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REVIEW OF U.S. PATENT AND TRADEMARK
OFFICE OPERATIONS, INCLUDING ANALYSIS
OF GOVERNMENT ACCOUNTABILITY OF-
FICE, INSPECTOR GENERAL, AND NATIONAL
ACADEMY OF PUBLIC ADMINISTRATION RE-
PORTS

THURSDAY, SEPEMBER 8, 2005

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

The Subcommittee met, pursuant to notice, at 1 p.m., in Room
2141, Rayburn House Office Building, the Honorable Lamar Smith
(Chair of the Subcommittee) presiding.

Mr. SMITH. The Subcommittee on Courts, the Internet, and Intel-
lectual Property will come to order. As is usually the case, I am
going to recognize myself for an opening statement, then recognize
the Ranking Member, then we will get to our witnesses as soon as
possible.

Today the Subcommittee will conduct a hearing on the oper-
ations of the U.S. Patent and Trademark Office. This hearing re-
sponds to our obligation under House rules to conduct oversight of
those entities that fall within our Committee’s jurisdiction.

The PTO is the one of the most important agencies of the Federal
Government, but it is often not regarded as such. It directly affects
the producitvity and economic growth of our Nation as well as the
standard of living for all Americans.

For over 200 years the PTO has been responsible for issuing U.S.
Patents. The PTO advises the Secretary of Commerce and the
President on patent, trademark and copyright protection, as well as
on trade-related aspects of intellectual property.

The Subcommittee has conducted oversight hearings on PTO op-
erations during the last two Congresses, but they have mainly
dealt with fees and fee diversion. The scope of this hearing today
will be much broader.

Recent reports by the GAO, the Patent Public Advisory Com-
mittee, the Inspector General’s Office and the National Academy of
Public Administration have all focused on day-to-day operations of
the PTO. Among them are the patent application backlog, the im-
plementation of the PTO’s electronic application system, hiring and
retention of patent examiners, the relationship between manage-
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ment and examiners, and the amount of time examiners require to
process patents.

In addition, the PTO continues to implement its 21st Century
Strategic Plan. The plan lays out a set of commitments aimed at
improving quality and enhancing productivity for the PTO. Among
other provisions, the plan promotes electronic processing of all pat-
ents and greater protection of American intellectual property inter-
nationally.

The PTO has long sought to improve its patent process through
the use of electronic filing, and has spent over $1 billion in its ef-
forts to provide an electronic patent filing system between 1983
and 2004. The GAO has made several recommendations to help-
fully integrate an electronic system. This hearing will allow Mem-
bers to acquire a status report on planned and ongoing efforts to
modernize the office’s operations, especially those that will lessen
its reliance upon paper files and documents.

The Judiciary Committee proposes to authorize that the PTO col-
lect and spend over $1.7 billion, subject to appropriation acts, from
fee collections in fiscal year 2006 to cover operating expenses, in-
cluding the payment of retirement benefits for employees.

In its submission, the Judicary Committee Members emphasized
that they strongly support full funding of the PTO and the elimi-
nation of any incentive to use agency revenues for non-PTO pur-
poses.

We look forward to discussing these and other issues of concern
to the Members today. And before I recognize the Ranking Mem-
ber, without objection I would like unanimous consent to put into
our record the executive summaries of the reports that we have
gotten, including the U.S. Patent and Trademark Office, Trans-
forming to Meet the Challenges of the 21st Century, and that has
been submitted by the National Academy of Public Administration,
as well as the other reports we have as well.

I would like to put them all in the record, but when each report
runs 300 pages, I think we better just focus on the executive sum-
mary.

And, once again, let me just say in conclusion, and, Director
Dudas, this is directed toward you as much as anybody else, that
I would be hard pressed to point to another Government agency
that is as important as yours, that has as much responsibility as
yours does, and has as much impact on the American people. But
I hope that after today’s hearing and in coming months, we will
make sure that more people are aware of just how much the PTO
contributes to our well-being.

[The information referred to is printed in the Appendix.]

Mr. SMITH. Now the gentleman from California Mr. Berman is
recognized for his opening statement.

Mr. BERMAN. Thank you very much, Mr. Chairman, for recog-
nizing me and for scheduling this oversight hearing.

The U.S. patent system is the cornerstone of innovation in our
society. Throughout its more than 200-year history, the Patent Of-
fice provided incentives for inventors to innovate by providing them
with protection for their ideas in the form of patents and trade-
marks. Intellectual property-based industries today represent the
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largest single sector of the U.S. Economy, and the USPTO is at the
core.

As the Chairman said, it is probably not highly recognized
among the public, and maybe even many of our colleagues, of the
critical role that the USPTO plays in our economic progress, and
in the advancement and benefits to quality of life that come from
invention. There has been over the recent years criticism, charges
of poor-quality patents and ever-increasing pendency of applica-
tions, both of which diminish the stature of the patent system and
reflect poorly on the office’s product.

I commend the Patent Office for implementing many of the ini-
tiatives cited in its 21st Century Strategic Plan, but nevertheless,
challenges remain.

The first challenge is to us, not to the PTO. Everyone agrees, all
of the witnesses agree, that we must stop fee diversion. Between
fiscal year 1992 and 2004, the office lost access to $741 million of
the fees it collected. A lack of funding is cited in multiple reports
as the primary reason for increased pendency and for not imple-
menting vital quality initiatives.

We can’t continue to allow a perverse situation where we knee-
cap U.S. technology and economic leadership by diverting user fees
to wholly unrelated uses. That is why many of us here today are
original cosponsors of the Patent and Trademark Fee Moderniza-
tion Act of 2005, to put an end once and for all to this tax on inno-
vation.

However, the fee bill is only the starting point. In order to im-
prove the operations of the Patent Office, we must make a number
of fundamental reforms to the system. Patent pendency, the
amount of time a patent is pending, now stands on average more
than 2 years; backlog of applications awaiting a first review,
600,000. Without a change in the system, current levels are ex-
pected to grow to over 1,000,000 backlog by the year 2010. If you
look solely at the most complex cutting-edge technologies where
patent protection may be the most critical, average pendency is
more than 3 years, not much higher than the average.

The light-speed pace of innovation makes this simply unaccept-
able. Many cutting-edge technologies will be long obsolete by the
time the patent is granted. The troubling factor leading to the ever-
increasing backlog of patent applications is the USPTO simply does
not have enough experienced examiners to handle the demand.

I applaud USPTO for taking steps to increase the size of its pat-
ent examining corps, but attrition remains a serious problem. Only
45 percent of the Patent Office workforce has 5 or more years of
service, and in an agency where it takes roughly 5 of 6 years before
an employee becomes fully productive, this is a troubling statistic.

Another major issue in which the office struggles is the quality
of patents. The current production quota system, known as the
count system, has not been reevaluated since it was first intro-
duced in 1976. The amount of information through which exam-
iners must search to find relevant patent literature has exponen-
tionally increased. Applications are growing evermore complicated,
yet examiners still work under the 1976 assumptions.

Even with advances in the deployment of information technology,
a number of studies have indicated that examiners today simply do
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not have enough time to do their job properly and have been en-
couraged to take a number of shortcuts. So the natural result?
Quality of patents suffers.

Although USPTO has instituted some quality initiatives in re-
cent years, I think there is still a long way to go. There are addi-
tional quality measures and changes to the patent system as a
whole that we hope to address in the Patent Reform Act of 2005.
I won’t get into those now, they may come up in the context of
qu?lstions, but they are a crucial part of the answer, I think, as
well.

Thank you, Mr. Chairman. I yield back.

Mr. SmiTH. Thank you, Mr. Berman.

Without objection, other Members’ opening statements will be
made a part of the record.

I would like to ask the witnesses to stand, if you would, so I can
swear you in.

[Witnesses sworn. ]

Mr. SMITH. Our first witness is Jon Dudas, Under Secretary of
Commerce For Intellectual Property and Director of the the U.S.
Patent and Trademark Office. In a previous life, Director Dudas
worked for this Subcommittee, so we welcome him back. He earned
a bachelor’s degree in finance summa cum laude from the Univer-
sity of Illinois and a law degree with honors from the University
of Chicago.

Our next witness is Ann Mittal, a Director with the National Re-
sources and Environmental Team of the U.S. Government Account-
ability Office, or GAO. She is responsible for leading GAO’s work
in the areas of science and technology, water resources, and DOD’s
environmental compliance and clean-up activities. Ms. Mittal re-
ceived a master’s in business administration from the University of
Massachusetts and recently completed the senior executive fellow
program at the JFK School of Government at Harvard University.

The next witness is Mr. Ronald J. Stern, who is president of the
Patent Office Professional Association. Mr. Stern holds a bachelor’s
degree from the City College of New York, and a law degree from
George Washington University. He has worked as a primary exam-
iner at PTO since 1964.

Finally, our last witness is Mr. Charles Van Horn. Mr. Van Horn
is a partner at Finnegan, Henderson. He joined the firm after a 31-
year career in the U.S. Patent and Trademark Office. During his
tenure, he served in a variety of leadership positions relating to
patent policy and practice. Mr. Van Horn holds a law degree from
American University and a B.S. From Lehigh University.

Welcome to you all. As you know, we have a 5-minute limit on
your testimony.

And going—just looking at this introduction, though, let me ask
sort of out of turn a question. It looks like to me, Mr. Stern and
Mr. Van Horn, did you both begin at PTO the same year, or close
to the same year?

Mr. STERN. Exactly the same year.

Mr. SMITH. Now, that’s not going to shade your testimony today,
is it, because you were former colleagues?

Mr. STERN. We probably should consider ourselves as colleagues
today.
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Mr. SMITH. Good. Welcome you both and the other witnesses as
well.
Now, Director Dudas, if you will begin.

TESTIMONY OF THE HONORABLE JON W. DUDAS, UNDERSEC-
RETARY OF COMMERCE FOR INTELLECTUAL PROPERTY,
AND DIRECTOR, U.S. PATENT AND TRADEMARK OFFICE
(PTO)

Mr. Dubpas. Thank you very much, Chairman Smith, Ranking
Member Berman, Congresswoman Lofgren and Congressman Ing-
lis, for inviting me to testify on the state of the U.S. Patent and
Trademark Office.

I first want to note very briefly that while so many eyes are on
the southern part of the United States as we watch the horrible
aftermath of Hurricane Katrina, while our core mission is not re-
lated to disaster relief, we at the USPTO are doing everything we
can as part of the massive Federal effort to help those affected, and
my office will work to assist anyone who is not able to meet re-
quired deadlines for filing, identifying attorneys and registered
agents, identifying folks who can’t receive mail and who need re-
placement files.

I want to note that our employees are coordinating charitable
events and donating to relief organizations through the Combined
Federal Campaign; we had over 1,000 people participate recently.

And that leads really to a second overall point that I feel is crit-
ical to make. I think everyone on this panel would agree our agen-
cy is heavily dependent on our people. And I cannot stress how
highly I regard the employees at the USPTO. Their profes-
sionalism, their dedication, their effectiveness is unparalleled, and
this is something that is acknowledged, I have seen, domestically
and abroad by folks who work in other offices, and folks who work
before other offices.

So I appreciate the opportunity to discuss the agency and the ad-
vancement of our IP system with you. You, the Members of this
Subcommittee, have always been part of the solution, and we rec-
ognize that it is not always easy given the challenges that you face
as Members of Congress.

That is why one of my proudest achievements, being part of a
team at the USPTO, and with folks on this Subcommittee, is that
we have dramatically improved the way the rest of Congress views
the USPTO.

Mr. Chairman and Ranking Member Berman, you talked about
making certain people understand how important this system is. A
little over 4 years ago, there was a report that stated that the PTO
had not been sufficiently innovative, a congressional report, one
that said there wasn’t full confidence in the information provided
by PTO management regarding its needs and performance, and we
needed to improve upon that. And under the leadership of Presi-
dent Bush and the guidance and efforts of the Members of this
Committee, the last Congress voted 379 to 28 to affirm the USPTO
strategic initiatives. So for your leadership, for the leadership of all
of the Members of the Committee, I want to say thank you.
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Let me use the first few moments to present what I think is a
big oversight picture as I see it. And I am happy to go into what-
ever detail you want on any particular issue.

Our intellectual property system, as you noted, is fantastically
successful, but it still faces great challenges internationally and do-
mestically.

I have testified before that my job as director is not to identify
problems and give excuses, but to identify opportunities and to de-
livell"1 results, and I hope to live up to that and intend to live up
to that.

With that in mind, let me tell you what I think we have all ac-
complished, what has been accomplished for the system in the last
3V2 years, what still remains to be accomplished, and my thoughts
on how we can achieve further success and address further chal-
lenges.

With respect to quality, our most important goal, we have moved,
I believe, from an agency that had insufficient measures to one
that constantly reviews the process and measures quality through-
out the process. Moving forward, the challenge is to learn from all
of the information we are collecting on quality. How can we im-
prove training to prevent weak points? We must consider through-
out all of our quality initiatives which are in place which are the
most effective and which are less effective. We need to learn from
them, and we need to learn about them.

We must constantly evaluate whether some initiatives need to be
relaxed or adjusted for maximum effectiveness. And one thing I
know for sure is that the examiners at the USPTO are objectively
the most efficient and effective in the world. We must always be
considering how to help them maintain their high, incredibly high,
standards.

Our electronic processing. After more than 20 years of promises
to have full electronic processing within the Office of Patents, the
agency achieved that goal in 2 years, trained 6,000 people, and
scanned hundreds of millions of pages of data. But there is a long
way to go. We need to move to a text-based system that encourages
high levels of electronic filing.

We need to look at the electronic system overall. While Trade-
marks has been tremendously successful with over 90 percent of
trademark applications filed and processed electronically, we are
still only at about 2 percent electronic filing in Patents.

Furthermore, upon meeting our initial goal of full electronic proc-
essing in Patents in a tight timeframe, we are moving forward
more cautiously and more meticulously, putting in place all of the
procedural safeguards to ensure that we get the most for our
money on systems for the least cost. GAO’s report has been of great
help to us in that regard as we implement that report as well.

Finally, we must not ignore pendency. The volume of patent ap-
plications continues to outpace our current capacity to examine
them, and that means backlogs are growing. We are still faster,
less expensive and more efficient than the other major patent and
trademark offices in the world, and without fundamental changes,
changes I believe that must go beyond just hiring, though hiring
is an incredibly important element of any way to address this
issue, the pendency and backlogs will grow dramatically.



7

We appreciate that Congress passed legislation supporting many
of the USPTO strategic initiatives, and since then we have accom-
plished a great deal in implementing some of the 21st Century
Strategic Plan goals, but we still have more to do.

Let me use a few pictures to explain. Graphs are boring, but pic-
tures are worth a thousand words. I think my time might be run-
ning out. The first graph I will show you is where pendency would
be going. The red line you see is where pendency would be going
if we had followed status quo, attrition hiring only, what we had
to do over the last 3 years because of our budget and budget situa-
tion.

The green line is what we had under our strategic plan, which
had two major initiatives, dramatic increases in hiring and com-
petitive outsourcing. In the bill that passed in Congress, competi-
tive outsourcing has been delayed, or at least an extensive and im-
portant pilot project that will delay outsourcing for 3to 5 years.

So what we have in the case if we follow the strategic plan with-
out competitive sourcing, you see the blue. Pendency has been re-
duced, but it is still on the rise. So we have to do more when it
comes to pendency. So as I show you chart 2, it shows you what
we can do with dramatically more hiring.

I cannot show you chart 2. There we go. Chart 2 shows the origi-
nal red line. That is status quo. If we go to a situation where we
are, instead of hiring 860 to 750 a year, if we hire 1,000 new exam-
iners per year, and work on reducing attrition, we can get to the
yellow line, which is we are able to turn the pendency corner. This
is without competitive sourcing, but with dramatically increased
hiring. What I will tell you is that yellow line assumes a 6 percent
increase. We used to assume a 5.5 percent increase. We changed
it to 6 percent because we saw growth, and this year we are show-
ing so far 7.7 percent increase in patent applications, so even high-
er than our expectations.

Mr. SmITH. Thank you, Director Dudas.

[The prepared statement of Mr. Dudas follows:]
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PREPARED STATEMENT OF THE HONORABLE JON W. DUDAS, UNDER SECRETARY OF
COMMERCE FOR INTELLECTUAL PROPERTY AND DIRECTOR, UNITED STATES PATENT
AND TRADEMARK OFFICE (PTO)

STATEMENT OF
THE HONORABLE JON W. DUDAS
UNDER SECRETARY OF COMMERCE FOR INTELLECTUAL PROPERTY
AND
DIRECTOR OF THE UNITED STATES PATENT AND TRADEMARK OFFICE
BEFORE THRE
SUBCOMMITTEE ON COURTS, TIIE INTERNET, AND INTELLECTUAL PROPERTY
COMMITTEE ON THE JUDICIARY
United States House of Representatives

“USPTO Oversight Hearing”

SEPIEMBER 8, 2005

Introduction
Chairman Smith, Ranking Member Berman, and Members of the Subcommittee:

Thank you very much for inviting me to testify today. | commend you for your
continued, vigorous oversight of the agency and for holding today’s hearing.

The benefits of our patent system have long been obvious to Americans, The patent
system is deeply rooted in our history. Article I, Section 8, Clause 8 of the U.S.
Constitution grants Congress the power “to promote the progress of science and the
useful arts, by securing for limited times to authors and inventors the exclusive right to
their respective writings and discoveries.” The need for a statutory system to examine
and grant patents was just as obvious. President Washington signed that first patent
statute 215 years ago. History has repeatedly affirmed the wisdom of this decision of our
Nation’s founders. The tremendous ingenuity of American inventors, coupled with an
intellectual property (IP) system that encourages and rewards innovation, has helped
propel the growth of our nation from a small agrarian society to the world’s preeminent
technological and economic superpower.

The flexibility and strength of our intellectual property system have helped entire
industries to flourish. Everyone has benefited from the innovative products encouraged
by that system. Today, | would like to discuss a range of issues, including some of the
challenges that the USPTO faces on an operational level, as well as our many workforce
and human capital successes.



USPTO and Enhancing the Patent System

Tn recent years, numerous voices have called for patent reform on a number of levels --
USPTO operations and revising our laws and practices. For some time now at the
USPTO, we have been considering a variety of internal reforms that will continue to
enhance patent quality and address our increasing pendency challenges. 1t is our
responsibility to do everything we can to improve the patent system in the United States -
- something you too are doing by holding this hearing - and we must actively educate the
world that it is fundamentally the best system.

Having the fundamentally best system is not enough. I am the first to acknowledge that
even the best system in the world can and should progress. Today, we are implementing
a range of improvements and are building on existing initiatives. The future requires that
we work both domestically and with our international counterparts to develop the best
patent system — in terms of patent quality and performance - for inventors both here at
home and abroad.

Making commitments and keeping them has led to successes throughout the USPTO
organization, including the implementation of the President’s Management Agenda and
the 21* Century Strategic Plan. The USPTO is now better equipped to handle the many
important challenges that face our nation and our IP system at home and abroad.

While we have much to be proud about in our system, there is currently talk about
whether our patent system should be reformed. Tn my capacity as the Under Secretary of
Commerce for Intellectual Property and the Director of the Office that must examine
these applications, I am pleased to work with you on USPTO operational reform and
general patent law reform on behalf of the Administration. The support and enactment of
the modernized patent and trademark fee schedule last December will help fund our
Strategic Plan initiatives.

For the sake of certainty and the ability to undertake much-needed long-term planning,
we would ask that Congress permanently extend the patent and trademark fee schedule
that was only enacted for FY 2005 and 2006. We hope the reforms we have already
undertaken — and the initiatives we are planning — give you confidence to trust us as
responsible stewards of the U.S. patent and trademark systems.

USPTO — FY (05 Reforms

Earlier this year, the USPTO announced additional initiatives to improve patent quality
and efficiency, namely:

e Increasing transparency;

¢ Improving ex parte reexamination; and

¢ Revamping our appeal-brief process to save applicants tens of millions of
dollars
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A, Improved Transparency

As a measure to enhance patent quality and public confidence in our office, I have
committed the USPTO to provide improved transparency in our operations. The USPTO
will continue to report to the public more information, better information, and more
meaningful information about our office and its performance. You will see us measure
ourselves more often, more intensely, and with more useful data - data that will not only
report quality and pendency statistics at the USPTO, but will present a real basis for
measuring improvement.

Public PAIR - While implementing electronic tools to assist employees of the USPTO in
doing their jobs, the USPTO has also provided Public PAIR - the Patent Application
Tnformation Retrieval system - to assist and benefit the public. Public PAIR allows
anyone access to the entire file history of an application, including access to images of
every paper of record for every published application in our database. With the click of a
mouse, Public PAIR provides innovators information that is critical to understanding how
a technology is evolving. This will help American industry better target its research and
development investments, and be more responsive to the demands of the national and
global marketplaces. Its counterpart for unpublished applications - Private PAIR - lets
applicants access the entire file history of their applications in our Image File Wrapper
(“IFW”) database, saving time for applicants. These systems are truly milestones of
achievement for the agency.

