It also held that the USPTO, in its discretion, may review claims for which reexamination was not requested, but that the USPTO is not required to do so when the request identifies less than all the claims.  As a further example, in Michels v. United States, No. 06-290, 2006 WL 2524040 (Fed. Cl. Sept. 1, 2006), plaintiffs sued the United States for an unconstitutional taking of their patents without just compensation in violation of the Fifth Amendment when their patents expired because they failed to pay the statutorily required maintenance fees under 35 USC § 41(b).  The USPTO prepared a memorandum for the Department of Justice, recommending a motion to dismiss for failure to state a claim upon which relief could be granted. The USPTO in turn helped the Department of Justice to file the motion. The U.S. Court of Federal Claims granted the government’s motion, agreeing with the government that the expiration of plaintiffs’ patents for failure to pay maintenance fees did not constitute an unconstitutional taking.

E.  COMPUTERIZED TESTING OF APPLICANTS FOR REGISTRATION TO PRACTICE

The Office of Enrollment and Discipline (OED) had a very successful FY 2006.  In the last three months of the fiscal year, OED experienced a 23 percent increase in applicants taking the fully implemented computerized testing (initiated in FY 2005) of applicants for registration to practice in patent cases before the USPTO.  Several important advantages of computerized testing that were expected have been realized.  These include: steady-state, non-cyclical workflow in processing applications and preparing examination questions; and greater convenience for applicants scheduling examinations.  Turnaround time for processing applications and examination results has been reduced.  Applicants who take the examination via computer obtain their unofficial results on the day of the examination.  In FY 2006, OED processed 3,662 applications concerning the registration examination. OED admitted 3,490 applicants to take the computerized registration examination and 31 applicants who took the examination in a paper format. OED registered 1,089 individuals as agents and 505 individuals as attorneys.  Sixty-two limited recognition numbers were issued to non-citizens of the United States.  During the course of the year, OED also supported USPTO’s Patents organization, with emphasis on assuring quality patent examination, by successfully administering promotion examinations for patent examiners and patent manager candidates. 

VI. CONCLUDING OBSERVATIONS

In fiscal year 2006 the USPTO began preparing the Strategic Plan for 2007-2012, and received support and constructive input from interested parties such as employees, stakeholders and members of the public.  Commentators on the draft strategic plan echoed the Office’s conviction that the ultimate guiding principal for our IP systems is quality.  Many commentators welcomed the USPTO’s invitation to work with the Office in executing proposed initiatives.  The USPTO is committed to seeking input from a broad section of interested parties and exploring key strategic initiatives through mechanisms such as focus groups.  

Commentators also recognized that the USPTO’s operations constitute an important part of the foundation of the United States’ – indeed, the world’s – innovation economy.  Having the resources and flexibilities needed to provide a stable and reliable foundation in a changing world is vital to the long-term success of the Office’s mission.  As a performance-based organization whose operations are not funded out of general taxpayer revenues, Congress granted the agency substantial autonomy in its management and administrative functions.  In fiscal year 2007, Congress gave the USPTO access to all the fees we collect.  Nevertheless, the USPTO faces challenges beyond its immediate control in achieving the business-like operations that such an organizational structure contemplates.  

Although user fees provide the source of USPTO’s funding, the present model has several implications that impede long-term capital planning and can affect cash flow.  Specifically, 

· The agency lacks the authority to set most of its user fees, including patent and trademark application fees.  This leads to an inability to respond to changes in market demand, processing costs, or other factors.

· There continues to be uncertainty about whether USPTO funding based on estimated annual revenues would be appropriated.  This uncertainty makes it difficult for the USPTO to plan for the future and to target funding for long-term initiatives.

· Operating under annual appropriation of funds makes it difficult to assure adequate investment to meet demands for our services.  As such, the USPTO is unable to take actions that would anticipate sudden fluctuations in filings and obviate their negative effects.  

The draft Strategic Plan for 2007-2012 contemplates that the Office will work with the Administration to explore whether, consistent with overall governmental goals, it has the best fiscal and other legal authorities in place to fulfill our mission.

Finally, commentators wanted greater details on the Plan.  Publication of the draft of the strategic plan is just the first step in a multi-year strategic planning process.  Details on the initiatives will be developed over time with the involvement of interested parties.  The Committee along with the Under Secretary and Director is committed to making strategic thinking and execution of the strategic plan a primary responsibility of USPTO executives, with monitoring implementation of the plan, and keeping stakeholders and the public informed of progress their primary task. 
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� 	During the appropriations process for fiscal year 2002, the USPTO was instructed by the Senate and the House to develop a five year strategic plan and a requirements-based budget structure that would serve to effectively improve the quality of granted patents, reduce patent pendency, and achieve electronic filing and patent processing.  Senate Report 107-42 (“The Committee is pleased that the Secretary of Commerce has made a commitment to improve PTO operations and initiate an internal review to determine what the agency needs to do its job.  Consistent with that approach, the Committee directs the Secretary of Commerce to develop a 5-Year Strategic Plan for the PTO. . . .”); and 21st Century Department of Justice Appropriations Authorization Act, H.R. 2215 § 13104, 107th Congress (“The Director shall . . . develop a strategic plan that sets forth the goals and methods by which the United States Patent and Trademark Office will, during the 5-year period beginning on January 1, 2003:  (A) enhance patent and trademark quality; (B) reduce patent and trademark pendency; and (C) 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 . . . .”).


	In response, following a rigorous review of its internal operations, and after concerted effort to work with many of the major user groups, including the ABA Intellectual Property Law Section (ABA IPL Section), the American Intellectual Property Law Association (AIPLA), the Intellectual Property Owners Association (IPO), the International Trademark Association (INTA), the Biotechnology Industry Organization (BIO) and others, the USPTO re-released its Strategic Plan on Feb. 3, 2003 (having originally released it in June 2002).  The Strategic Plan can be found on the USPTO website at � HYPERLINK "http://uspto.gov/web/offices/com/strat21/index.thm" ��http://uspto.gov/web/offices/com/strat21/index.thm�. 


	


� The statutory mandate of the Committee is to “review the policies, goals, performance, budget, and user fees” of the USPTO, to “advise the Director on these matters,” and to prepare an annual report on the same.  35 U.S.C. § 5(d).  The inclusion in this report of a discussion on a particular matter should not be understood to mean that the Committee contributed, or provided input, to that matter under discussion. 
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Pendency Savings 







	



				Proposal				2008 Pendency				2008 Savings				2011 Pendency				2011 Savings



				Without Bush Administration Plan				37.3 mos				0 mos				47 mos				0 mos



				1,000 Hires & Low Attrits				33.4 mos				3.9 mos				32.9 mos				14.1 mos



				Plus Claims & Continuations Limits				32.9 mos				4.4 mos				29.3 mos				17.7 mos



				Plus Patentability Reports				25.6 mos				11.7 mos				14.0 mos				33.0 mos


















































































MBD0096C034.ppt


*











Bush Administration 



 Plan Comparison







	



				Proposal				2008 Pendency				2008 Savings



				Without Bush Administration Plan				37.3 mos				0 mos



				Bush Administration Plan-Proposed				32.2 mos				5.1 mos



				Bush Administration Plan-Partially Enacted				34.5 mos				2.8 mos








































































Pendency Reduction Action Plan
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