Meaningful Metrics - In the past, our pre-grant sampling of allowed patent applications
showed an error rate that fluctuated between 3 percent and 7 percent. Our metrics were
not as effective as they could have been in helping us evaluate and train our examiners
about what went wrong and how to avoid that type of error in the future. Starting with
the 21" Century Strategic Plan, we re-assessed ourselves; and today, we conduct more
general reviews and in-process reviews. We now have more meaningful data from which
to calculate quality baselines. We now use that information to identify points of error,
and thereby to adjust training and interactions with examiners to improve our processes
and our examination.

Until recently, our pendency measures were also not meaningful enough from the
perspective of managing an office. Old ways of measuring pendency did not tell much
and could be misleading. I have directed that those statistics be supplemented by
additional measures to more fully reflect the current state of affairs in the USPTO and to
show us specifically how we can improve. Our users will now know more of what we
know. Thus, they will know better what they can expect from us, and they will be able to
more informatively comment on our system.

Enhanced Review - We now review more work, and we review it in a smarter way. In
some areas, we have tripled our number of reviews. We are looking at our error rates
more deeply, and dissecting the issues causing errors. We can and are developing
specialized training for examiners based on results from in-process reviews of our
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examiners' work. And as an enhanced quality measure, we have expanded the “second-
pair-of-eyes” review in certain technology areas.

B. Improved Reexamination Process

Many of the issues raised and debated today about patent quality are pertinent to our
reexamination system. Without entering the debate on the limitations of inter partes
reexamination, legislative improvements thereto, or even post-grant review, there is no
question that the USPTO can do much to improve the existing reexamination process.

The Problem - As background, we are focused on improving the reexamination process
because it is the public’s opportunity to say, *“The Office got it wrong,” without resorting
to costly litigation. An ex parte reexamination proceeding is conducted within the
USPTO when any person submits evidence of a substantial new question as to the
patentability of the subject matter of an issued patent. The statute authorizing
reexamination proceedings requires the USPTO to conduct this process with “special
dispatch.” Frequently, these proceedings require more than 100 hours of examiner time
to complete. Today, a large number of reexamination proceedings have been pending
before the USPTO for more than four years without resolution.  We are just as
dissatisfied with these results as are the stakeholders in the system.

Reexamination proceedings are important to patent owners and to the public as a means
of resolving the issue of patentability without resorting to the high-cost option of
litigation. Tn these proceedings, both timeliness and correctness of the decision are
important to all parties to provide certainty. Therefore, we have an especially important
duty to get it right here with special dispatch. However, many reexaminations are
complex and time-consuming.

Our Solution - To address issues of timeliness and correctness of a patentability decision,
the USPTO this year implemented a new process for handling reexamination
proceedings. We are nearing the goal, set earlier this year, of eliminating all instances of
ex parfe reexamination proceedings that have been pending with an examiner for more
than two years. Specifically, this initiative is on track to eliminate 420 proceedings
pending over two years - of the current 1,200 pending ex parte reexamination
proceedings.

1f we had not undertaken this challenge, the total number pending over two years would
have been 600 by the end of this year. Our commitment is that, by the end of FY 2005,
the USPTO will set a defined time period for all future ex parte reexamination
proceedings to be completed before the examiner, and the period will be less than the two
years achieved in fiscal year 2005.

A similar clean-up effort is being conducted for all inter partes reexamination
proceedings now pending before the USPTO. To address the issue of the correctness of
the decision, the USPTO will require an expanded review of all USPTO decisions in any
reexamination proceeding. 1t is expected that this process will employ a panel of least
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three supervisors and senior patent examiners. Further, by the end of this fiscal year, the
USPTO will establish firm processing time periods for all reexamination proceedings
ordered (after the Office order for reexamination) on or after October 1, 2005, for both ex
parte and inter partes reexamination proceedings.

C. Making Pre-Appeal Brief Conferences More Citizen-Centered

Pre-Appeal Brief Conferences are another area where we are implementing the
President's Management Agenda mandate that government be citizen-centered (not
bureaucracy-centered) and results-oriented, by eliminating certain patent processing costs
for citizens and expediting the appeal portion of this process.

The Problem - Before this year, when an applicant wanted to appeal a patent rejection
with the Board of Patent Appeals and Interferences (BPAI), the applicant had to file a
Notice of Appeal and an Appeal Brief outlining why the examiner's position is in error.
The next step was an Appeal Conference with the examiner who decided the claims were
not patentable joined by the examiner's supervisor and another experienced examiner or
supervisor. Only after this conference, would the examiner prepare an Examiner's
Answer explaining why the application was not allowable.

Our analysis revealed that, after the Appeal Conference, approximately 60 percent of
cases were not forwarded to the BPAT for a decision. A conservative estimate of costs to
applicants for preparing and filing the 60 percent of the Appeal Briefs that were never
forwarded to the BPAT was $30,000,000.

Our Solution - To save applicants at least $30,000,000 annually, the USPTO
implemented a program in the fourth quarter of FY 2005 that allows applicants to request
a Pre-Appeal Brief Conference before preparing an Appeal Brief.

For a Pre-Appeal Brief Conference, it is not necessary for the members of the Pre-Appeal
Brief Conference to review the full Appeal Brief to determine whether the examiner's
action on that particular application was proper and should proceed to appeal. If the Pre-
Appeal Brief Conference determines that the examiner's decision was not proper, the
applicant will be notified that an appeal to the BPAI is not necessary at this time, thereby
saving the applicant the cost of preparing and filing an Appeal Brief. If the Pre-Appeal
Brief Conference determines that the examiner's decision was proper, the applicant will
be notified to file an Appeal Brief in order for the application to go forward to the BPAI
for a judicial decision. To assist in this evaluation, earlier this year the USPTO initiated a
pilot program to create a corps of appeal conference specialists, who are trained in the
way that the BPAT judges would review an appeal once it reaches the Board.

Growing Workload

In the last several years, 1P assets have become an increasingly essential ingredient of
economic vitality. Where once raw materials and other tangible goods were the main
drivers of the economy, today economic success depends more and more on intangible,
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information-based assets, such as the creativity of employees and the knowledge gained
from research. As a result, TP-based industries, such as biotechnology and motion
pictures, now represent the largest single sector of the U.S. economy. In 2002, the U.S.
copyright industries achieved estimated foreign sales and exports of $89 billion, leading
all major industry sectors, including motor vehicles (equipment and parts), aircraft and
aircraft parts, and the agricultural sector.

The growing importance of 1P in recent years has had a direct impact on the USPTO.
Patent applications have more than doubled since 1992. Tn the last five years alone,
biotechnology-related patent filings increased 46 percent and pharmaceutical and
chemical-related filings climbed 42 percent. Worldwide at our offices and our
counterparts in Europe, Japan and other national 1P offices 12 million patent applications
are pending in the examination pipeline.

In addition to the sheer volume of these applications, the technical complexity of patent
applications is rapidly increasing. One hundred years ago, more than one-third of our
patent filings were bicycle-related. Today, we routinely examine patent applications in
areas such as nanotechnology, bio-informatics, and combinatorial chemistry. Some of
these patent applications come in on CD-ROMS that are literally the equivalent of
millions of pages of paper.

The USPTO serves as an important catalyst for U.S. economic growth. Through the
granting of patents and the registration of trademarks, the USPTO promotes the vitality of
businesses and entrepreneurs, paving the way for investment capital and research and
development. We are proud of our 215 year-old legacy of helping America become a
technological and economic giant. To remain the best patent examination system in the
world, we are focused on improving our quality and our productivity. Productivity
improvements are critical as a mechanism to address our ever-increasing backlog.

The Patent Application Backlog — What Is It and Why Is It A Challenge?

We are encouraged by the fact that so many innovators are eager to take advantage of the
patent system. However, as noted above, the volume and technical complexity of patent
applications have increased beyond our ability to examine patent applications as they are
filed, resulting in a backlog of patent applications awaiting examination.

One might think, as | did initially, that quality is not at all linked to the patent backlog.
However, to examine applications in some complex art areas can take longer than
examining more basic technologies. Further, over the past twenty years, the number of
complex applications as a percentage of the USPTO’s overall patent workload has
increased, from 21% in 1985 to 52% in 2005. The rise in the number of complex
applications as a percentage of overall applications — and the problems created by this
rise in complex cases - is sometimes referred to as “technology creep.”

Patent pendency (the amount of time a patent application is pending before a patent is
issued) now averages more than two years. In some complex arts, such as data
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processing technologies, average pendency stands at more than three years. Without
fundamental changes in the way USPTO operates, average pendency in these areas could
reach six to eight years by 2008. Moreover, without any change to the system, the
backlog of applications awaiting a first review by an examiner is expected to grow from
the current level of approximately 600,000 to over 1,000,000 by 2010.

Our delays negatively impact the public, our economy and-/or other patent offices by
failing to timely provide patent protection where due. Small and developing businesses
often times rely solely on patent protection to attract venture capital, making timely
processing of patent applications critical to their success. Our challenge is to ensure that
every one of the patent applications we receive is processed in a timely manner. The
significant backlog before the office obviously affects our ability to timely process patent
applications.

To put this backlog into some perspective, imagine if the USPTO closed its doors today.
It would take our current examining corps approximately two years to examine all of the
cases currently before the Office. When we opened our doors two years later, our patent
examiners would be faced with a collective workload of new applications totaling
approximately 800,000.

To ensure a fair and timely patent system for all, the United States must take seriously the
issue of a patent backlog. Our patent system continues to prove its strength through the
new inventions described in patent applications we see every day, the growth of
investment, and the fact that the Office receives record numbers of applications each year
(i.e., 375,000 new patent applications last year alone). But, especially for independent
inventors and small businesses, delay can mean disaster. The entrepreneur needs to know
as soon as possible whether he or she will have exclusive rights in a particular innovative
technology. The longer the wait to obtain a decision from the USPTO, the longer the
period of uncertainty — sometimes with very real financial consequences.

Principles of good government, as well as the nature of technology and the nature of the
marketplace make these processing delays unacceptable -- and unsustainable. If IP
protection is to continue to serve as a catalyst for technological innovation and economic
growth, the USPTO must fundamentally break with the status quo. If we are to issue
quality patents in a timely manner, we must fundamentally reform the way we do
business. We must be prudent in developing the processes that will make the patent
system more effectively serve its purposes.

How Can the USPTO Reduce the Patent Backlog?

One important approach to addressing the patent backlog can be summarized as “Hire
More, Train Better, Retain Better, and Telecommute.”

Expanding our Workforce
One of the key elements to address productivity as part of the 21* Century Strategic Plan
was the hiring of additional examiners. The USPTO is a team of 7,000 people, including
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more than 4,000 scientists, engineers, and PhDs. We have an incredibly dedicated corps
of patent examiners and technical support staff. T have met with hundreds of examiners
individually, collectively, in tech center meetings, at union meetings, at retirement
parties, and just walking the halls. Those who make a career at the USPTO have unique
and extensive skill sets and are dedicated, engaged, and knowledgeable. They not only
know their art, but also are keenly aware of the outside pressures on our office. We want
to make sure that, as we hire, we find new people who have that same energy, drive,
commitment and aptitude to succeed as patent examiners.

Earlier this year, 1 challenged all of USPTO’s senior managers — not only our patent
managers — to find a way to hire more patent examiners, train them better, retain them
better, and encourage telecommuting. [n FY03, which ends in just a few weeks, we will
have hired approximately 940 patent examiners, which represents about a 25% increase
in our examining staff. We plan then to hire an additional 1,000 patent examiners each
fiscal year, through fiscal year 2011,

Training Better and Retaining More

Hiring at this rate — which we must do to address the growing number of new
applications, as well as to handle our existing backlog — raises several challenges. How
will we train all of these new employees, ensuring that they can examine properly?
Where will they be located? And, how can we make sure their experience at the USPTO
is a good one?

Effective January 2006, the USPTO plans to unveil a completely new approach to
training new patent examiners. The USPTO will teach new examiners in a collegial and
collaborative environment, providing up to eight months of intensive coursework on
examination and relevant legal issues. This represents a very significant increase in
initial training. The goal is to provide our Technology Centers with examiners who know
how to draft complete and high quality office actions when they “graduate” to
examination art units. The combination of more comprehensive initial training for a
longer period of time will, we hope, provide our newest patent examiners with the
confidence, skills, and support network they need to be successful.

Expanding Telecommuting

We are working aggressively to expand telecommuting opportunities for patent
employees. We are currently piloting a telecommuting program where approximately
200 patent volunteers are testing and trouble-shooting hardware, software, and new
business process configurations to help USPTO fine-tune the equipment and software we
will use for a more comprehensive telecommuting program. Our goal is to have 820
patent telecommuting participants in FY 006, with a five-year plan of approximately 3,000
patent telecommuting participants by FY11.

More focused initial training is integral to our ability to have so many patent examiners
participate in telecommuting. The more skilled our overall patent examination workforce
becomes, the more the USPTO can permit senior patent mentors — and their junior
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counterparts — to work at home and still interact with colleagues and maintain the highest
levels of patent examination quality.

Reducing the Patent Backlog and Enhancing Qualitv — A Shared Responsibility

Hiring more — and its corollaries: training better; retaining employees; and encouraging
telecommuting — helps attack the growing backlog of unexamined patent cases.
However, under current and foreseeable circumstances, it cannot be the only answer.

1 have definitely found areas where the USPTO can improve, and [ am concentrating all
my efforts on implementing necessary improvements. Some of these improvements
have been identified over the past few years as a result of talking to our patent examiners.
One message that | have repeatedly heard from examiners is that the number one
challenge facing them is the problem of application quality. Applicants file applications
as direct translations, in incomplete form, or with claims that do not conform with
practice, among other inaccuracies, which result in unfocused examinations and lead to
extending prosecution and pendency, while increasing applicants' costs.

Processing applications faster — without sacrificing quality — is possible. Like any
production environment, if systems can move more quickly, or inputs (applicants'
submissions) can be pre-fabricated, it is possible to produce a great product, possibly an
even better product.

As our examiners have noted, the most important input we receive is the patent
application itself. If the application is “pre-fabricated,” that is, if it is complete, clear,
well-drafted, with well-identified, pertinent references, it takes less time to properly
examine, permitting a focused examination on the most important aspect of innovation.
Thus, a better input contributes directly both to speed of processing and to quality.

Patent examination that concentrates on evaluating the most pertinent information
relevant to patentability increases the opportunity for the system to “get it right” the first
time. For applicants, this allows the proper assessment of any amendments or changes to
the patent application and claims that may be required to result in a properly granted
patent. For examiners, this means that their examination should be focused on the prior
art most relevant to determining whether the claimed invention is patentable. Ensuring
such a focused examination is a joint responsibility of the examiner and the applicant. By
working to improve the ways that this information comes before the examiner, we will
best achieve the goal we all share of high quality patent grants that have the respect and
trust of the entire patent community.

Viewing the issues of quality and the backlog in a practical light, it becomes clear that
one prudent approach is to make sure that examination is focused to be effective. Two of
the more common practices that impair focused examinations are identified below.
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Rework and “Continuations”

The current patent system allows for reworking of applications through what is known
descriptively as “the continuation process.” While there may have been a time where the
system could afford unlimited duplication and redundancy, that time is not now.

Tn FY04, more than 26% (or 100,000) of the USPTO’s new applications were some form
of application that had previously been before an examiner in the examination process.
That is, almost a third of the applications that examiners had to review were ones they
had rejected in some fashion, that the applicant had then tweaked in the hope that they
would be acceptable. Had the applicant revised the application earlier in the process,
such rework might not be necessary. Given the volume of “continuations” — which
include a large variety of technical variations, such as divisional applications,
continuations-in-part, and “RCEs” (Request for Continued Examination) — it becomes
clear that the patent system as it currently operates presents a significant obstacle to the
ability of our examiners to reach new applications that have not been examined in any
form.

Some reform that would inject more discipline into the general “continuation” practice
would, obviously, increase our ability to focus on truly new applications and innovations.
USPTO is presently evaluating ways to bring more discipline to this area of practice.

Patent Applications and Extraordinary Numbers of Claims
A critical portion of the patent application is “the claim” or “claims.” The claims define
what is being patented.

Every year, a small number of applications are filed with an extraordinary number of
claims. These filings present our examiners with enormous challenges in ascertaining the
nuances and incremental differences among the claims presented. These challenges
directly affect the ability of our examiners to conduct the high quality examination
process that all of us expect from our patent system. Accordingly, the burden that such
applications pose can impede our ability to promptly examine applications relating to
other inventions. At the same time we must recognize the legitimate need for applicants
to present these claims in some applications. We are exploring initiatives that will help to
find the right balance — to look for ways in which inventors can submit such applications
when needed while making it feasible for examiners to effectively examine such a
plethora of claims.

International Intellectual Propertv-Related Efforts

While focusing the bulk of this testimony on issues relating to my position as Director of
the United States Patent and Trademark Office, I would be remiss if I did not also focus
on efforts and initiatives pursued as the Under Secretary of Commerce for Intellectual
Property.

The Administration, the Department of Commerce, and the USPTO are keenly aware of
the increasing significance of IP protection to American businesses and innovators. It is
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no secret that this Administration has made combating piracy and counterfeiting top
priorities.

USPTO’s international TP-focused efforts have increased substantially at the direction of
both the Administration and the Congress. Passage of the American Inventors Protection
Act of 1999 (“ATPA™) (P.L. 106-113) set the stage for the USPTO to advise the
President, through the Secretary of Commerce, and all Federal agencies, on national and
international IP policy issues, including IP protection in other countries. USPTO is also
authorized by the ATPA to provide guidance, conduct programs and studies, and
otherwise to interact with foreign 1P offices and international organizations on matters
involving IP protection.

USPTO’s Offices of International Relations and Enforcement actively carry out the
functions authorized by the AIPA, which include:

1. Working with Congress to implement international [P treaties;

2. Providing technical assistance to foreign governments that are looking to develop
or improve their IP laws and systems;

3. Training foreign IP officials on IP administration and enforcement;

4. Advising the Department of State and the Office of the United States Trade
Representative (USTR) on drafting/reviewing IP sections in bilateral and
multilateral investment treaties and trade agreements;

5. Advising USTR and the Department of State on IP issues in the World Trade
Organization (WTO); and

6. Working with USTR, the Department of State, and American industry on the
annual review of [P protection and enforcement under the Special 301 provisions
of the Trade Act of 1974.

USPTO also joins the Department of State in representing the United States in United
Nations bodies, such as the World Intellectual Property Organization (W1PQO), to help set
international standards for TP protection and enforcement.

USPTO is actively involved in the Administration’s STOP! (Strategy Targeting
Organized Piracy) initiative. STOP! is the most comprehensive intergovernmental
agency initiative ever advanced to smash the criminal networks that traffic in fakes, stop
trade in pirated and counterfeit goods at America’s borders, block bogus goods around
the world, and help America’s small businesses secure and enforce their [P rights in
overseas markets. The STOP! initiative will raise the stakes for international TP thieves
by more aggressively pursuing perpetrators of IP crimes and dismantling criminal
enterprises.

Attorneys from the USPTO manage a STOP! Hotline, 1-866-999-HALT, established by
the Department of Commerce to help American businesses protect their IP at home and
overseas. The goal of the hotline is to empower U.S. businesses to secure and enforce
their TP rights by providing them the information they need to secure their patents,
copyrights, and trademarks, and to enforce these rights — both here in the U.S. and
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abroad. Businesses and innovators have access to a place to learn more about the risks of
global piracy and counterfeiting and how to protect their IP rights in both individual and
multiple countries.

To better serve the public, along with other agencies participating in the STOP! initiative,
we have established a link from our USPTO website to www.StopFakes.gov on the

information on the STOP! initiative and offers guidance on 1P registration, border
enforcement, protecting and enforcing TP rights overseas as well as information on U.S.
criminal IP enforcement efforts.

The Department of Commerce is in charge of another important component of the STOP!
initiative, the “No-Trade-In-Fakes” program, which is being developed in cooperation
with the private sector. No-Trade-In-Fakes is a voluntary, industry-driven set of best
practices and guidelines that participating companies will use to ensure their supply
chains and retail networks are free of counterfeit or pirated goods.

The Departments of Commerce and State collaborated to create the China IPR Toolkit,
which is available along with other country-specific Toolkits, at www.Stopfiakes.gov.
The toolkit provides detailed information on China’s TP rights regime and resources for
protection. Additional country-specific toolkits are under development.

The USPTO has recently undertaken a public-outreach campaign designed to heighten
awareness in America’s small business community of the importance of obtaining IP
protection and ways in which IP rights can be protected and enforced overseas. The
USPTO launched this effort in Salt Lake City, Utah, in May 2005, by holding the first in
a series of free seminars on TP, piracy and counterfeiting. A second seminar was held in
June in Phoenix, Arizona, and additional seminars are scheduled for Austin, Texas
(September 12 — 13), and Miami, Florida (September 26 — 27). At these seminars,
lawyers and other professionals from the USPTO provide individual inventors, small- and
medium-size businesses, and artistic creators with specific details and useful tips about
how to protect their IP rights in the United States and overseas, and how to enforce them
both domestically and internationally.

Human Capital Achievements

While [ know you are most interested today in reviewing our patent operations, we are
also proud of the progress we have made in a number of our human capital programs that
have a direct impact on the quality of life of our workforce, for example expanding
work(@home programs to our employees. In fact, we are considered a leader in
work(@home among Federal agencies in the Washington, D.C. metropolitan area.

The USPTO’s telecommuting efforts have been recognized and benchmarked by the
General Services Administration and the Partnership for Public Service. We have an
award-winning telecommuting program in Trademarks. Currently, more than 64% of our
Trademark examination workforce - or 180 examiners - telecommute. We plan to expand
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the program to more than 200 examiners by the end of 2005. As noted above, 200 patent
employees are currently involved in a telecommuting pilot, with expansion of the
program planned to involve over 800 patent employees by the end of FY06.

T am also pleased to report that we successfully transitioned to our new consolidated
headquarters in Alexandria, in what is one of the largest federal moves in history. The
five linked buildings that make up USPTO's new facility contain approximately two
million square feet of office and related space. The Government Accountability Office
has concluded that the consolidation will likely save us more than $98 million in present
value dollars over the initial 20-year lease term.

Trademark Operations

Our e-government initiatives for Trademarks have met with substantial success. The
total number of requests for trademark registration increased by 6.9% over the same
period a year ago. More than 190,444 applications — containing 236,488 classes’ — were
filed in FY035 through June 2005. During this time, more than 86% of the application
classes received for registration of a mark or a request for extension of protection under
the Madrid Protocol have been filed electronically. More than 92% of the applications
filed in June 2005 were received electronically.

Lower Fees For Electronic Filing and Processing - On July 18, 2005, the USPTO
introduced a new form within the Trademark Electronic Application System (TEAS) that
allows all citizens to file applications for trademarks and service marks directly over the
Internet at a lower fee than previously required for similar applications. This new form,
known as “TEAS Plus,” supplements the existing TEAS initial application form, which
has existed since October 1, 1998. The TEAS Plus form offers not only the advantage of
having a fee that is $350 less than the regular filing fee, but also automatically improves
USPTO’s trademark processing quality by using enhanced form edits and validation
functions to help applicants submit the most complete application possible.

On the first full day of TEAS Plus production, 17% of all electronically filed new
applications were submitted using this new option. By the end of the fifth week after
deployment, TEAS Plus usage had risen dramatically, accounting for 38% of all
trademark electronic filings.

Conclusion

The USPTO’s successes are successes for America and American enterprise. These
successes range from the implementation of the full electronic processing of patent
applications with the Image File Wrapper (IFW) to the many family-friendly programs

“Classes™ = the different types of goods or services for which an applicant seeks trademark
registration. For example, an applicant may request registration of the mark “XYZ” for shoes — which
are in one class — and watches, which are in another class. Classitication makes it easier for the public
to find potentially conflicting marks. Since a mark must undergo legal analysis for each class of goods
or services identified, the USPTO counts its trademark workload by classes tiled per application.

13
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that benefit our workforce. We are committed to ensuring that our practices and policies
promote the innovation and dissemination of new technologies. And, while we work to
improve our system by internal reform of USPTO operations, we realize that additional
measures within the domain of Congress will make invaluable contributions.

The overwhelming evidence of the history of the U.S. patent system suggests that strong
IP protection supports, rather than impedes, innovation. Indeed, for more than 200 years,
our patent system has helped American industry flourish, creating countless jobs for our
citizens. Advanced technologies have been -- and continue to be --nurtured and
developed in our nation to a degree that is unmatched in the rest of the world. In many
instances, the availability of patent protection has been integral to these advancements.

The USPTO and the Administration look forward to continuing to work with you and the
Members of the Subcommittee to ensure that the U.S. patent system remains the envy of

the world.

Thank you, Mr. Chairman.
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Mr. SMITH. Ms. Mittal.

TESTIMONY OF ANU K. MITTAL, DIRECTOR, SCIENCE AND
TECHNOLOGY ISSUES, U.S. GENERAL ACCOUNTABILITY OF-
FICE (GAO)

Ms. MiTTAL. Mr. Chairman and Members of the Committee, we
are pleased to be here today to participate in your oversight hear-
ing of the Patent and Trademark Office.

My testimony today summarizes the results of two GAO reports
that were issued in June of this year. The first report addressed
PTO’s ongoing efforts to achieve a paperless electronic patent proc-
ess, and the second report addressed steps that PTO has taken to
attract and retain a qualified patent examination workforce.

As you know, over the last 10 years, there has been a significant
increase in the volume, complexity and backlog of patent applica-
tions that PTO has to process. This has lengthened the time that
PTO takes to process patents, and it has also raised concerns about
the quality of the patents that are issued.

Further complicating this picture is the fact that the agency has
had difficulty competing with the private sector in attracting and
retaining a highly qualified patent examination workforce.

Over the last two decades, and in particular during the last 5
years, PTO has undertaken various efforts to improve its patent-
processing capabilities. However, our two reviews found that the
agency continues to face major challenges in these efforts. Specifi-
cally, we found that after two decades, and after having spent over
$1 billion, PTO has made some progress, but has not yet achieved
its goal of implementing an integrated, paperless, fully automated
patent-processing environment.

More importantly, when and how PTO will actually be able to
achieve this capability remains uncertain. This is largely because
PTO has not yet fully instituted disciplined processes and practices
for managing its investments in information technology. We found
that some of the primary systems that the agency is relying on to
enhance its capability, like the electronic filing system and image
file wrapper, have not yielded the level of processing improvements
that PTO had hoped for. For example, PTO had hoped that by
2004, 30 percent of all patent applications would be filed electroni-
cally. But as of April 2005, fewer than 2 percent of all applications
were submitted in this format.

Because of ineffective planning and management of its automa-
tion initiatives, PTO is at risk of implementing additional informa-
tion technology that does not support its needs. It is also at risk
of not achieving its goal of implementing a fully electronic patent
application process.

What is particularly troubling to us is that this is not a new
issue for PTO. In 1993, we raised similar concerns about the agen-
cy’s ability to adequately plan and manage its automated patent
system. And we pointed out weaknesses in its specific management
controls.

As our report—recent report documents, many of the concerns
that we had 12 years ago with PTQO’s processes have not dimin-
ished. Improvements are still needed if the agency hopes to suc-
cessfully implement a paperless electronic patent process.
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With regard to PTO’s efforts to attract and retain a qualified pat-
ent examiner workforce, the story is slightly better. PTO has taken
several steps to enhance its recruiting efforts, and has used many
of the human capital flexibilities available under Federal personnel
regulations to hire over 2,300 examiners in the last 5 years. How-
ever, for several reasons we are concerned about PTO’s ability to
retain these examiners in the future. First, PTO’s recruiting efforts
and benefits have only been available for a short time, and during
this time, because of budgetary constraints, they have not been
consistently sustained. Second, the impact of the economy is still
unknown. In the past when the economy was doing well, the agen-
¢y had more difficulty recruiting and retaining staff. And finally,
and maybe most importantly, PTO lacks an open, transparent and
collaborative work environment, which has created an atmosphere
of distrust and a significant divide between managers and exam-
iners on important issues that we believe could affect retention.

Both of our reports made a number of recommendations to PTO,
and agency officials have stated that they plan to take actions that
will address the recommendations we made. We look forward to
monitoring PTO’s progress as it implements actions to respond to
our recommendations.

Mr. Chairman, this concludes my statement. Thank you.

Mr. SmiTH. Thank you, Ms. Mittal.

[The prepared statement of Ms. Mittal follows:]
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INTELLECTUAL PROPERTY

Improvements Needed to Better Manage
Patent Office Automation and Address
Workforce Challenges

What GAO Found

As part of its strategy to achieve an electronic patent process, USPTO had
planned to deliver an operational patent system by October 2004. It has
delivered important capabilities, for example, allowing patent applicants to
electronically file and view the status of their applications and the public to
search published patents. Nonetheless, after spending over $1 billion on its
efforts from 1983 through 2004, the agency has not yet developed the fully
integrated, electronic patent process articulated in its automation plans, and
when and how it will achieve this process is uncertain. Key systems that the
agency is relying on to help reach this goal—an electronic application filing
system and a document imaging system—have not provided capabilities that
are essential to operating in a fully electronic environment. Contributing to
this situation is the agency’s ineffective planning for and management of its
patent automation initiatives, due in large measure to enterprise-level,
systemic weaknesses in its information technology investment management
processes. Although the agency has begun instituting essential investment
management mechanisms, such as its enterprise architecture framework, it
has not yet finalized its ital planning and investment control process, or
established necessary linkages between the process and its architecture to
guide the development and implementation of its information technology.
The Under Secretary of Commerce for Intellectual Property and the agency’s
chief information officer have acknowledged the need for improvement.

USPTO has taken steps to attract and retain a highly qualified patent
examination workforce by, for example, enhancing its recruiting efforts and
using many of the human capital benefits available under federal personnel
regulations. However, it is too soon to determine the long-term success of
the agency’s efforts because they have been in place only a short time and
have not been consistently sustained because of budgetary constraints.
Long-term uncertainty about the agency’s hiring and retention su is

also due to the unknown impact of the economy. In the past, the agency had
more difficulty recruiting and retaining staff when the economy was doing
well. Further, USPTO faces three long-standing challenges that could
undermine its efforts: the lack of an effective strategy to communicate and
collaborate with examiners, outdated assumptions in production quotas that
it uses to reward examiners, and the lack of required ongoing technical
training for examiners. Patent examiners said the lack of a collaborative
work environment has lowered morale and created an atmosphere of
distrust between management and patent examiners.

Overall, USPTO has made more progress in implementing its strategic plan
initiatives aimed at increasing its patent processing capability through
workforce and process improvements than in its initiatives to decrease
patent pendency and improve e onic processing. It has fully or partially
implemented all 23 capability initiatives, but only 8 of 15 initiatives to reduce
patent pendency and improve electronic processing. The agency cited a lack
of funding as the primary reason for not implementing all initiatives.

United States ility Office
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Mr. Chairman and Members of the Committee:

We are pleased to be here today to participate in your oversight hearing of
the United States Patent and Trademark Office’s (USPTQ) efforts to
modernize its patent application processing capability. Our testimony
focuses on several critical aspects of the agency’s overall goal: (1) its
ongoing initiative to achieve a paperless, electronic patent process, (2) its
actions to attract and retain a highly qualified patent examiner workforce
and address human capital challenges, and (3) the implementation of
critical initiatives outlined in its 21st Century Strategic Plan—issued in
2002 in response to a congressional requirement that the agency improve
patent quality, implement electronic government, and reduce the number
of pending patent claims.'

Rapid growth in both the volume and complexity of patent applications to
USPTO has lengthened the time needed to process patents and has raised
concerns among intellectual property organizations, patent holders, and
others about the quality of the patents that are issued. Over the last 10
years, the number of patent applications filed annually has increased 91
percent, from about 185,000 in 1994 to over 350,000 in 2004. Along with
this growing workload is a 28-month backlog of approximately 750,000
applications. Further complicating this picture, is that USPTO’s resources
have not kept pace with the increases in its patent workload. Agency
officials acknowledge that, at times, they have had difficulty competing
with the private sector to attract and retain staff with the high degree of
scientific, technical, and legal knowledge required to be patent examiners.

Recognizing the need to improve its patent processing capability, over the
past 2 decades, USPTO has undertaken various efforts to automate its
patent process. In addition, as part of an aggressive 5-year modernization
effort outlined in its strategic plan, the agency has articulated its approach
to creating a more productive and responsive patent organization through
accelerating its use of automation and enhancing the quality of its patent
examination workforce. At the request of the Committee, our testimony
today summarizes the work presented in two reports that we issued in
June 2005—one addressing the agency's progress, and problems faced, in
developing and using electronic information and systems to achieve its

'Patent and Trademark Office Authorization Act of 2002, Pub. L. No. 107-
Stat. 1899, 1900, required USPTO to develop a 5-year strategic plan for mecting these three
requirernents, USPTO also prepared the Strategic Plan to fulfill the requirements of the
Governmenl. Performance and Resulls Acl.
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automated patent processing capability® and the other addressing its steps
to attract and retain a workforce of qualified patent examiners, three long-
standing human capital challenges that could undermine recent efforts,
and the overall status in implementing its strategic plan.”

In summary, we found the following:

USPTO is pursuing a long-standing strategy to implement a paperless,
electronic patent process, with the goal of replacing the manual
processing of applications with an electronic process for researching
patent information and viewing and manipulating application text
throughout all processing phases. While the agency has achieved
important electronic capabilities through information systems that it has
implemented, such as electronic filing and patent application classification
and search, collectively these functions have not provided the fully
integrated electronic patent processing capability articulated in its
automation plans. Two of the primary systems that the agency is relying
on to enhance its capabilities—its electronic filing system and a document
imaging system that it acquired from the European Patent Office—have
not yielded processing improvements that the agency considers essential
to operate successfully in an electronic environment. Contributing to this
situation are ineffective planning and management of its patent
automation projects—due in large measure to enterprise-level, systemic
weaknesses in its information technology investment management
processes.’ Although the agency had begun instituting certain essential
investment management mechanisms, it had not yet finalized its capital
planning and investment control process and had not established the
necessary linkages between the process and its enterprise architecture to
ensure that projects will comply with the architecture.” As a result, the

Property: Key Proce
gthening, GAGA3% (

for Managing Patent A ion Strategy
m, D.C.: June 17, 2003).

et Property
to Relention Re

ISPTO Has Moade Progress in Hird:
5 GAG-05-720 (Washinglon, D.C

Eeaminers, bul
une 17, 2005).

by providing a means lo oblain necessary information about the progress of an investment
in terms of cost, capability of the system to meet specified requirernents, timeliness, and
quality.

°An enterprise architeeture serves as a blueprint for systematically and completely defining

an organization’s current operational and technology environinent and as a roadmap
loward the desired slale.
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agency had not rigorously assessed its patent systems’ compliance with
the enterprise architecture and it lacked reliable experience-based data to
consistently demonstrate the costs and benefits of its systems.

In addition, to help attract and retain a qualified patent examination
workforce, USPTO has taken steps such as enhancing its recruiting efforts
and using many of the human capital benefits available under federal
personnel regulations. However, it is too soon to determine the long-term
success of the agency’s recruiting efforts because they have been in place
only a short time and have not been consistently sustained because of
budgetary constraints. Long-term uncertainty about USPTO’s hiring and
retention success is also due to the unknown impact of the economy. In
the past, when the economy was doing well, the agency had more
ditficulty recruiting and retaining the staff it needed. Further, USPTO faces
three long-standing challenges that could undermine its efforts to retain a
qualified workforce: (1) the lack of an effective strategy to communicate
and collaborate with examiners, (2) outdated assumptions in the
application processing quotas it uses to reward examiners, and (3) the
lack of required ongoing technical training for examiners. According to
patent examiners, the lack of communication and a collaborative work
environment has resulted in low morale and an atmosphere of distrust that
is exacerbated by the contentious relationship between management and
union officials.

Overall, USPTO has made more progress in implementing its strategic plan
initiatives to increase the agency’s capability than it has in implementing
the initiatives to decrease patent pendency” and improve electronic
processing. The agency has fully or partially implemented all 23 capability
initiatives that focus on improving the skills of employees, enhancing
quality assurarnce, and altering the patent system through changes in
existing laws or regulations. In contrast, the agency has partially or tully
implemented only 8 of the 15 initiatives aimed at reducing patent
pendency and improving electronic processing. A lack of funding was
cited as the primary reason for not implementing these initiatives. With the
passage of legislation in December 2004 to increase fees available to
USPTO for the next 2 years, the agency is reevaluating the feasibility of
implementing some of these initiatives.

“The time between filing for and being granted a patent historically has been referred to as
“palent pendency.”
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In our reports, we made recommendations aimed at improving the
agency’s management of its patent automation strategy and related
information technology investments and at enhancing communication and
collaboration between management and patent examiners, and between
management and union officials. USPTO generally agreed with the
findings, conclusions, and recommendations in both reports, although it
only partially agreed with several material aspects of our assessment of its
patent automation strategy, including our recommendation that it reassess
its approach to automating its patent process.

Background

USPTO helps promote industrial and technological progress in the United
States and strengthen the national economy by administering the laws
relating to patents and trademarks. A critical part of its mission is
examining patent applications and issuing patents. A patent is a property
right granted by the U1.8. government to an inventor who secures, generally
for 20 years from the date of initial application in the United States, his or
her exclusive right to make, use, offer for sale, or sell the invention in
exchange for disclosing it.” The number of patent filings to USPTO
continues to grow and, by 2009, the agency is projecting receipt of over
450,000 patent applications annually.

Patent processing essentially involves three phases: pre-examination,
examination, and post-examination. The process begins when an applicant
files a patent application and pays a filing fee. During the pre-examination
phase, patent office staff document receipt of the application and process
the application fee, scan and convert the paper documents to electronic
format, and conduct an initial review of the application and classify it by
subject matter. During the subsequent examination phase, the application
is assigned to a patent examiner with expertise in the subject area® who
searches existing U.S. and foreign patents, journals, and other literature
and, as necessary, contacts the applicant to resolve questions and obtain
additional information to determine whether the proposed invention can

TAccording to 35 US.C. §154(a)( 1), a patentee may also exclude others from importing the
patented invention inlo the United States,

SUSPTO has cight echnology centers that define its subject arcas as follows:
Biotcchnology and Organie Chemistry; Chemical and Materials Enginecting; Computer
Architecture, Software, and Information Security; Communications; Semiconductors,
Eleetrical and Optical Systcins and Components; Designs for Articles of Manufacture;
Transportation, Construction, Electronic Cornnerce, Agriculture, National Security and
License and Review; M, ical Engineering, facturing, and Products.
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be patented.” Examiners document their determinations on the
applications in formal correspondence, referred to as office actions.
Applicants may abandon their applications at any time during this process.
If the examiner determines that a patent is warranted, a supervisor
reviews and approves it and the applicant is informed of the outcome. The
application then enters the post-examination phase and, upon payment of

n “issue fee,” a patent is granted and published.” Historically, the time
from the date that a patent application is filed to the date that the patent is
either granted or the application is abandoned has been called “patent
pendency.”

Because of long-standing concerns about the increasing volume and
complexity of patent applications, USPTO has been undertaking projects
to automate its patent process for about the past two decades. In 1983, the
agency began one of its most substantial projects—the Automated Patent
System (APS)—with the intent of automating all aspects of the patent
process. APS was to be deployed in 1990 and, when completed, consist of
five integrated subsystems that would (1) fully automate incoming patent
applications; (2) allow examiners to electronically search the text of
granted U.S. patents and access selected abstracts of foreign patents; (3)
scan and allow examiners to retrieve, display, and print images of U.S.
patents; (4) help examiners classify patents; and (5) support on-demand
printing of copies of patents.

In reporting on APS more than 10 years following its inception, we noted
that USPTO had deployed and was operating and maintaining certain parts
of the systemn, supporting text search, limited document imaging, order-
entry and patent printing, and classification activities." However, our
report raised concerns about the agency’s ability to adequately plan and
manage this major project, pointing out that its processes for exercising
effective management control over APS were weak. Ultimately, USPTO
never fully developed and deployed APS to achieve the integrated, end-to-
end patent processing system that it envisioned. The agency reported

“A proposed invenlion is palenlable

tew or useful proces
or compasilion of maller, or any new and use

machine, manufacture,
ful improvement thereof.

"To keep the palent aclive, he patentee must pay mainlenance fees al 3.5 years, 7.5 years,
and 115 years.

“GAO, Patent and Trademark Office:
Sustem Development Are Weak,

s for Managing Automated Patent
5 (Washinglon, D.C.: Sept. 30, 1993).
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spending approximately $1 billion on this initiative from 1983 through
2002."*

In addition, in 1998, the agency implemented an Internet-based electronic
filing system at a reported cost of $10 million, enabling applicants to
submit their applications online. Further, through 2002, the agency
continued to enhance its capabilities that enabled examiners to search
patent images and text, and upgraded its patent application classification
and tracking systems.”

To help the agency address the challenges of reviewing an increased
volume of more complex patent applications and of reducing the length of
time it takes to process them, Congress passed a law requiring USPTO to
improve patent quality, implement electronic government, and reduce
pendency."” In response to the law, in June 2002, the agency embarked on
an aggressive H-year modernization plan outlined in its 21st Century
Strategic Plan, which was updated to include stakeholder input and re-
released in February 2003. The strategic plan outlines 38 initiatives related
to the patent organization that focus on three crosscutting strategic
themes: capability, productivity, and agility. The capability theme focuses
on efforts to enhance patent quality through workforce and process
improvements; the productivity theme focuses on efforts to decrease the
pendency of patent applications; and the agility theme focuses on
initiatives to electronically process patent applications. To fully fund the
initiatives in its strategic plan, the agency requested authority from
Congress to increase the user fees it collects from applicants and to spend
all of these fees on patent processing.'” Legislation enacted in December

The reported cost included
the project’s life cycle in &

ystern enhancements and maintenance through the end of

tial doployment of USPTO’s patent. Iracking system oceurred in 1980, This sys
provides workflow tracking, status reporting, and cxaminer production information.

“Patent and Trademark Office Authorization Act of 2002, Pub. L. No. 107273, § 13104, 116
Slal. 1899, 1000.

*USPTO is authorized to colleet fees from the public for specifie activities related to

processing applications, The spending of those fees is subject to provisions in annual
appropriations acts al. the discretion of the Congress.
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2004 increased the fees available to USPTO; " however, the increases are
only effective for fiscal years 2005 and 2006.

USPTO Continues to
Pursue a Fully
Automated Patent
Process, but Has Not
Effectively Managed
its Strategy for
Achieving This
Capability

As was its intent with APS, USPTO has continued to pursue a paperless,
end-to-end, automated patent process. In 2001, the agency initiated its
Tools for Electronic Application Management (TEAM) automation project,
aiming to deliver an end-to-end capability to process patent applications
electronically by fiscal year 2006. Under the TEAM concept, the agency
had planned to integrate its existing electronic filing system and the
classification and search capabilities from the earlier APS project with
new document management and workflow capabilities, and with image-
and text-hased processing”” of patent applications to achieve a
sophisticated means of handling documents and tracking patent
applications throughout the examination process. By implementing image-
and text-based capabilities, the agency had anticipated that patent
examiners would be able to view and process applications online, as well
as manipulate and annotate text within a patent application, thus
eliminating manual functions and improving processing accuracy,
reliability, and productivity, as well as the quality of the patents that are
granted.

With the issuance of its 21st Century Strategic Plan, however, USPTO
altered its approach to accomplishing patent automation. The strategic
plan, among other things, identified the agency’s high-level information
technology goals for fully automating the patent process as part of the 5-
year modernization effort. It incorporated automation concepts from the
TEAM project, but announced an accelerated goal of delivering an
operational system to electronically process patent applications by
October 1, 2004, earlier than had been scheduled under TEAM.

“¢onsolidated Appropiations Act, 2005, § 801, Pub. L. No. 108-447, 118 Stat. 2809
(Dec. 8, 2004).

hnage-based processing uses a graphic representation of documents produced by
scanning paper documents or by converting cleetronic docuents into images. To
transform image content into tex(, oplical characler recognition (OCR) soltware is used (o
derive text from the image. OCR can convert image documents to hidden text, which is

In text-based p. ing, the words and sentences in the document are
retained as text and can be stored, proeessed, and retrieved by a docurnent management
systenw. Unlike image-based processing, text-based processing allows the text to be
ched and extracled.
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In carrying out its patent automation plans, USPTO has delivered a
number of important processing capabilities through the various
information systems that it has implemented. For example, an automated
search capability, available since 1986, has eliminated the need for patent
examiners to manually search for prior art in paper files, and the
classification and fee accounting capabilities have facilitated assigning
applications to the correct subject areas and managing collections of
applicable fees. In addition, the electronic filing system that has existed
since 1998 has enabled applicants to file their applications with the agency
via the Internet. Using the Internet, patent applicants also can review the
status of their applications online and the public can electronically access
and search existing published patents. Further, an imaging system
implemented in August 2004, called the Image File Wrapper, has given
USPTO the capability to scan patent applications and related documents,
which can then be stored in a database and retrieved and reviewed online.
The agency’s progress in implementing its automated patent functions is
illustrated in figure 1.

Figure 1: USPTO’s Patent Automation Progress

[1986]1987]1988[ 1989 1990] 1991] 1992[ 1993[ 1994[ 1995 1996] 1997] 1998 1999]2000] 2001 [2002] 2003[ 2004]

Electronic searching Classification Electronic
of patent text system filing system

Updated fee Patent
system

published
on Internet

Image File Wrapper
image-based patent
processing system

Source: USPTO.

Nonetheless, even with the progress that has been made, collectively,
these automated functions have not provided the fully integrated,
electronic patent processing capability articulated in the agency’s
automation plans. Two of the key systems that it is relying on to further
enhance its capabilities—the electronic filing system and the Image File
Wrapper—have not yielded the processing improvements that the agency
has deemed essential to successfully operate in a fully integrated,
electronic environment.
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Specifically, in implementing its electronic filing system, USPTO had
projected significant increases in processing efficiencies and quality by
providing patent applicants the capability to file online, thus alleviating the
need for them to send paper applications to the agency or for patent office
staff to manually key application data into the various processing systems.
However, even after enhancements in 2002 and 2004, the system did not
produce the level of usage among patent filers that the agency had
anticipated. For example, although USPT(Ys preliminary justification for
acquiring the electronic filing system had projected an estimated usage
rate of 30 percent in fiscal year 2004, patent officials reported that, as of
April 2005, fewer than 2 percent of all patent applications were being
submitted to the agency via this system. As a result, anticipated processing
efficiencies and quality improvements through eliminating the manual re-
keying of application data have not been realized.

In September 2004, USPTO convened a forum of senior officials
representing the largest U.S. corporate and patent law firm filers to
identify causes of patent applicants’ dissatistfaction with the electronic
filing system and determine how to increase the number of patents being
filed electronically. According to the report resulting from this forum, the
majority of participants viewed the system as cumbersome, time-
consuming, costly, inherently risky, and lacking a business case to justify
its usage. Among the barriers to system usage that the participants
specifically identified were (1) users’ lack of a perceived benefit from
filing applications electronically, (2) liability concerns associated with
filers’ unsuccessful use of the system or unsuccessful transmission of
patent applications to USPTO, and (3) signiticant disruptions to tilers’
normal office/corporate processes and workflow caused by factors such
as difficulty in using the automated tools and the inability to download
necessary software through firewalls.

Several concerns raised during the forum mirrored those that USPTO had
earlier identified in a 1997 analysis of a prototype for electronic filing.
However, at the time of our review, the agency had not completed plans to
show how it would address the concerns regarding use of the electronic
filing system.

The agency’s Image File Wrapper also had not resulted in critical patent
processing improvements. The system includes image technology for
storage and maintenance of records associated with patent applications
and provides the capability to scan each page of a submitted paper
application and convert the pages into electronic images. Patent
examiners in a majority of the focus groups that we conducted
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commented that the system had provided them with the ability to easily
access patent applications and related information. In addition, patent
officials stated that the system had enabled multiple users to
simultaneously access patent applications.

Nonetheless, patent officials acknowledged that the system had
experienced performance and usability problems. Specifically, in speaking
about the system’s performance, the officials and agency documentation
stated that, after its implementation, the Image File Wrapper had been
unavailable for extended periods of time or had experienced slow
response times, resulting in decreased productivity. To lessen the impact
of this problem, patent officials said they had developed a backup tool to
store images of an examiner’s most recent applications, which can be
accessed when the Image File Wrapper is not available. Further, in
commenting on this matter, the USPTO director stated that the system'’s
performance had begun to show improvement.

Regarding the usability of the system, patent officials and focus group
results indicated that the Image File Wrapper did not fully meet processing
needs. For example, the officials stated that, as an image-based system,
the Image File Wrapper did not fully enable patent examiners to
electronically search, manipulate, or track and log changes to application
text, which were key processing features emphasized in the agency’s
automation plans. The examiners also commented that a limited capability
to convert images to text, which was intended to assist them in copying
and reusing information contained in patent files, was error-prone,
contributing to their need to download and print the applications for
review. Further, because the office’s legacy systems were not integrated
with the Image File Wrapper, examiners were required to manually print
correspondence from these systerns, which then had to be scanned into
the Image File Wrapper in order to be included as part of an applicant’s
electronic file.

Patent and Office of Chief Information Officer (OCIO) officials largely
attributed the system’s performance and usability problems to the
agency's use of software that it acquired from the European Patent Office.
The officials explained that, to meet the accelerated date for delivering an
operational system as outlined in its strategic plan, the agency had decided
in 2002 to acquire and use a document-imaging system owned by the
European Patent Office, called ePhoenix, rather than develop the
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integrated patent processing system that had been described in its
automation plans.” According to the officials, the director, at that time,
had considered ePhoenix to be the most appropriate solution for further
implementing USPT()'s electronic patent processing capabilities given (1)
pressures from Congress and from customers and stakeholders to
implement an electronic patent processing system more quickly than
originally planned and (2) the agency’s impending move to its new facility
in Alexandria, Virginia, which did not include provisions for transferring
and storing paper patent applications.*

However, they indicated that the original design of the ePhoenix system
had not been compatible with USPTO’s technical platform for electronic
patent processing. Specifically, they stated that the European Patent
Office had designed the system to support only the printing of files for
subsequent manual reviews, rather than for electronic review and
processing. In addition, they stated that the system had not been designed
for integration with other legacy systems or to incorporate additional
capabilities, such as text processing, with the existing imaging capability.
Further, an official of the European Patent Office noted that ePhoenix had
supported their office’s much smaller volume of patent applications.”
Thus, with USPTO’s patent application workload being approximately
twice as large as that of its European counterpart, the agency placed
greater stress on the system than it was originally designed to
accommodate. OCIO officials told us that, although they had tested certain
aspects of the system’s capability, many of the problems encountered in
using the system were not revealed until after the system was deployed
and operational.

Patent and OCIO officials acknowledged that the agency had purchased
ePhoenix although senior officials were aware that the original design of
the system had not been compatible with USPTO’s technological platform

ol niation of the s;

1 tom in August 2004,
at areported total cost of approximately $14 million.

"In December 2003, USPTO began relocating its headquarte m Arlington (¢
Cily), Virginia, (o Alexandria, Virginia, with (he inlent of consolidating all of its major
operations in a central facility. The ageney completed this move in July 2005,

ROver the past 2 years, the European P'atent Office reported processing about 160,000 to
170,000 patents per year using ePhoenix.
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for electronic patent processing. They stated that, despite knowing about
the problems and risks associated with using the software, the agency had
nonetheless proceeded with this initiative because senior officials,
including the former USPTO director, had stressed their preference for
using ePhoenix in order to expedite the implementation of a system.
Patent and OCIO officials acknowledged that management judgment,
rather than a rigorous analysis of costs, benefits, and alternatives, had
driven the agency’s decision to use this system.

To a significant extent, USPTO’s difficulty in realizing intended
improvements through its electronic filing system and Image File Wrapper
can be attributed to the fact that the agency took an ad hoc approach to
planning and managing its implementation of these systems, driven in part
by its accelerated schedule for implementing an automated patent
processing capability. The Clinger-Cohen Act of 1996,” as well as
information technology best practices and our prior reviews, emphasize
the need for agencies to undertake information technology projects based
on well-established business cases that articulate agreed-upon business
and technical requirements; effectively analyze project alternatives, costs,
and benefits; include measures for tracking projects through their life
cycle against cost, schedule, benefit, and performance targets; and
ultimately, provide the basis for credible and informed decision making
and project management. Yet, patent officials did not rely on established
business cases to guide their implementation of these key automation
initiatives.

The absence of sound project planning and management for these
initiatives has left the agency without critical capabilities, such as text
processing, and consequently, has impeded its successful transition to an
integrated and paperless patent processing environment. The Under
Secretary of Commerce for Intellectual Property, who serves as the
director of USPTO, stated at the conclusion of our review that he
recognized and intended to implement measures to address the
weaknesses in the agency's planning and management of its automated
patent systems.

0T SC. §11312,
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USPTO Lacks Essential
Information Technology
Investment Management
Processes to Support Its
Patent Automation

USPTO’s ineffective planning for and management of its patent
automation projects, in large measure, can be attributed to enterprise-
level, systemic weaknesses in the agency's information technology
investment management processes. A key requirement of the Clinger-
Cohen Act is that agencies have established processes, such as capital
planning and investment control, to help ensure that information
technology projects are implemented at acceptable costs and within
reasonable and expected time frames, and contribute to tangible,
observable improvements in mission performance. Such processes guide
the selection, management, and evaluation of information technology
investments by aiding management in considering whether to undertake a
particular investment in information systems and providing a means to
obtain necessary information regarding the progress of an investment in
terms of cost, capability of the system to meet specified requirements,
timeliness, and quality.

Further, our Enterprise Architecture Framework™ emphasizes that
information technology projects should show evidence of compliance with
the organization’s enterprise architecture, which serves as a blueprint for
systematically and completely defining an organization’s current
(haseline) operational and technology environment and as a roadmap
toward the desired (target) state. Effective implementation of an
enterprise architecture can facilitate an agency by informing, guiding, and
constraining the decisions being made for the agency, and subsequently
decrease the risk of buying and building systems that are duplicative,
incompatible, and unnecessarily costly to maintain and interface.

At the time of our study, USPTO had begun instituting certain essential
information technology investment management mechanisms, such as a
framework for its enterprise architecture and components of a capital
planning and investment control process. However, it had not yet
established the necessary linkages between its enterprise architecture and
its capital planning and investment control process to ensure that its
automation projects would comply with the architecture or fully instituted
enforcement mechanisms for investment management. For example,
USPTO dratted a capital planning and investment control guide in June
2004 and issued an agency administrative order on its integrated

‘or more information, sec GAO, Information T¢ logy: A Fy % for A

and Improving Enterprise Architectu
{Washington, D.C.: April 2003).
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investment decision practices in February 2005. However, according to
senior officials, many of the processes and procedures in the guide had not
been completed and fully implemented and it was unclear how the agency
administrative order was being applied to investments.

In addition, while the agency had completed the framework for its
enterprise architecture, it had not aligned its business processes and
information technology in accordance with the architecture. According to
OCIO officials, the architecture review board responsible for enforcing
compliance with the architecture was not yet in place; thus, current
architecture reviews were of an advisory nature and were not required for
system implementation. OQur analysis of architecture review documents
that system officials provided for the electronic filing system and the
Image File Wrapper confirmed that the agency had not rigorously assessed
either of these systems’ compliance with the enterprise architecture.
Adding to these conditions, a study commissioned by the agency in 2004
found that its Office of Chief Information Officer was not organized to help
the agency accomplish the goals in its automation strategy and that its
investment management processes did not ensure appropriate reviews of
automation initiatives.

USPTO has an explicit responsibility to ensure that the automation
initiatives that it is counting on to enhance its overall patent process are
consistent with the agency’s priorities and needs and are supported by the
necessary planning and management to successfully accomplish this. At
the conclusion of our review, the agency’s director and its chief
information officer acknowledged the need to strengthen the agency’s
investment management processes and practices and to effectively apply
them to USPTO’s patent automation initiatives.

USPTO Has Taken
Steps to Help Attract
and Retain a Qualified
Patent Examiner
Workforce, but Long-
Term Success Is
Uncertain

Since 2000, USPTO has also taken steps intended to help attract and retain
a qualified patent examination workforce. The agency has enhanced its
recruiting efforts and has used many human capital flexibilities to attract
and retain qualified patent examiners. However, during the past 5 years, its
recruiting efforts and use of benefits have not been consistently sustained,
and officials and examiners at all levels in the agency told us that the
economy has more of an impact on their ability to attract and retain
examiners than any actions taken by the agency. Consequently, how
USPTO’s actions will affect its long-term ability to maintain a highly
qualified workforce is unclear. While the agency has been able to meet its
hiring goals, attrition has recently increased.
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USPTO's recent recruiting efforts have incorporated several measures that
we and others identified as necessary to attract a qualitied workforce.”
First, in 2003, to help select qualified applicants, the agency identified the
knowledge, skills, and abilities that examiners need to effectively fulfill
their responsibilities. Second, in 2004, its permanent recruiting team,
composed of senior and line managers,” participated in various recruiting
events, such as job fairs, conferences sponsored by professional societies,
and visits to the 10 schools that the agency targeted based on the diversity
of their student population and the strength of their engineering and
science programs.® Finally, for 2005, USPTO developed a formal recruiting
plan that, among other things, identified hiring goals for each technology
center and described the agency’s efforts to establish ongoing partnerships
with the 10 target schools. In addition, the agency trained its recruiters in
effective interviewing techniques to help them better describe the
production system and incorporated references to the production-oriented
work environment in its recruitment literature.

USPTO has also used many of the human capital benefits available under
federal personnel regulations to attract and retain qualified patent
examiners. Among other benefits, it has offered

recruitment honuses ranging from $600 to over $10,000;

a special pay rate for patent examiners that is 10 percent above federal
salaries for comparable jobs;

non-competitive promotion to the full performance level; and

flexible working schedules, including the ability to schedule hours off
during midday.

ssessment Checklist for Agency Leaders,
inglon, D.C.: Seplember 2000); and Office of Personnel
A itity Fros Washinglon, 1).C.,

Management, Humue Capital A
Sapl. 20, 2000).

HUSPTO’s permanent recruiting leam was ostablished in 2002, However, the agency
suspended recruiling efforts in 2002 and 2003 in the face of budgelary uncerlainly.

“The 10 target schools scleeted were Florida International University, North Carolina
Agricultural and Technical State University, North Carolina State University, University of
Florida, Univer yland, University of Pennsylvania, University of Pucrto Rico-
Mayaguez, University of Virginia, University of Wisconsin-Madison, and Virginia
Polylechnic and Stale Universily.
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According to many of the supervisors and examiners who participated in
our focus groups, these benefits were a key reason they were attracted to
the agency and are a reason they continue to stay. The benefits that
examiners most frequently cited as important were the flexible working
schedules and competitive salaries.

However, it is too soon to determine the long-term effect of the agency’s
efforts, in part because neither its recruiting efforts nor the human capital
benefits have been consistently sustained due to budgetary constraints.
For example, in 2002 the agency suspended reimbursements to examiners
for law school tuition because of funding limitations, although it resumed
the reimbursements in 2004 when funding became available. Examiners in
our focus groups expressed dissatistaction with the inconsistent
availability of these benefits, in some cases saying that the suspension of
benefits, such as law school tuition reimbursement, provided them an
incentive to leave the agency. More recently, in March 2005, USPTO
proposed to eliminate or modify other benefits, such as the ability of
examiners to earn credit hours and to set their own work schedules.

Another, and possibly the most important, factor adding to the uncertainty
of USPT(’s recruiting efforts is the unknown potential impact of the
economy, which, according to agency officials and examiners, has a
greater effect on recruitment and retention than any actions the agency
may take. Both agency officials and examiners told us that when the
economy picks up, more examiners tend to leave the agency and fewer
qualified candidates are attracted to it. On the other hand, when there is a
downturn in the economy, the agency’s ability to attract and retain
qualified examiners increases because of perceived job security and
competitive pay. When discussing their reasons for joining USPTO, many
examiners in our focus groups cited job security and the lack of other
employment opportunities, making comments such as, “I had been laid off
from my prior job, and this was the only job offer I got at the time.” This
relationship between the economy and USPTO’s hiring and retention
success is part of the reason why the agency has met its hiring goals for
the last several years. However, the agency has recently experienced a rise
in attrition rates. In particular, a high level of attrition among younger, less
experienced examiners could affect its efforts to maintain a highly
qualified patent examination workforce. Attrition of examiners with 3
years or less experience is a significant loss for the agency because
considerable time and dollar resources are invested to help new
examiners become proficient during their first few years.

Page 16 GAO-05-1008T



46

USPTO Faces Long-
Standing Human
Capital Challenges
that Could Undermine
Its Recruiting and
Retention Efforts

While USPTO has undertaken a number of important and necessary
actions to attract and retain qualitied patent examiners, it continues to
face three long-standing human capital challenges which, if not addressed,
could also undermine its recent efforts. First, although organizations with
effective human capital models have strategies to communicate with
employees and involve them in decision making, the lack of good
communication and collaboration has been a long-standing problem at
TSPTO. We found that the agency does not have a formal communication
strategy and does not actively seek input from examiners on key
management decisions. Most of the emphasis is on enhanced
communication among managers but not between managers and other
levels of the organization, such as patent examiners. Patent examiners and
supervisory patent examiners in our focus groups frequently stated that
communication with agency management was poor and that managers
provided them with inadequate or no information, creating an atmosphere
of distrust of management. The examiners also said that management was
out of touch with them and their concerns and that communication with
the managers tended tc be one way and hierarchical, with little
opportunity for feedback. Management officials told us that informal
feedback can always be provided by anyone in the organization—for
example, through an e-mail to anyone in management.

The lack of communication between management and examiners is
exacerbated by the contentious working relationship between
management and unicn officials and by the complexity of the rules about
what level of communication can occur between managers and examiners
without involving the union.” Some managers alluded to this contentious
relationship as one of the reasons why they had limited communication
with patent examiners, who are represented by the union even if they
decide not to join it. Specifically, they believed they could not solicit the
input of employees directly without engaging the union. Another official,
however, told us that nothing prevents the agency from having “town hall”
type meetings to discuss potential changes in policies and procedures, as
long as the agency does not promise examiners a benefit that impacts their
working conditions. Union officials agreed that USPT( can invite
comments from examiners on a plan or proposal; however, if the proposal
concerns a negotiating issue, the agency must consult the examiners’

“Patent exantiners are repesented by, but not required to join, the Patent Office
Professional Association {PPOI'A), an independent union of professional employees formed
in 1964,
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union, which is their exclusive representative with regard to working
conditions.

Second, human capital models suggest that agencies should periodically
assess their monetary awards systems to ensure that they help attract and
retain qualified staff. However, patent examiners’ awards are hased largely
on the number of applications they process, and the assumptions on which
application processing quotas are based have not been updated since 1976.
Patent examiners and management have differing opinions on whether
these assumptions need to be updated. Examiners in our focus groups told
us that, in the last several decades, the tasks associated with and the
complexity of processing applications have greatly increased while the
time allowed has not. As a result, many of the examiners and supervisory
patent examiners in our focus groups and respondents to previous agency
surveys reported that examiners do not have enough time to conduct high-
quality reviews of patent applications. The examiners noted that these
inadequate time frames create a stressful work environment and are cited
in the agency’s exit surveys as a primary reason that examiners leave the
agency. In contrast, USPTO managers had a different perspective on the
production model and its impact on examiners. They stated that the time
estimates used in establishing preduction quotas de not need to be
adjusted because the efficiencies gained through actions such as the
greater use of technology have offset the time needed to address the
greater complexity of the applications and the increase in the number of
claims. Moreover, they said that for an individual examiner, reviews of
applications that take more time than the estimated average are generally
offset by other reviews that take less time.

Finally, counter to current workforce models, USPTO does not require
ongoing technical education for patent examiners, which could negatively
affect the quality of its patent examination workforce. Instead, the agency
requires newly hired examiners to take extensive training only during their
first year of employment; all subsequent required training is focused on
developing legal expertise. Almost all patent examiners are required to
take a range of ongoing training in legal matters, including patent law. In
contrast, patent examiners are not required to undertake any ongoing
training to maintain expertise in their area of technology, even though the
agency acknowledges that such training is important, especially for
electrical and electronic engineers. In 2001 the agency stated, “Engineers
who fail to keep up with the rapid changes in technology, regardless of
degree, risk technological obsolescence.” However, agency officials told
us that examiners automatically maintain currency with their technical
fields by just doing their job. Patent examiners and supervisory patent
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examiners disagreed, stating that the literature they review in applications
is outdated, particularly in rapidly evolving technologies. The agency does
offer some voluntary in-house training, such as technology fairs and
industry days at which scientists and others are invited to present lectures
to patent examiners that will help keep them current on the technical
aspects of their work. In addition, the agency offers voluntary external
training and, for a small number of examiners, pays conference or
workshop registration fees. Agency officials could provide no data on the
extent to which examiners have taken advantage of such training
opportunities.

USPTO Has Made
Greater Progress on
Strategic Plan
Initiatives that
Enhance the Agency’s
Capability Rather
than Productivity and
Agility

In carrying out its strategic plan to become a more productive and
responsive organization, our work found that USPTO has made greater
progress in implementing its initiatives to make the patent organization
more capable by improving the quality of examiners’ skills and work
processes than it has in implementing its productivity and agility initiatives
aimed at decreasing the length of time to process a patent application and
improving electronic processing. Specifically, of the activities planned for
completion by December 2004, the agency has tully or partially
implemented all 23 of the initiatives related to its capability theme to
improve the skills of employees, enhance quality assurance, and alter the
patent process through legislative and rule changes. In contrast, it has
partially implemented only 1 of the 4 initiatives related to the productivity
theme to restructure fees and expand examination options for patent
applicants and has fully or partially implemented 7 of the 11 initiatives
related to the agility theme to increase electronic processing of patent
applications and to reduce examiners’ responsibilities for literature
searches. Table 1 provides our assessment of each of the strategic plan
initiatives.
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Table 1: Status of Strategic Plan Initiatives to Improve Workforce Skills

Partially Not

Ci ility initiatives to improve kf skills il il
Increase the pool of qualified management candidates by adding awards
to total compensation .
Explore alternate organizational structures for the workplace .
Develop interim pre-employment measures to assess English language
skills .
Recertify the skills of examiners with authority to issue patents (primary

i ) through inations al ded work product reviews .

Certify that examiners possess the requisite knowledge, skills, and
abilities prior to promotion to a position with authority to negotiate on
behalf of USPTO .

Improve the selection and training of supervisory patent examiners

Use examinations and other means to ensure that new patent examiners
possess the requisite skills prior to promotion

Implement a pre-employment test to assess English language skills

Create an Enterprise Training Division

C: il to quality

Expand current quality assurance program to include works in progress

(in-process reviews) .
Establish “second pair of eyes” reviews in each technology center .
Survey customer regarding transactions with USPTO on specific

applications to supplement comprehensive customer surveys .

Evaluate the quality of examiners’ literature searches

Enhance the reviewable record for each patent application with additional
information from the applicant and examiner

C; ility initiati to change legislation and rules

Delete the requirement for physical surrender of the original patent papers .

Certify the legal knowledge of patent attorneys and agents who wish to
practice before USPTO and periodically recertify the skills of practicing
attorneys and agents

Evaluate whether to adopt a unity of invention standard

Simplify adjustments to the patent term

Permit individuals who have been assigned patent rights to sign an oath
declaring that the inventor is the original and first inventor

Permit individuals who have been assigned patent rights to broaden the
claims in an application

Correct an inconsistency regarding unintentionally delayed submission of
certain claims

Eliminate certain exemptions from the requirement to publish most patent
applications within 18 months of when they were first filed
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Amend current legislation regarding certain limitations on an inventor's
right to obtain a patent .

Productivity initiatives

Restructure fees and provide for refunds .

Offer patent applicants a choice of up to 5 examination options based in
part on the ability to rely on searches conducted by others .

Offer patent applicants the option of an accelerated examination .

Revise postgrant review procedures to allow greater public input .

Agility initiatives

Establish an information security program .

Transition to electronic patent processing .

Transition to electronic processing for postgrant reviews .

Ensure availability of critical data in the event of a catastrophic systems
failure .

Promote international harmonization and pursue goals to strengthen
international intellectual property rights of U.S. inventors .

Pursue international agreements to share patent search results .

Accelerate Patent Cooperation Treaty reforms .

Rely on other sources to classify patent documents .

Rely on other sources to support domestic and international literature
searches .

Rely on other sources to transition to a new global patent classification
system .

Develop stringent conflict of interest clauses for search firms .

Source: GAO analysis of USPTO data,

Agency officials primarily cited the need for additional funding as the main
reason that some initiatives have not been implemented. With passage of
the legislation in December 2004 to restructure and increase the fees
available to USPTO, the agency is reevaluating the feasibility of many
initiatives that it had deferred or suspended.

In summary, through its attempts to implement an integrated, paperless
patent process over the past two decades, USPTO has delivered a number
of important automated capabilities. Nonetheless, after spending over a
billion dollars on its efforts, the agency is still not yet effectively
positioned to process patent applications in a fully automated
environment. Moreover, when and how it will actually achieve this
capability is uncertain. Largely as a result of ineffective planning and
management of its automated capabilities, system performance and
usability problems have limited the effectiveness of key systems that the
agency has implemented to support critical patent processes. Although
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USPTO’s director and its chief information officer have recognized the
need to improve the agency’s planning and management of its automation
initiatives, weaknesses in key information technology management
processes needed to guide the agency’s investments in patent automation,
such as incomplete capital planning and investment controls, could
preclude their ability to successtully accomplish this. Thus, the agency
risks further implementing information technology that does not support
its needs and that threatens its overall goal of achieving a fully electronic
capability to process its growing patent application workload.

Further, to improve its ability to attract and retain the highly educated and
qualified patent examiners it needs, USPTO has taken steps recognized by
experts as characteristic of highly effective organizations. However,
without an effective communication strategy and a collaborative culture
that includes all layers of the organization, the agency's efforts could be
undermined. The absence of effective communication and collaboration
has created distrust and a significant divide between management and
examiners on important issues such as the appropriateness of the
production model and the need for technical training. Unless the agency
begins to develop an open, transparent, and collaborative work
environment, its efforts to hire and retain examiners may be adversely
affected in the long run. Overall, while USPTO has progressed in
implementing strategic plan initiatives aimed at improving its
organizational capability, the agency attributes its limited implementation
of other initiatives intended to reduce pendency and improve electronic
patent application processing primarily to the need for additional funding.

Given the weaknesses in USPTO's information technology investment
management processes, we recommended that the agency, before
proceeding with any new patent automation initiatives, (1) reassess and,
where necessary, revise its approach for implementing and achieving
effective use of information systems supporting a fully automated patent
process; (2) establish disciplined processes for planning and managing the
development of patent systems based on well-established business cases;
and (3) fully institute and enforce information technology investment
management processes and practices to ensure that its automation
initiatives support the agency’s mission and are aligned with its enterprise
architecture. Further, in light of its need for a more transparent and
collaborative work environment, we recommended that the agency
develop formal strategies to (1) improve communication between
management and patent examiners and between management and union
officials and (2) foster greater collaboration among all levels of the
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organization to resolve key issues, such as the assumptions underlying the
quota system and the need for required technical training.

TUSPTO generally agreed with our findings, conclusions, and
recommendations regarding its patent automation initiatives and
acknowledged the need for improvements in its management processes
by, for example, developing architectural linkages to the planning process
and implementing a capital planning and investment control guide.
Nonetheless, the agency stated that it only partially agreed with several
material aspects of our assessment, including our recommendation that it
reassess its approach to automating its patent process. Further, the agency
generally agreed with our findings, conclusions, and recommendations
regarding its workforce collaboration and suggested that it would develop
a communication plan and labor management strategy, and educate and
inform employees about progress on initiatives, successes, and lessons
learned. In addition, USPTO indicated that it would develop a more
formalized technical program for patent examiners to ensure that their
skills are fresh and ready to address state-of-the-art technology.

Mr. Chairman, this concludes our statement. We would be pleased to
respond to any questions that you or other Members of the Committee
may have at this time.
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Why GAO Did This Study

The U.S. Patent and Trademark
Office (USPTO) is responsible for
issuing U.S. patents that protect
new ideas and investments in
innovation and creativity. Recent
increases in both the complexity
and volume of patent applications
have increased the time it takes to
process patents and have raised
concerns about the validity of the
patents USPTO issues. Adding to
these challenges is the difficulty
that USPTO has had attracting and
retaining qualified staff. In this
context, GAO was asked to obtain
information about USPTO’s patent
organization. Specifically GAO
reviewed (1) overall progress in
implementing the initiatives in its
strategic plan; (2) efforts to attract
and retain a qualified patent
workforce; and (3) remaining
challenges, if any, in attracting and
retaining a qualified patent
workforce.

What GAO Recommends

GAO recommends that USPTO
develop formal strategies to
improve communication and
collaboration between
management, patent examiners,
and the union to help to address
the issues identified in this report.
USPTO agreed with our
recommendations.
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To view the full product, including the scope
and methodology, click on the link above.
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USPTO Has Made Progress in Hiring
Examiners, but Challenges to Retention
Remain

What GAO Found

USPTO has made more progress in implementing its strategic plan initiatives
to increase the agency’s capability than initiatives aimed at decreasing
patent pendency. USPTO has fully or partially implemented all 23 capability
initiatives that focus on improving the skills of employees, enhancing quality
assurance, and altering the patent system through changes in existing laws
or regulations. In contrast, the agency has partially or fully implemented
only 8 of the 15 initiaf aimed at reducing pendency. Lack of funding was
cited as the primary reason for not implementing these initiatives. With
passage of legislation in December 2004 to increase fees available to USPTO
for the next two years, the agency is re-evaluating the feasibility of
implementing some of these initiatives.

Since 2000, USPTO has taken steps intended to help attract and retain a
qualified patent examination workforce, such as enhancing its recruiting
efforts and using many of the human capital benefits available under federal
personnel regulations. However, it is too soon to determine the long-term
success of the agency’s recruiting efforts because they have been in place
only a short time and have not been consistently sustained due to budgetary
constraints. Long-term uncertainty about USPTO’s hiring and retention
success is also due to the unknown impact of the economy. In the past,
when the economy was doing well, the agency had more difficulty in
recruiting and retaining the staff it needed.

USPTO faces three long-standing challenges that could also undermine its
efforts to retain a qualified workforce: the lack of an effective strategy to
communicate and collaborate with examiners; outdated assumptions in the
production quotas it uses to reward examiners; and the lack of required
ongoing technical training for examiners. According to patent examiners,
the lack of communication and a collaborative work environment has
resulted in low morale and an atmosphere of distrust that is exacerbated by
the contentious relationship between management and union officials. Also,
managers and examiners have differing opinions on the need to update the
monetary award system that is based on assumptions that were established
in 1976. As a result, examiners told us they have to contend with a highly
stressful work environment and work voluntary overtime to meet their
assigned quotas. Similarly, managers and examiners disagree on the need
for required ongoing technical training. Examiners said they need this
training to keep current in their technical fields, while managers believe that
reviewing patent applications is the best way for examiners to remain
current.

United States Office
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01G Office of Inspector General
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United States Government Accountability Office
‘Washington, D.C. 20548

June 17, 2005

The Honorable F. James Sensenbrenner Jr.
Chairman

Committee on the Judiciary

House of Representatives

The Honorable Frank R. Wolf

Chairman

Subcommittee on Science, the Departments
of State, Justice, and Commerce, and
Related Agencies

Committee on Appropriations

House of Representatives

The U.S. Patent and Trademark Office (USPTO) is responsible for issuing
U.S. patents that protect new ideas and investments in innovation and
creativity.! However, recent increases in both the complexity and volume of
patent applications have lengthened the time it takes USPTO to process
patents (“pendency”) and have raised concerns among intellectual property
organizations, patent holders, and others about the quality of the patents
that are issued. Over the last 10 years, the number of patent applications
filed annually with USPTO has increased 91 percent from about 185,000 in
1994 to over 350,000 in 2004. USPTO’s resources have not kept pace with
the rising number and complexity of patent applications it must review.
Moreover, at times, USPTO officials acknowledge they have had difficulty
competing with the private sector to attract and retain staff with the high
degree of scientific, technical, and legal knowledge required to be patent
examiners. To help the agency address these challenges, Congress passed a
law requiring USPTO to improve patent quality, implement electronic
government,” and reduce pendency.”

"USPTO, an agency within the Department of Commmerce, consists of two organizations, one
for patents and one for trademarks. This report focuses on the patent organization, which
accounts for about 76 percent of the agency’s resources.

“lecironic government. refers (o an inereased reliance on information technology (o
conduct government operations and accomplish agency missions.

“Patent and Trademark Olfice Authorization Act of 2002, Pub. L. No. 107-273, § 13101, 116
Stat. 1899, 1900, required USPTO to develop a 5-year strategic plan for mecting these three
Tequirements.
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In response to the law, USPTO in June 2002 embarked on an aggressive 5-
year modernization plan outlined in its 21st Century Strategic Plan
(Strategic Plan), which was updated to include stakeholder input and
rereleased in February 2003.* USPTO's Strategic Plan includes 38 initiatives
related to the patent organization that focus on three crosscutting strategic
themes: capability, productivity, and agility. The capability theme includes
efforts to enhance patent quality through workforce and process
improvements; the productivity theme includes efforts to decrease
pendency of patent applications; and the agility theme includes initiatives
to electronically process patent applications. To fully fund the initiatives in
its Strategic Plan, the agency requested authority from Congress to
increase the user fees it collects from applicants and to spend all of these
fees on patent processing.:‘ Legislation to increase the fees was enacted in
December 2004; * however, the changes will be effective only in fiscal years
2005 and 2006. Although USPTO's Strategic Plan includes some initiatives
to improve the skills of its examination workforce, the agency's more
detailed summary of its actions to attract and retain a qualified workforce
is contained in the Strategic Workforce Restructuring Plan (Workforce
Plan), which the agency developed in 2001.

In the context of the various efforts being undertaken by USPTO, you
requested that we obtain information about its (1) overall progress in
implementing the initiatives in the 21st Century Strategic Plan related to
the patent organization; (2) efforts to attract and retain a qualified patent
workforce; and (3) remaining challenges, if any, in attracting and retaining
a qualified patent workforce.

To determine USPTO's progress toward implementing the Strategic Plan
initiatives for the patent organization, we reviewed the initiatives contained
in the plan, as well as agency documents regarding USPTO’s progress in
implementing each initiative. We also interviewed key USPTO officials and

prepared the Strategic Plan as part of the requirements of the Government
and Resulls Acl.

SUSPTO is funded by fees colleeted from he public for specilic activiti
processing applications. The spending of those fees is subject Lo provisions in annual
appropriations acts.

“Consolidated Appropriations Act, 2005, § 801, Pub. L. No. 108-147, 118 Stat. 2809, 2024 (Dee.
8, 2004).
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union officials about the plan’s implementation.” We focused our review on
tasks that were to have been completed by December 2004. To determine
what actions USPTO has taken to attract and retain a qualified patent
workforce and what challenges, if any, the agency faces in this area, we
reviewed USPTO's Workforce Plan and other policies and practices related
to human capital. We interviewed USPTO management and union officials,
as well as officials from the Department of Commerce, its Office of
Inspector General (OIG), and the Office of Personnel Management (OPM)
about human capital initiatives undertaken by USPTO. We also reviewed
results from USPTO and OPM employee surveys and compared human
capital policies and practices with those recommended by GAO, OPM, and
others. In addition, we attended a USPTO career fair for patent examiners
to observe agency recruiting efforts and conducted focus groups with
patent examiners and supervisory patent examiners to obtain their views
on various issues related to USPT(s ability to attract and retain a qualified
patent examination workforce. Qur review focused exclusively on the
activities of the patent organization and not those of the trademark
organization. We are issuing a separate report addressing the agency's
strategy for automating its patent process.® Appendix I contains a detailed
discussion of the scope and methodology for our review. We conducted our
review from June 2004 through April 2005 in accordance with generally
accepted government auditing standards.

Results in Brief

USPTO has made greater progress in implementing its Strategic Plan’s
initiatives to improve the patent organization’s capability than it has in
implementing initiatives to improve its productivity and agility. Specifically,
of the actions planned to have been implemented by December 2004,
USPTO has fully or partially implemented all 23 of the initiatives related to
its capability theme, which focuses on improving the skills of employees,
enhancing quality assurance, and altering the patent system through
changes in existing laws or regulations. For example, USPTO established
programs to periodically test the skills of patent examiners, and revised
and expanded reviews to ensure the quality of examiners’ work. In

“Patenl. examiners are represented by, bul nol. required (o join, the Patent Office
Professional Association (POPA), an independent union of professional craployees formed
in 1961,

*GAO,
Neod Strengtle

s for ging Patent A lon Strategy
on, D.C.: June 17, 2005).
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contrast, the agency has partially implemented only 1 of the 4 initiatives
related to the productivity theme to help reduce pendency, and has fully
implemented only 1 and partially implemented 6 of the 11 initiatives related
to the agility theme to help improve electronic processing of patent
applications. Agency officials primarily cited the need for additional
funding as the reason for not implementing these initiatives. With passage
of the legislation in December 2004 to increase fees available to USPTO,
the agency is re-evaluating the feasibility of implementing those initiatives
that it had previously deferred or suspended.

Since 2000, USPTO has taken steps intended to help attract and retain a
qualified patent examination workforce. Specifically, the agency enhanced
its recruiting efforts by, among other things, identifying the knowledge,
skills, and abilities that patent examiners need to effectively fulfill their
responsibilities and establishing a permanent recruiting team composed of
senior and line managers. In addition, USPTO has used many of the human
capital benefits available under federal personnel regulations to attract and
retain qualified examiners, including the two benefits most frequently cited
as important by examiners: flexible working schedules and competitive
salaries. However, it is too soon to determine the long-term success of the
agency’s efforts, in part because neither recruiting efforts nor availability of
benefits have been consistently sustained during the limited time they have
been in effect. In 2002, for example, USPTO suspended reimbursements to
examiners for law school tuition, in part because of funding limitations,
although the agency resumed reimbursement in 2004 when funding from
the fee legislation became available. Examiners in our focus groups
expressed dissatisfaction with the inconsistent availability of these
benefits, in some cases saying that suspension of benefits provides them
with an incentive to leave the agency. Another reason adding to the
uncertainty of USPTO’s recruiting efforts is the impact of the economy,
which, according to agency officials and examiners, has a greater effect on
recruitment and retention than any actions the agency may take. Both
agency officials and examiners told us that when the economy picks up,
more exaniners tend to leave USPTO and fewer qualified candidates are
attracted to the agency. On the other hand, when there is a downturn in the
economy, USPTO’s ability to attract and retain qualified examiners
increases because of perceived job security and competitive pay. This
correspondence between the economy and USPTO’s hiring and retention
success is part of the reason why USPTO has been able to meet its hiring
goals for the last several years, but recently has experienced a rise in
attrition rates.
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While USPTO has undertaken a number of important and necessary actions
to attract and retain qualified patent examiners, the agency continues to
face three long-standing human capital challenges that could also
undermine its recent efforts if not addressed.

* First, the agency lacks effective mechanisms for helping managers to
communicate and collaborate with examiners. Organizations with
effective human capital models have strategies to communicate with
employees and involve them in decision making; however, USPTO
officials acknowledged that they do not have a formal communication
strategy or actively seek input from examiners on management
decisions. Most of USPT(O’s communication mechanisms emphasize
communication between managers and not between managers and
examiners. Patent examiners and supervisory patent examiners in our
focus groups frequently said that communication with management was
poor or nenexistent, and they reported little involvement in providing
input to key agency decisions. Prior employee surveys and participants
in our focus groups indicated that the lack of communication and
involvement has created an atmosphere of distrust of USPTO
management and lowered examiner morale, which is further
exacerbated by the contentious relationship between USPTO
management and the examiners’ union.

* Second, human capital models suggest that agencies should periodically
assess their monetary awards systems to ensure that they help attract
and retain qualified staff. Patent examiners’ awards are based largely on
the number of applications they process, but the assumptions
underlying their application processing quotas have not been updated
since 1976. USPTO management and examiners have differing opinions
on whether these assumptions need to be updated. For example,
according to examiners, the assumptions do not reflect the impact of the
increased use of electronic tools that has reduced the time required to
find relevant patent literature but at the same time has increased the
amount of literature that must be reviewed. As a result, many of the
exaniiners and supervisory patent examiners in our focus groups and
respondents to previous agency surveys reported that examiners do not
have enough time to conduct high-quality reviews of patent applications.
According to agency surveys, these inadequate time frames create a
stressful work environment and is cited in the agency’s exit surveys as a
primary reason examiners leave the agency.
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* Finally, counter to current workforce models, USPTO does not require
ongoing technical education for patent examiners, which could
negatively affect the quality of its patent examination workforce.
According to agency officials, examiners automatically maintain
currency with their technical fields by just doing their job of examining
applications, which they believe contains the most cutting-edge
information. However, patent examiners and supervisory patent
exaniiners disagreed and said that the literature they review in
applications is outdated, particularly in rapidly evolving technologies.
USPTO offers some voluntary in-house training, but the agency could
provide no data on the extent to which examiners have taken advantage
of such training. Moreover, patent examiners told us that they are
reluctant to attend such training, given the time demands involved. In
contrast, USPTO’s policy requires examiners to attend extensive
training provided by the agency on legal issues on which examiners are
periodically tested.

Although USPTO has taken a number of steps to enhance its recruiting
efforts and better target a qualified pool of candidates, in light of its long-
standing human capital challenges, we are recommending that it develop
formal strategies to improve communication and collaboration across all
levels of the organization, which will also help resolve differences of
opinion between management and examiners on such issues as the
assumptions underlying the quota system and requirements for technical
training. In its written comments on a draft of our report (reprinted in
appendix II), USPTO agreed with our findings, conclusions, and
recommendations. In addition, the agency provided technical comments
that we have incorporated as appropriate.

Background

USPTO administers U.S. patent and trademark law to encourage innovation
and advance science and technology in two ways. First, USPTO grants to
inventors exclusive rights to their inventions for a limited period of time,
usually 20 years. During this time, the inventor can exclude others from
making, using, selling or importing the invention. Second, the agency
preserves and disseminates patent information, for example on issued
patents and most patent applications. Such information allows other
inventors to improve upon the invention in the original application and
apply for their own patent.

To obtain a patent, inventors—or more usually their attorneys or agents—
submit to USPTO an application that fully discloses and clearly describes

Page 6 GAO-05-720 Intellectual Property



65

one or more distinct innovative features of the proposed invention (called
claims) and pays a filing fee to begin the examination process. USPTO
evaluates the application for completeness, classifies it by the type of
patent and the technology involved,” and assigns it for review to one of its
operational units, called technology centers, that specialize in specific
areas of science and engineering." Supervisors in each technology center
then assign the application to a patent examiner for further review. For
each claim in the application, the examiner searches and analyzes relevant
United States and international patents, journals, and other literature to
determine whether the proposed invention merits a patent—that is,
whether the invention is a new and useful process, machine, manufacture,
or composition of matter, or any new and useful improvement to one that
already exists. The examiner may contact the applicant on one or more
occasions to resolve questions and obtain additional information to
determine the proposed invention’s potential patentability. If the examiner
determines that the proposed invention merits a patent, the applicant is
informed, and, upon payment of a fee, USPTO issues a patent. The
applicant may abandon the application at any time during the examination
process. If the application is denied a patent, the applicant may appeal the
decision within an established time. Each examiner typically reviews
applications in the order in which they are received by USPTO.

The time from the date an application is filed until a patent is granted,
denied, or the application is abandoned is called “overall pendency.” Over
the past decade, overall pendency has increased on average from 20 to
almost 28 months. However, pendency varies by technology center, ranging
trom 24 months for applications in such fields as transportation,
agriculture, electronic commerce, mechanical engineering, and
manufacturing to 41 months for applications in the fields of computer

—for useful inventions, such as
m of matter; (2) design—for

“Patents typically fall into one of three categories: (1) utili
; y . o
face ornamentalion thal do nol involve changes in

, articles of
changes in configuration, shape, or s
fimetion; or (3) plant—for asexually reproducible plants. A fourth catego
patents,” refers 1o patents USPTO granls as replacements for any patenl. thal was in some
way delcetive; those patents constituted loss than one-half of | pereent of patents issued in
fiscal year 2003,

BUSPTOs eight. lechnology centers are: (1) Biolechnology and Organic Chemistry; (2)
Chermical and Materials Engineering; (3) Computer Architceture, Software, and Information
Seeurity; (1) Communications; (5) Scmiconductors, Bleetrical and Optical Systcins and
Components; (6} Transportation, Electronic Comimerce, Construction, Agriculture, National
Sceurity and License and Review; (7) Mechanical Engincering, Manufacturing, and
Products; and (8) Designs for Articles of Manufacture.
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architecture, software and information security (see table 1). In addition to
overall pendency, USPTO monitors the time from when an application is
filed until the examiner makes an initial assessment of the proposed
invention’s patentability and informs the applicant, called first action
pendency. First action pendency also has generally increased in the past
decade from 8 to over 20 months. In 2004, first action pendency ranged
from an average of 14 months for applications in such fields as
semiconductors and optical systems to 33 months for computer
architecture and software applications. Such measures of pendency help
USPTO assess its effectiveness in reviewing patent applications.

Table 1: USPTO Average Patent Pendency by Technology Center, 2004

Months

Technology center Overall p y First action | Yy
Biotechnology and Organic Chemistry 29.9 19.2
Chemical and Materials Engineering 276 179
Communications 40.5 31.4
Computer Architecture, Software and

Information Security 411 33.3
Mechanical Engineering, Manufacturing,

Products and Design 241 15.2
Semiconductor, Electrical, Optical Systems

and Components 23.9 14.0
Transportation, Construction, Agriculture,

and Electronic Commerce 24.1 15.6
Average 27.6 20.2

Source: USPTO.

Page 8 GAO-05-720 Intellectual Property



67

USPTO Has Made
Greater Progress on
Strategic Plan
Initiatives That
Enhance the Agency’s
Capability Rather Than
Productivity and
Agility

USPTO has made greater progress in implementing its Strategic Plan
initiatives to make the patent organization more capable than it has been in
implementing its productivity and agility initiatives. Specifically, of the
activities planned for completion by December 2004, the agency has fully
or partially implemented all 23 of the initiatives related to its capability
theme to improve the skills of employees, enhance quality assurance, and
alter the patent process through legislative and rule changes. In contrast,
USPTO has partially implemented only 1 of the 4 initiatives related to the
productivity theme to restructure fees and expand examination options for
patent applicants and has fully or partially implemented 7 of the 11
initiatives related to the agility theme to increase electronic processing of
patent applications and reduce examiners’ responsibilities for literature
searches. In explaining why some initiatives have not been implemented,
agency officials primarily cited the need for additional funding. With
passage of the legislation in December 2004 to restructure and increase the
fees available to USPTO, the agency is re-evaluating the feasibility of many
initiatives that it had deferred or suspended. For more details on USPTO’s
progress in implementing the 38 initiatives in the Strategic Plan, see
appendix III.

USPTO Has Made
Substantial Progress on Its
Capability Initiatives

Workforce Skills Improvements

To improve the quality of its reviews of patent applications through
workforce and process improvements, USPTO developed 23 capability
initiatives: 9 to improve the skills of its worldorce, 5 to enhance its quality
assurance program, and 9 to improve processes through legislative and rule
changes.

As shown in table 2, USPTO has implemented 5 and partially implemented
4 of the 9 workforce skills initiatives.
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L]
Table 2: Status of Capability Initiatives to Improve Workforce Skills

Partially
Initiatives i Not i
Increase the pool of qualified management candidates by
adding awards to total compensation X
Explore alternate organizational structures for the workplace X

Develop interim pre-employment measures to assess English
language skills X

Recertify the skills of examiners with authority to issue patents
(primary examiners) through examinations and expanded work
product reviews X

Certify that examiners possess the requisite knowledge, skills,

and abilities prior to promotion to a position with authority to

negotiate on behalf of USPTO X

Improve the selection and training of supervisory patent

examiners X

Use examinations and other means to ensure that new patent
examiners possess the requisite skills prior to promotion X
Implement a pre-employment test to assess English language
skills

>

Create an Enterprise Training Division X
Source: GAD analysis of USPTO data,

Although the agency has not estimated how much funding would be needed
to implement the final 4 initiatives, their full implementation was hindered,
in part by funding constraints, agency officials said. The current status of
these partially completed initiatives is as follows:

* To improve the selection and training of managers, USPTO has added
proficiency in supervisory skills to the requirements for a supervisory
examiner and in 2004 required applicants for such positions to pass an
examination, but the agency has not fully developed the supervisory
curriculum or trained supervisors.

* To help ensure that new examiners have the requisite skills prior to
promotion, USPTO has identified the knowledge, skills, and abilities
needed for patent examiners and established training units in work
groups for new examiners, but has not developed a structured process
for subsequent promotions.

* To implement a pre-employment test to assess English language
communication skills of new patent examiners, USPTO has, among
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other things, revised its vacancy announcements to include English
language proficiency as a required skill but has not developed an
automated pre-employment test of such skills.

* USPTO has developed an action plan to establish an Enterprise Training
Division, which was to have been in place in 2003, to consolidate
responsibility for conducting legally required and other agencywide
training, developing training policy, and monitoring funds spent on

training.
Quality Assurance As shown in table 3, USPTO has implemented 3 and partially implemented
Enhancements 2 of the 5 capability initiatives to enhance its quality assurance program.

L]
Table 3: Status of Capabili itiati to Quality A

Partially
ives imp Not img

Initi;

Expand current quality assurance program to include works in progress
(in-process reviews) X

Establish “second pair of eyes” reviews in each technology center X

Survey customer regarding transactions with USPTO on specific
applications to supplement comprehensive customer surveys X

Evaluate the quality of examiners' literature searches X

Enhance the reviewable record for each patent application with additional
information from the applicant and examiner

Source: GAQ analysis of USPTO data.

The status of the initiatives USPTO has partially implemented is as follows:

* The agency has begun to develop a plan and criteria to review the
quality of searches and anticipates incorporating such reviews in the
quality assurance program during fiscal year 2006.

* To enhance the reviewable record for patent applications, USPTO has
developed guidance and amended forms to allow both examiners and
applicants to provide additional information on the content of
interviews and reason for decisions and strongly recommends, rather
than requires, applicants and examiners to do so.

Page 11 GAO-05-720 Intellectual Property



70

Process Improvements Related As shown in table 4, of the 9 capability initiatives to streamline patent
to Legislative and Rule Changes  processing through legislative and rule changes, USPTO has implemented 1
and partially implemented 8.

.|
Table 4: Status of C: il itiati to Change Legislation and Rules

Partially
Initiatives i Not i

Delete the requirement for physical surrender of the original patent
papers X

Certify the legal knowledge of patent attorneys and agents who wish
to practice before USPTO and periodically recertify the skills of
practicing attorneys and agents X

Evaluate whether to adopt a unity of invention standard X
Simplify adjustments to the patent term X
Permit individuals who have been assigned patent rights to sign an

oath declaring that the inventor is the original and first inventor X
Permit individuals who have been assigned patent rights to broaden

the claims in an application X
Correct an inconsistency regarding uni i delayed

submission of certain claims X
Eliminate certain exemptions from the requirement to publish most

patent applications within 18 months of when they were first filed X
Amend current legislation regarding certain limitations on an

inventers’ right to obtain a patent X

Source: GAD analysis of USPTO data.

Although full implementation of these initiatives is largely dependent on
actions by Congress, the status of the 8 partially implemented initiatives is
as follows:

* To certify the legal knowledge of newly registering and practicing patent
attorneys and agents and to monitor their practice, the agency offers
registration examinations electronically yearround and issued
proposed rules to harmonize ethics and disciplinary actions with the
requirements in place in most states, but has not yet developed a formal
program of continuing legal education requirements to periodically
recertity the skills of practicing attorneys and agents.

* To evaluate whether to adopt a unity standard to harmonize U.S.

examination practices with international standards and allow U.S.
applicants to obtain a single patent on related claims that must currently
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be pursued in separate patent applications in the United States, USPTO
began a study of the changes needed to adopt a unity standard and
sought public comment but has not completed its analysis, reached a
decision, or drafted and introduced implementing legislation.

* For the other 6 partially implemented initiatives, USPTO is drafting
proposed legislation or obtaining administrative clearance to introduce
it.

USPTO Has Made Less As shown in table 5, USPTO has not implemented 3 of the 4 initiatives that
Progress Implementing Its focus on accelerating the time to process patent applications and expand
Productivity and Agility public input and has partially implemented only 1 of the productivity

e initiatives that allow the agency to increase fees and retain the funds.
Initiatives Following passage of legislation in 2004, USPTO has issued rules to
increase fees generally and restructure fees to include separate
components for different stages of processing both domestic and
international patent applications, and for filing the application, searching
the literature, and examining the claims. The separate components could,
under certain circumstances, be refunded to the applicant. USPTO has not
issued rules governing the refund of domestic fees. The revised fees are
etfective for 2005 and 2006.

.|
Table 5: Status of Productivity Initiatives

Partially
Initiatives i Not i
Restructure fees and provide for refunds X
Offer patent applicants a choice of up to five examination options, based
in part on the ability to rely on searches conducted by others X
Offer patent applicants the option of an accelerated examination X
Revise postgrant review procedures to allow greater public input X

Source: GAC analysis of USPTO data.

Similarly, as shown in table 6, USPTO has not implemented 4 of the 11
initiatives related to agility, has only implemented 1 and partially
implemented 6. These 11 initiatives are designed to further the agency's
goal to create a more flexible organization and include efforts to increase
electronic processing of patent applications, reduce examiners’
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responsibilities for literature searches, and participate in worldwide etforts
to streamline processes and strengthen intellectual property protection.

Table 6: Status of Agility Initiatives

Partially
Initiatives Not i
Establish an information security program X
Transition to electronic patent processing X
Transition to electronic processing for postgrant reviews X
Ensure availability of critical data in the event of a catastrophic systems
failure X
Promote international harmonization and pursue goals to strengthen
international intellectual property rights of U.S. inventors X
Pursue international agresments to share patent search results X
Accelerate Patent Cooperation Treaty reforms X
Rely on other sources to classify patent documents X
Rely on other sources to support domestic and international literature
searches X
Rely on other sources to transition to a new global patent classification
system X
Develop stringent conflict of interest clauses for search firms X

Source: GAD analysis of USPTO data.

The status of the 6 partially implemented agility initiatives to increase
electronic processing and harmonize U.S. and international practices is as
follows:

* Although USPTO has largely accomplished the actions related to
implementing image-based electronic processing of patent applications,
it has not achieved the full extent of electronic sharing of patent
documents with the European Patent Office the initiative had
anticipated and the two offices continue to finalize security and
protocols between their servers.

s USPTO has amended rules to generally allow electronic filing of
postgrant review documents and trained additional judges in
streamlined procedures, but it has not defined records management
schedules for electronic documents or implemented full electronic
processing capabilities to support these reviews, such as text searching
and the ability to receive, file, store, and view multimedia files.
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* To ensure the availability of critical data in the event of a catastrophic
failure, USPTO has certitied and accredited its classified system and its
mission-critical and business-essential systems, uses scanning tools to
identify security weaknesses, and uses intrusion detection systems, but
has not acquired the hardware, software, staff, and facilities for a
backup data center.

* To promote harmonization of patent processing among international
intellectual property offices and pursue goals to strengthen
international intellectual property rights of U.S. inventors, USPTO
participated in substantive patent treaty discussions that addressed
such topics as the first-to-tile (European) versus the first-to-invent
(U.8.) standards, access to genetic resources, and definitions for such
terms as prior art and novelty.

* To pursue multi- and bilateral agreements with other intellectual
property offices, USPTO completed pilot programs to compare search
results with the Japan and European Patent Offices and with patent
offices in Australia and the United Kingdom.

* Regarding the acceleration of Patent Cooperation Treaty reforms,
USPTO indicated that many significant reform procedures have been
adopted in the last several years.

Although USPTO has not determined how much funding would be needed,
officials said that the lack of adequate funding largely limited its ability to
complete planned actions on productivity and agility initiatives that had not
been fully implemented. With passage of the fee-restructuring legislation in
December 2004, USPTO plans to commence work on these suspended
initiatives. For example, it has assigned new teams to evaluate the
feasibility of using contractors and international intellectual property
offices to conduct literature searches. For greater detail on USPTO’s
progress in implementing the 38 initiatives in the Strategic Plan, see
appendix III.
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USPTO Has Taken
Steps to Help Attract
and Retain a Qualified
Patent Examiner
Workforce, but Long-
Term Success Is
Uncertain

Since 2000, USPTO has taken steps intended to help attract and retain a
qualified patent examination workforce. The agency has enhanced its
recruiting efforts and has used many human capital flexibilities to attract
and retain qualified patent examiners. However, during the past 5 years, the
agency’s recruiting etforts and use of benefits have not been consistently
sustained, and officials and examiners at all levels in the agency told us that
the economy has more of an impact on USPTO's ability to attract and retain
examiners than any actions taken by the agency. Consequently, how the
agency’s actions will affect its long-term ability to maintain a highly
qualified workforce is unclear. While USPTO has been able to meet its
hiring goals, attrition has recently increased.

USPTO Has Enhanced
Recruiting Efforts to Attract
Qualified Examiners

USPTO’s recent recruiting efforts have incorporated several measures
identified by GAO and others as necessary to attract a qualified
workforce.!! First, in 2003, to help select qualified applicants, USPTO
identified the knowledge, skills, and abilities that examiners need to
eftectively fulfill their responsibilities. As part of this study, USPTO
conducted focus group meetings with, and surveys of, experienced
examiners to identify and validate key skills.” In doing so, the agency was
responding to a recommendation from the Department of Commerce’s OIG
to better target candidates likely to stay at USPTO."

Second, in 2004, the agency’s permanent recruiting team, composed of
senior and line managers, participated in various recruiting events,
including visits to the 10 schools that the agency targeted based on the
diversity of their student population and the strength of their engineering

-

ssessment Checklist for Agency Leaders, GRS
md Office of Personnel
Accountabitity Framework (Washington, D.C.,

TiSee GAO, Human Capital: A Sel
)-14(, version 1 (Washington, 1).C

2USPTO, RSA Work Team: Knowledge, Skills and Abilities Project (Alexandria, Va., August
2003).

ariment of Commerc
” i

Office of Inspector General, 4.8, Palent and Trademark
vaminer Liring Pr Showuld be Lmproved, Final Lnspection Report No.
0001 (Washington, D.C., March 2002).

HUSPTO's permanent recruiting team was established in 2002, Tlowever, the ageney
suspended recruiting efforts in 2002 and 2003 in the face of budgetary uncertainty.
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and science programs.’ The team also visited 22 additional schools,
participated in two job fairs, and attended three conferences sponsored by
professional societies. To assist the recruiting team, USPTO hired a
consultant to develop a new brand image for the agency, shown in figure 1
below.'® As part of this effort, USPTO and the consultant surveyed USPTO
managers and supervisors and conducted focus groups with a range of
ethnically diverse audiences, from college seniors to experienced
professionals, to identify the characteristics of examiners and how the
target market perceives the agency, as well as to get a sense of their work
habits, values, and perceptions of work at USPTO. According to USPTO,
the agency’s new brand focuses on the vital role intellectual property plays
in the U.S. economy and the career momentum of patent examiners.
Agency otficials said that USPTO uses its employment brand image at every
opportunity, from Internet banner ads to print advertisements. They believe
that this has enhanced public awareness of the agency and has helped
distinguish USPTO from other employers.

"The 10 targel schools selected are Florida [nternational University, North Carolina
Agricullural and Technical State University, North Carolina $tate University, University of
Florida, University of Maryland, University of Pennsylvania, University of Pucrto Rico-
Mayagucs, University of Virginia, Universily of Wisconsin-Madison, and Virginia Polytechnic
and State University,

“TMP Worldwide Advertising and Communications, USPTO Task 1: Research and
Evaluation (Alexandria, Va., Mar. 10, 2004).
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1
Figure 1: USPTO’s 2004 Brand Image
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Figure 2: USPTO’s 2002 Brand Image
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Finally, for 2005, USPTO developed a formal recruiting plan that, among
other things, identified hiring goals for each technology center and
described USPTO’s efforts to establish ongoing partnerships with the 10
target schools. In addition, USPTO trained its recruiters in effective
interviewing techniques to help them better describe the production
system and incorporated references to the production-oriented work
environment in its recruitment literature. During a USPTO career fair in
February 2005, we observed that potential candidates were provided with a
range of information about the work environment at the agency, received
handouts, and heard a formal presentation about the agency and the role
and responsibilities of a patent examiner. The presentation also included
overviews of the basics of intellectual property, the patent examination
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process, USPTO’s production model, the skill set needed for a successful
patent examiner, and the benetits the agency offers.

USPTO Has Used Many
Federal Human Capital
Benefits to Attract and

Retain Examiners

USPTO has used many of the human capital benefits available under
federal personnel regulations to attract and retain qualified patent
examiners. Among other benefits, USPTO has offered

* recruitment bonuses ranging from $600 to over $10,000;

* aspecial pay rate for patent examiners that is 10 percent above federal
salaries for comparable jobs;

* noncompetitive promotion to the full performance level;

+ flexible spending accounts that allow examiners to set aside funds for
expenses related to health care and care for dependents;

* reimbursement for law school tuition;

* atransit subsidy program that was recognized in 2003 and 2004 as one of
the best in the greater Washington, D.C., area;

* flexible working schedules, including the ability to schedule hours off
during midday;

* work at home opportunities for certain supervisory and senior
exaniiners;

* no-cost health screenings at an on-site health unit staffed with a
registered nurse and part-time physician;

* casual dress policy; and
* on-site child care and fitness centers at USPTO’s new facility.

According to many of the supervisors and examiners in our focus groups,
these benefits were a key reason they were attracted to USPTO and are a
reason they continue to stay. The benefits most frequently cited as
important by examiners were the flexible working schedules and
competitive salaries. Many supervisors and examiners said that the ability
to set their own hours allowed them to better coordinate their work
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schedules with their personal commitments, such as a child’s school or day
care schedule. Concerning salaries, examiners also cited the special pay
rate offered by USPTO as increasing the agency’s competitiveness with the
private sector. Although entry-level pay for examiners may not be as high
as in the private sector, examiners who have been with the agency for
about 5 to 7 years can earn up to $100,000 annually,'” and new examiners
can increase their pay relatively rapidly, in part because of the
noncompetitive promotion potential available at the agency. However,
some examiners commented that the henefit of the special pay rate is
eroding over time because examiners do not receive annual locality pay
adjustments to compensate for the high cost of living in the Washington,
D.C., area. According to USPTO management, in 2002 the agency sought
such an adjustment, but OPM denied the request because of alack of
justification. In addition to basic salary, examiners may also earn various
cash awards based on production or other types of meritorious
performance.

Lack of Consistent
Recruiting Efforts and
Benefits, along with
Changes in the Economy,
Could Affect USPTO’s
Efforts

The long-term effect of USPTO's recruiting efforts and use of benefits is
difficult to predict for a variety of reasons. First, many of USPTO’s etforts
have been in place for a relatively short duration and have not been
consistently maintained. For example, as shown in table 7, USPTO
suspended recruitment and hiring in fiscal year 2000, which agency
officials said resulted in its inability to meet its hiring goals for the year.
Except for 2002, in those years where USPTO used its recruiting strategy
consistently, such as 2001, 2003, and 2004, it not only met its hiring goals,
but exceeded them.

TCarecr opportunitics for patent cxaminers continue through the senior cxeeutive lovel,
Historically, senior executives at USI'TO have corne from the ranks of exarniners.
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L]
Table 7: USPTO Patent Examiner Hiring Data, Fiscal Years 2000-2004

Fiscal year Examiner hiring goal Examiner hires
2000 475 375
2001 360 414
2002 788 769
2008 300 308
2004 250 443

Source: USPTO.

The second reason that creates uncertainty about USPTO’s success in
retaining examiners is that USPTO has occasionally suspended some
important employee benefits. For example, funding constraints led USPTO
to discontinue reimbursing examiners for their law school tuition in 2002
and 2003, although the agency resumed reimbursement in 2004, when
funding became available. Examiners who participated in our focus groups
expressed dissatisfaction with the inconsistent availability of the benefits.
Regarding law school tuition reimbursement, one examiner said, “I started
when they started the [law school program] and then they cut it off and I
had to pay [tuition] myself, which creates a large incentive to leave the
office now that I have . . . student loans to pay off.” Other examiners
expressed similar views. More recently in March 2005, USPTO proposed to
eliminate or modify other benefits such as examiners’ ability to earn credit
hours and alter examiners” ability to set their own work schedules. For
example, unlike current practice, examiners would no longer be able to
schedule hours off during midday without a written request approved in
advance. These benefits were cited by examiners in our focus groups as
key reasons for working at USPTO, and eliminating such benefits may
impact future retention.

The third and possibly the most important tactor that adds to the
uncertainty surrounding the success of USPTO’s recruitment efforts is the
unknown potential impact of the economy. According to USPTO officials
and examiners, because USPTO competes directly with the private sector
for qualified individuals, changes in the economy have a greater impact on
USPTO’s ability to attract and retain examiners than any actions taken by
the agency. They told us that when the economy picks up, more examiners
tend to leave USPTO and fewer qualified candidates accept employment
offers. Conversely, they said that when there is a downturn in the economy,
employment opportunities at USPTO become more attractive. When
discussing reasons for joining USPTO, many examiners in our focus groups

Page 22 GAO-05-720 Intellectual Property



81

cited job security and lack of other employment opportunities, making
comments such as “I had been laid off from my prior job, and this was the
only job offer I got at the time”; “I looked towards the government because
Iwanted job security”; and “. . . part of the reason I came to the office is
that when I first came out of college, the job market was not great.”

The relationship between the economy and USPTO’s ability to attract and
retain examiners is reflected in its attrition rates over time. As shown in
figure 3, attrition among patent examiners declined from a high of almost
14 percent in 2000 to just over 6 percent in 2003. This decline coincided
with a recession in 2001, a general slowdown of the economy, and
subsequent collapse of the “high tech bubble”—which caused many
Internet-based businesses to close, leaving computer scientists and
engineers out of work. The decline in attrition was preceded by a more
robust economy during a time when the high-tech industry was building up.
At that time, attrition at USPTO was steadily rising.

Figure 3: i Attrition as of Staff
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Since 2004, attrition has risen again to almost 9 percent, tueled in part by an
increase in the number of examiners who retired. By the end of fiscal year
2010, about 12 percent of examiners will be eligible to retire.'® Another
trend that could affect USPTO's efforts to maintain a highly qualified patent
examination workforce is the high level of attrition among younger, less
experienced examiners. While attrition among examiners who have been at
USPTO for 3 or fewer years has declined each year since 2000, attrition
among these examiners continues to account for over half of all examiners
who leave the agency. Attrition of examiners with 3 or fewer years of
experience is a particularly significant loss for USPTO because the agency
invests considerable time and money helping new examiners become
proficient during the first few years. Managers and examiners told us that
examiners usually become fully proficient in conducting patent application
reviews in about 4 to 6 years. Managers we spoke with said the agency
needs continuous recruiting efforts to offset these trends and continue to
attract the best candidates. They said they hope to have constant
recruitment efforts and yearround hiring in the upcoming years.

USPTO Faces Long-
standing Human
Capital Challenges
That Could Undermine
Its Recruiting and
Retention Efforts

Although USPTO has taken a number of steps to attract and retain a
qualified patent examiner workforce, the agency continues to face three
human capital challenges of a long-standing nature that could also
undermine its efforts in the future if not addressed. Current workforce
models developed by GAO and others to help federal agencies attract and
retain a qualified workforce suggest, among other things, that agencies
establish an agencywide communication strategy, including opportunities
for feedback from employees; involving management, employees, and
other stakeholders in making key decisions; have appropriately designed
compensation and awards systems; and develop strategies to address
current and future competencies and skills needed by statf. However,
USPTO lacks a collaborative culture, has an awards system that is based on
outdated information, and requires little ongoing technical training for
patent examiners. USPTO management and examiners do not agree on the
need to address these issues.

SGovernmentwide, about 40 percent of employees will be eligible to retire by that time,
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USPTO Has Not Established
Effective Mechanisms for
Managers to Communicate
and Collaborate with
Examiners

Organizations with effective human capital models have strategies to
communicate with employees at all levels of the organization, as well as
involve them in key decision-making processes. However, lack of good
communication and collaboration has been a long-standing problem at
USPTO. For example, focus groups with examiners conducted by USPTO
in 2000 identified a need for improved communication across all levels of
the agency to assist in its efforts to retain examiners.' Accordingly, one of
the goals listed in the Commissioner of Patent’s 2003 performance
appraisal plan was to establish an effective communication strategy.
However, when we asked for the agency’s communication strategy, USPTO
management officials acknowledged the agency does not have a formal
strategy. Instead, USPTO officials provided us with a list of activities
undertaken by the agency to improve communication. However, most of
these activities focused on improving communication among managers but
not between managers and other levels of the organization, such as
between managers and patent examiners. The efforts to communicate with
examiners were largely confined to presenting information to examiners
and generally were not interactive, according to examiners.

Patent examiners and supervisory patent examiners that participated in
our focus groups frequently said that communication with USPTO
management was poor and that managers provided them with inadequate
or no information. They also said management is out of touch with
examiners and their concerns and that communication with managers
tends to be one way and hierarchical, with little opportunity for feedback.
Management officials told us that informal feedback can always be
provided by anyone in the organization—for example, through an e-mail to
anyone in management. However, some patent examiners believe they will
be penalized for offering any type of criticism of management actions or
decisions and therefore do not provide this kind of feedback.

The lack of communication between management and examiners is
exacerbated by the contentious working relationship between USPTO
management and union officials and the complexity of the rules about what
level of communication can occur between managers and examiners
without involving the union. Union officials stated that a more
collaborative spirit existed between USPTO and the examiners’ union from

8. Patent and Trademark Office, Retention Focus Sessions with Examiners and
Primary Evaminers, Center for Quality Service (Alexandria, Va., February 2000},
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the late 1990s to about 2001. During this period, both parties actively
worked to improve their relationship. For example, in 2001, USPTO
management and the union quickly reached an agreement that led to
increased pay for examiners and paved the way for electronic processing of
patent applications by having examiners rely more heavily on electronic
searches of relevant patent literature. According to union officials, this
agreement was negotiated in about 1-1/2 weeks, improved the morale of
patent examiners, and made them feel valued and appreciated. Since that
time however, both USPTO management and union officials agree that
their working relationship has not been as productive. Both say that
despite several attempts, neither USPTO managers nor union officials have
improved this relationship and that issues raised by either side are
routinely presented for arbitration hefore the Federal Labor Relations
Authority® because the two sides cannot agree. USPTO and union officials
are currently disputing the validity of their 1986 collective bargaining
agreement, which USPTO deems defunct. ?' In February 2004, this issue
was presented for arbitration to determine the validity of the agreement.
According to union officials, the arbitrator agreed with their position that
the agreement was still valid and ordered a 1-year hiatus on negotiations on
anew agreement. USPTO contends that the arbitrator said the two had
“tacit agreements” but did not define the term. In March 2005, without
continuing any debate regarding the validity of the 1986 agreement, USPTO
issued a proposed new collective bargaining agreement with the union. The
union denounced this proposal, reporting in its newsletter to examiners
that “USPTO declares war on employee professionalism and patent system
integrity.”

Some USPTO managers alluded to this contentious relationship as one of
the reasons why they have limited communication with patent examiners,
who are represented by the union even if they decide not to join.
Specifically, they believe they cannot solicit the input of employees directly
without engaging the union. Another official, however, told us that nothing
prevents the agency from having “town hall” type meetings to discuss

al Labor Relations Authority was established by the: Civil Service Reform Act of
il idi 2 ipin ishing policies and guid: relaling Lo

clations and with administering and rosolying disputos
under Title VI of the Civil Service Reform Act of 1078,

A eollective bargaining agrecment is an official contract between USPTO and the union
that sets forth the mutual understanding belween the ageney and union officials relative (o
personnel policics and practices and matters affecting the working conditions of patent
examiners.
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potential changes, as long as the agency does not promise examiners a
benefit that impacts their working conditions. Union officials agreed that
USPTO can invite comments from examiners on a plan or proposal;
however, if the proposal concerns a negotiating issue, the agency must
consult the examiners’ union, which is their exclusive representative with
regard to working conditions. For example, union officials said that agency
management can involve examiners on discussions of substantive issues
related to patent law and practice, such as how to implement electronic
filing, but must consult the union to obtain examiners’ views on issues such
as the development of the Strategic Plan which contains initiatives that
would entail, for example, additional reviews of examiners work and other
changes to working conditions.

Given the lack of effective communication mechanisms between
management and patent examiners and the poor relationship between
management and the union, patent examiners report little involvement in
providing input to key decision-making processes. For example, some of
the examiners in our focus groups stated that although they had heard of
the agency’s Strategic Plan, they were not involved in developing it and had
no idea what it entailed or how it was to be implemented. USPTO
management officials we spoke to acknowledged that employees had no
role in developing the Strategic Plan even though USPTO identifies its
employees as a key stakeholder in the plan. This lack of employee
involvement is not a new problem for the agency. For example, a study
about the agency’s performance measurement and rewards system
conducted in 1995 by a private consultant stated that the agency must
strive to include employees at all levels of the organization in the deci
making process to both introduce a variety of perspectives and experiences
and to generate the critical support of employees to any new system
developed.? Additionally, responses to employee surveys conducted in
1998 and 2001 by USPTO and others indicate that employees believed that
they did not play a meaningful role in decision making.” Specifically, a
quarter of the examiners surveyed in 1998 expressed satisfaction with their

sion-

son-Allen & Hamilton ne., PTO Goal Study—Task One: An. Assessmend. of the Currenl
swrements wnd Rewards System (May 1995).

Hirota Consulling, Palents: USPTO Survey Resulls (Alexandria, Va., November 2000);
USPTO, Office of Quality Management and Training, Center for Quality Scrvices, Patents:
2001 Employee Survey, Summary of Findings (Alexandria, Va., Septernber 2001); and
Center for Quality Scrvices, 2002 Federval Iiman Capital Survey, Overview of USPTO
Results (Washington, D.C., April 2003).
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level of involvement in decisions that atfect their work. In 2001, less than
half of examiners who responded to the survey said they believe USPTO
management trusts and respects them or values their opinions. Agency-
specific data from the 2004 federal human capital survey conducted by the
Office of Personnel Management have not been released.

Managers told us that examiners do not need to be involved in decision
making because all of the agency’s senior managers—from the
Commissioner down—“came up through the ranks.” Moreover, they said
the basic role of the agency has not changed in 200 years. As a result, senior
managers believe they bring the staff perspective to all planning and
decision-making activities. However, examiners in our focus groups believe
that senior managers are out of touch with the role of examiners, making
comments such as “I think it would help if upper management who haven’t
examined in decades could try to do some of it now—it’s so drastically
different than when they were doing it—and realize how difficult it is, and
then maybe they might get a clue. I really don’t think that they realize how
much work it takes to examine an application. It is so different than when
they were examining.” Examiners in our focus groups said that the lack of
comumunication and involvement has created an atmosphere of distrust in
management officials by examiners and has lowered examiners’ morale.

Examiners’ Monetary
Awards Are Based on
Outdated Assumptions
about the Time It Takes to
Process a Patent
Application

According to human capital models, an agency's compensation and
rewards system should help it attract, motivate, retain, and reward the
people it needs to achieve its goals. To ensure that their systems meet these
criteria, agencies should periodically assess how they compensate staff and
consider changes, as appropriate. Patent examiners’ monetary awards are
based largely on the number of patent applications they process, but the
assumptions underlying their annual application-processing quotas (called
production quotas) have not been updated since 1976. Depending on the
type of patent and the skill level of the examiner, each examiner is
expected to process an average of 87 applications per year at a rate of 19
hours per application. Examiners who consistently do not meet their
quotas may be dismissed. Patent examiners may earn cash awards based
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on the extent to which they exceed their production quotas.®! Althocugh
examiners in our focus groups generally support production quotas as a
way to guide their work and provide an objective basis for cash awards,
they said that the time estimates involved are no longer accurate.

Examiners in our focus groups told us that, in the last several decades, the
tasks for processing applications have greatly increased while the time
allowed has not. For example, examiners said the number of claims per
application have increased, which in turn increases the amount of relevant
literature they must review and analyze for each application. Also, while
the greater use of electronic search tools has improved their access to
relevant patent literature, the use of such tools has also increased the
amount of literature they must review. In addition, the complexity of
applications in some fields has increased significantly, requiring more time
for a quality review. Neither USPTO nor the examiners union has collected
information on the effects that such changes as improvements in electronic
search capabilities have had on the time required to review patent
applications.

Moreover, many examiners in our focus groups said that the time
limitations of the current production quotas are inconsistent with
producing high-quality work and do not adequately reflect the actual tasks
and time required to examine applications. For example, examiners have
responsibilities included in their job expectations, such as responding to
calls from applicants and the public and providing more documentation for
their decisions, which are not accounted for in the production model.
Examiners expressed concern that although the agency’s emphasis on
quality has increased under the Strategic Plan, examiners have not been
allowed more time to fulfill these increased responsibilities for quality, and
there are no negative consequences for examiners who produce low-quality
work. Examiners told us that voluntarily working overtime to meet quotas
is common at USPTO, and they find it demoralizing not to have enough
time to do a good quality job. In commenting on a draft of this report,
USPTO stated that quality is a critical element of an examiner’s
performance standards and if an examiner does not maintain quality, their

Hndividual goals arc adjusted based on the technology in the application and the skill level
of the examiner. For exanple, a junior patent examiner has more tine to process an
application than a senior i milarly, i ‘who process icatis or
biotechnology inventions have more time than examiners whe process applications for
some manufactured items.
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rating would reflect this deficiency. Consequences would depend on the
level of deficiency.

Employee surveys conducted since 1998 suggest that these concerns are
not new to the agency. Specifically, a quarter of the examiners who
responded to the agency's employee surveys during the period 1998 to 2001
said that the amount of time available for their work was sufficient to
produce high-quality products and services. The 1995 study conducted by a
private consultant also noted that USPTO is production driven and that the
agency’s emphasis on production placed considerable stress on examiners.
Although less than 25 percent of patent examiners who left USPTO in 2002
and 2004 actually completed an exit survey, about half who did cited
dissatistaction with the nature of the job, the production system, and the
workload as factors that had the most impact on their decision to leave the
agency.

In contrast, USPTO managers had a different perspective on the production
model and its impact on examiners. They stated that the time estimates
used in establishing production quotas do not need to be adjusted because
the efficiencies gained through actions such as the greater use of
technology have offset the demands resulting from changes such as greater
complexity of the applications and increases in the number of claims.
Moreover, they said that for an individual examiner, reviews of applications
that take more time than the estimated average are generally offset by
other reviews that take less time.

USPTO Does Not Require
Ongoing Technical
Education for Patent
Examiners

Current workforce models suggest that professional organizations such as
USPTO make appropriate investments in education, training, and other
developmental opportunities to help build the competencies of its
employees. Reviewing patent applications involves knowledge and
understanding of highly technical subjects, but USPTO does not require
ongoing training on these subjects. Instead, USPTO only requires newly
hired examiners to take extensive training on how to be a patent examiner
during the first year, and all other required training is focused on legal
training. For example, newly hired examiners are required, within their
first 10 months at the agency, to take about 200 hours of training on such
topics as procedures for examining patent applications, electronic tools
used in the examination process, and patent law and evidence. In addition,
almost all patent examiners are required to take a range of ongoing training
on legal matters, including patent law. As a result of the implementation of
some Strategic Plan initiatives, additional mandatory training to help
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examiners prepare for tests to certify their legal competency and ensure
their eligibility for promotion from a GS-12 level to a GS-13 is also required.
In addition, patent examiners who have the authority to issue patents
(generally GS-14s or above) must pass tests on the content of legal training
every 3 years. In contrast, patent examiners are not required to undertake
any ongoing training to maintain expertise in their area of technology, even
though the agency acknowledges that such training is important, especially
for electrical and electronic engineers. Specifically, in its 2001 justification
for examiners’ special pay rates, the agency stated, “Engineers who fail to
keep up with the rapid changes in technology, regardless of degree, risk
technological obsolescence.”

USPTO does otfer some voluntary in-house training, such as technology
fairs and industry days at which scientists and others are invited to lecture
to help keep patent examiners current on the technical aspects of their
work. Because this training is not required by USPTO, patent examiners
told us they are reluctant to attend such training given the time demands
involved. USPTO also offers a voluntary external training program for
examiners to update their technical skills. Under this program, examiners
may take technical courses related to their area of expertise at an
accredited college or university. USPTO will pay up to $5,000 per fiscal year
for each participant and up to $150 per course for required materials, such
as books and lab fees. In addition, agency managers told us the agency will
pay registration fees for a small number of examiners to attend
conferences, although sometimes it will not pay travel expenses. While
USPTO officials told us they knew of examiners who had taken advantage
of these opportunities, the agency could provide no data on the extent to
which examiners had taken advantage of these voluntary training
opportunities. Some examiners in our focus groups said that they did
participate in these training opportunities, but others said they did not
because of the monetary costs or personal time involved.

USPTO believes that a requirement for ongoing technical training is not
necessary for patent examiners because the nature of the job keeps them
up-to-date with the latest technology. According to agency officials, the
primary method for examiners to keep current in their technical fields is by
processing patent applications. However, patent examiners and
supervisors in our focus groups said that often the literature cited in the
application they review for patents, particularly in rapidly developing
technologies, is outdated, can be too narrowly focused, and does not
provide them the big picture of the field. For example, in certain fields,
such as computer sottware and biotechnology, some examiners told us that
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the information cited in the application may be several years old even
though it may have been current at the time the application was submitted.

Conclusions

To improve its ability to attract and retain the highly educated and qualitied
patent examiners it needs, USPTO has taken a number of steps recognized
by experts as characteristic of highly effective organizations. However, the
lack of an effective communication strategy and a collaborative
environment that is inclusive of all layers within the organization could
undermine some of USPTO’s efforts. Specifically, the lack of
communication and collaborative culture has resulted in a general distrust
of management by examiners and has caused a significant divide between
management and examiners on important issues such as the
appropriateness of the current production model and the need for technical
training. We believe that unless USPTO begins the process of developing an
open, transparent, and collaborative work environment, its etforts to hire
and retain examiners may be negatively impacted in the long run.

Recommendations for
Executive Action

We recommend that the Secretary of Commerce direct the Under Secretary
of Commerce for Intellectual Property and Director of the U.S. Patent and
Trademark Office to take the following two actions: develop formal
strategies to (1) improve communication between management and patent
examiners and between management and union officials, and (2) foster
greater collaboration among all levels of the organization to resolve key
issues discussed in this report, such as the assumptions underlying the
quota system and the need for required technical training.

Agency Comments and
Our Evaluation

In written comments on a draft of our report, the Under Secretary of
Commerce for Intellectual Property and Director of USPTO agreed with
our findings, conclusions, and recommendations. The agency’s comments
suggest that USPTO will develop a communication plan and labor
management strategy and educate and inform employees about progress
on initiatives, successes, and lessons learned. In addition, USPTO indicated
that it would develop a more formalized technical program for patent
examiners to ensure that their skills are fresh and ready to address state-of-
the-art technology. USPTO also provided technical comments that we have
incorporated, as appropriate. USPTO's comments are included in appendix
1L
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We are sending copies of this report to interested congressional
committees; the Secretary of Commerce; the Under Secretary tor
Intellectual Property and Comumissioner of the U.S. Patent and Trademark
Office; and other interested parties. We will also make copies available to
others upon request. In addition, the report will be available at no charge
on the GAO Web site at bt

If you or your staff have any questions about this report, please contact me
at (202) 512-3841 or mitiala = Contact points for our Offices of
Congressional Relations and Public Affairs may be found on the last page
of this report. GAO staft who made contributions to this report are listed in
appendix IV.

s . Mot

Anu K. Mittal
Director, Natural Resources
and Environment
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Scope and Methodology

We were asked to report on various efforts being undertaken by the U.S.
Patent and Trademark Office (USPTO) about its (1) overall progress in
implementing the initiatives in the 21st Century Strategic Plan related to
the patent organization; (2) efforts to attract and retain a qualified patent
workforce; and (3) remaining challenges, if any, in attracting and retaining
a qualified patent workforce.

To determine USPT('s progress toward implementing the Strategic Plan
initiatives for the patent organization, we reviewed the initiatives contained
in the plan, as well as agency documents regarding USPTO’s progress in
implementing each initiative. We also interviewed key USPTO officials and
union officials about the plan’s implementation.

To determine what actions USPTO has taken to attract and retain a
qualified patent workforce and what challenges, if any, the agency faces in
this area, we reviewed USPT(’s Workforce Plan and other policies and
practices related to human capital. We interviewed USPTO management,
union officials, and relevant interest groups, as well as officials from the
Department of Commerce, its Office of Inspector General (OIG), and the
Office of Personnel Management (OPM) about human capital initiatives
undertaken by USPTQ. We reviewed evaluations of USPTO human capital
management efforts by OIG and by a private consultant. We reviewed
USPTO employee surveys, USPTO documents on hiring and retention, and
OPM reports on USPTO. We also reviewed results from USPTO and OPM
employee surveys and compared human capital policies and practices with
best practices recommended by GAO and OPM. In addition, we attended a
USPTO career fair for patent examiners.

To obtain the perspective of patent examiners and supervisory patent
examiners on issues related to USPTO'’s ability to attract and retain a
qualified patent examination worlforce, we conducted 11 focus groups.
Participants were randomly selected from all patent examiners and
supervisory patent examiners who had been at USPTO at least 9 months. A
total of 91 examiners and supervisory examiners attended the focus
groups. The nuniber of participants in the groups ranged from 6 to 11;
participants in 8 of the groups were patent examiners while the other 3
groups enconmpassed supervisory patent examiners. Participants were
selected from both USPTO locations (Alexandria and Crystal City,
Virginia). We developed questions for the focus groups based on literature
reviews and by speaking with USPTO management, union officials, and
interest groups. In addition, we developed a short questionnaire that asked
for individual views of issues similar to those being discussed in the
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Scope and Methodology

groups. Following each discussion question, participants filled out the
corresponding questions in their questionnaires. Trained facilitators
conducted the focus groups and transcripts were professionally prepared.
Prior to using the transcripts, we checked each for accuracy and found that
they were sufficiently accurate for the purposes of this study.

We conducted a content analysis in order to produce a summary of the
respondents’ comments made during the focus groups. The classification
plan was developed by two GAO analysts who independently reviewed the
transcripts and proposed classification categories for each question. The
classification categories were tinalized through discussion with a third
analyst. One analyst then coded all comments made during each discussion
question into the categories. The accuracy of the coding was checked by
another analyst, who independently coded a random sample of transcript
pages for each question. The accuracy of the content coding was
sufficiently high for the purposes of this report. Finally, the number of
comments in each category and subcategory was tallied, and the resulting
summary of the comments was verified by a second analyst. A quantitative
analysis was conducted on the data from the questionnaires.

Our review focused exclusively on the activities of the patent organization
and not those of the trademark organization. We conducted our review
from June 2004 through May 2005 in accordance with generally accepted
government auditing standards.
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COmments from the U.S. Patent and
Trademark Office

UNDER SCCRETARY OF COMMERCE M08 INIZLLECTUAL PRIFZRTY AND
"DIRFETOR G THE U €13 SYATES PATENT 10 TRADAMHS OFFISE.

JUN -7 A0

Ms. Anu K. Mittal

Director, Natural Resources and Environment
U.S. Government Accountability Office
441G Street, NW.

‘Washington, D.C. 20548

Dear Ms. Mittak:

Thank you for the opportunity to comment on the Government Accountability Office (GAG)
draft report GAO-05-720 catitied, Intellectual Properiy: USPTO Has Made Progress in Hiring
Exaniners but Challenges to Reiention Remain.

We very much appreciate the effort your team made in reviewing: (1) overall progress in
implementing the initiatives in the 21% Century Strategic Plan related to the Patent organization;
(2) efforts to attract and retain a qualified patent workforce; and (3) remaining challenges, if any,
in attracting and retaining a qualificd patent workforce.

USPTO's first priority, as stated in the 27" Century Strategic Pian, is improving the quality of
the patents that we issue and trademarks that we register. This priority rests on the premise that
American innovators deserve our absolute best efforts to ensure enforceable intellectual property
tights here and abroad. To implement this priority, we have focused on both workforce and
process improvemments.

We appreciate the report’s acknowledgment that the USPTO has fully or partially implemented
all 23 initiatives focused on improving the skills of employees, enhancing quality assuzance, and
improving the patent system through changes in existing laws or regulations. We arc proud that
all of the capability initiatives have been partially or fully implemented in such a short amount of
time.

By way of updte, afier GAO coucluded ifs review, the USPTO issued three Requests for
Proposals for the three outsourcing initiatives aimed at reducing pendency, including Pre-Grant
cation Classificati i and Patent Cooperation Treaty Search.

As GAO states in its draft report, the USPTO has taken significant steps to attract and train a
qualified patent examination workforce. Specifically, we have enhanced our recruiting cfforts,

P.0. Box 1450, Alexandria, Virginia 223131450 - www USPTO.CoV
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Comments from the U.S. Patent and
Trademark Office

using many of the human capital benefits available under Federal personnct regulations. Some
aspects of the USPTO’s recruitment practices are well established. For example, our hiring and
recruitment efforts have always targeted schools wih strong engineering and science programs
USPTO recruiters have historically visited such schools, and have also reached out to qualified
candidates by hosting job fairs and attending conferences sponsored by professional socicties.

The USPTO makes every effort to maintain its highly attractive benefits program, consistent
with responsible fiscal management. While lack of funding led the USPTO to suspend its
popular law school program in fiscal years 2002 and 2003, the program was reinstated in 2004 as
soon as funding was available. We are pleased that, with the full support of the Administration
and Congress, USPTO now has the funds available to hire patent examiners at levels sufficient to
keep pace with increased patent application filings. While our inability to hire has resulted in a
record backlog of patent applications awaiting action, we hope to secure a long-term fee
structore that will permit necessary patent examiner and support hiring, as well as the capacity to
provide valuable benefits to our workforce.

There is no USPTO without our employees. We must be able to recruit and retain the best
employees, and a strong human capital management program is a prerequisite for success. Prior
to this year, our Office of the Chiel Administrative Officer (CAO) had been combined with our
Office of the Chief Financial Officer. One SES manager had oversight and responsibility for
both budget and fiscal corporate planning activities, as well as all human capital management
fonctions. Clearly, o one person could meaningfully cover so much territory. Recognizing the
practica} imits of placing so much management responsibility with one person, and
acknowledging the importance of the CAO function to USPTO's success, in March 2005, T
directed the realignment of the functions, progrars and activities under the former Chief
Financial Officer and Chief Administrative Officer into two distinct organizational units: (1) the
Chief Financial Officer, and (2) the Chief Administrative Officer (CAQ). This realignment
created two distinct organizations reporting to the Under Secretary and Director: one for
planning, (inancial management and outsourcing activities; and, a second. for admmistrative and
human capital management activities. Separating these functions is designed to strengthen the
Office’s ability to effectively direct management focus to critical human capital efforts,
including training, lab relations, and issues.

Consistent with this realignment, in May 2005 the USPTO hired a new CAO. Under the now
CAO's leadership, the USPTO will establish a Human Capital Council composed of senior-level
representatives from all USPTO business units, and will develop a Comprehensive Human
Capital Improvement Plan.

We agree with GAO's finding that key improvements still need to be made, such as:

(1) improving communication between management and patent examiners and between
management and union officials; and (2) fostering greater collaboration among all levels of the
organization

Page 37 GAO-05-720 Intellectual Property



96

Appendix T1
Comments from the U.S. Patent and
Trademark Office

The following are our commenis on the specific recommendations contained in the Draft Report:

1- “improve ication between and patent examiners and
between management and union officials”

The USPTO acknowledges that 4 formal method of obtaining input (rom employees should be
established. For that reason, management has extended a standing offer to the examiners’ union
to meet regularly to discuss any issues of concern,

The USPTO participated in the Office of Personnel Management’s (OPM) 2004 Federal Human
Capital Survey. We are working with OPM to further analyze employees” response duta. This
effort will pravide insights into the arcas to which we should initially direct our focus. We also
hope to use (his data to develap a ication plan and lab strategy directed
at incressing awareness and understanding of USPTO goals, objectives and programs; educating
employees on how they can contribute to these efforts and their impacts on the USPTO; and
continually informing our employees about progress on initiatives, successes, and lessons
Teanned.

Recommendation 2 — “foster greater collaboration among all levels of the organization 1o
resolve key issues discussed in this repart such as the assumptions underlying the quota system
and the need for required technical iraining”

A recent report from the Office of the Inspector General (OIG) of the Department of Commerce
found that a seduction in examiner's goals would be justified based on efficiencies that have
been gained through various automated systems that have been deployed by USPTO. We
assume that GAO's findings are not meant 10 suggest that morc time may be needed for
examination. In this regard, it is important to notc that 4 new award package has been developed
which is closely tied to the USPTO's goals and is presently the subject of proposcd negotiation
with the examiners’ union.

The USPTO has an active pragram of techrology-specific training for all examiners. Examiners
are encouraged to maintain current technical knowledge in their fields through the offering of
wition reimbursement for any job-related technical raining, and through the use of on-site
technology fairs and tochnology-centered training seminacs. To further support examiners in
their efforts to keop current with technological trends, managers help plan and host technology
specific events designed for enhanced examiner learning. Examiners are encouraged (o attend
such (raining, and are given non-production lime 10 participate in these activitivs, Most sessions
are filled to capacity. Additionally, examiners are granted non-production time for technical
training events, including Techuoiogy Forums in arcas of emerging technologics, regularly
scheduled technical lectures series by outside scientists, and off-site visits lo meet with scientists
from academia, government and private industry.

In addition to these ongoing efforts, we will develop a more formalized technical training
program for patent examincrs, to ensure that their skills are fresh and ready to address state-of-
the-art techrology in patent applications.
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Comments from the U.S. Patent and
Trademark Office

We have also provided an enclosure with a list of specific comments that clarify and/or correct
certain points covered in your report.

GAO employces worked long hours to prepare the draft report. [ would like to thank you and the
GAO team, and specifically mention Ms. Cheryt Williams, Ms. Vondalee Hunt, Ms. Iiga
Semeiks, and Mr. Don Pless. {understand that Ms. Williems, Ms. Hunt, and Ms. Semeiks spent
many hours talking to USPTO employees, conducting interviews and focus sessions, and of
course, roviewing documents and writing the draft repart itself. We thank you for your
dedication to the highest standards of professionatism in preparing the draft report.

Again, we appreciate this oppartunity to comment on the draft report.

Sincerely,
ad
I DUDAS

UndozSecretary and Director

Enclosure
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Progress on Strategic Plan Initiatives

USPTO issued its 21st Century Strategic Plan in June 2002, then updated
and rereleased it in February 2003. The Strategic Plan responds to the
Government Performance and Results Act and direction from Congress.
The plan is centered on three themes—capability, productivity, and agility.

Strategic Theme: To become a more capable organization that enhances quality through
C bilit workforce and process improvements, UUSPTO developed initiatives to
apabllity improve the skills of its workforce (transformation), enhance its quality

assurance program (quality), and improve processes through rule changes
or proposed legislative changes (legislative/rules changes).

Table 8: USPTO Capability Initiatives

Status of actions

planned through
Capability initiatives D 201 details
Transformation
Increase the pool of competent, qualified candidates  Implemented Actions implemented: USPTO developed award criteria
for management positions, and reward current and sought input from the supervisory examiners'
managers by offering awards of up to 10 percent of professional association and USPTO senior managers.
base salary as part of the compensation package. The program was approved in 2003, and performance
appraisal plans for supervisory examiners were revised
for 2004. As of November 2004, awards had been paid to
all qualifying managers.
Transform the workplace by exploring alternative Implemented Actions implemented: Conducted preliminary

organizational concepts and structures

consultations and research with the National Academy of
Public Administration in 2002

Develop interim pre-employment measures to assess
English language oral and written communication
skills for new patent examiners.

Implemented Actions implemented: Developed procedures for
supervisory patent examiners and hiring officials to use in
assessing communication skills, and trained individuals in
their use.
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Progress on Strategic Plan Initiatives

(Continued From Previous Page)

Status of actions

planned through

Capability initiatives D 200 details

Recertify the skills of examiners with the authorityto  Implemented Actions implemented: Developed an examination to

issue patents {primary examiners) through recertify primary examiners every 3 years. As of

examinations and expanded reviews of work December 2004, approximately one-third of primary

products. examiners had successfully completed the examination
An additional one-third will be tested in 2005 and 20086.
Thereafter, primary examiners will be retested once every
3 years. Increase the number of primary examiners' work
products that are reviewed in annual quality reviews to
more than four. Require primary examiners to pass
examinations on the content of periodic training on
changes in patent law, practice, or procedures.

Certify the knowledge, skills, and abilities of Implemented Actions implemented: In 2003, USPTO developed a legal

examiners before they are promoted to a position with competency examination to certify the skills of patent

the authority to negotiate with applicants (partial examiners prior to promotion to GS-13. From March

signatory authority or GS-13 level). through December 2004, 152 examiners had
successfully completed the examination and been
promoted. Another 85 had taken the examination to help
them prepare for future promotion. The requirement to
pass the examination became effective March 1, 2004.

Use examinations and other means to ensure that Partial Actions implemented: In 2003, USPTO identified the

new patent examiners possess the requisite knowledge, skills, and abilities needed for patent

knowledge, skills, and abilities prior to initial examiners, established training units in work groups for

promotion decisions new examiners (Training Art Units), and developed
recruitment materials to better educate candidates on the
nature of the work.
Actions not implemented: USPTO has not sought OPM
approval to extend the probationary period for patent
examiners to two years, developed a structured process
for promotions after the first 6 or 12 months, or developed
a pre-employment test to identify candidates with
characteristics of successful examiners

Implement a pre-employment test to assess English  Partial Actions implemented: Vacancy announcements include

language oral and written communication skills for English language proficiency as a requirement; the

new patent examiners. automated application system was modified to include a

writing sample, and in-person interviews are used to
assess oral communication skills. To the extent possible,
check references regarding communication skills.
USPTO assessed the communication skills of all patent
examiners hired from 2002 to 2004,

Actions not implemented: The design and
implementation of an automated pre-employment test
was deferred due to a lack of funding, according to
USPTO officials.
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(Continued From Previous Page)

Status of actions

planned through

Capability initiatives D 200 details

Improve the selection and training of supervisory Partial Actions implemented: In November 2003, USPTO added

patent examiners. proficiency in supervisory skills to the requirements for
selection as a supervisory patent examiner. In 2004,
applicants for supervisory positions were required to pass
a certification examination. Some training modules, such
as coaching and feedback, have been developed and
offered.
Actions not implemented: Although a full complement of
training was to be in place by September 2004, some
courses are being considered or under development,
including various management development courses.

Create an Enterprise Training Division in the Office of Partial Actions implemented: USPTO developed a draft action

Human Resources to centralize responsibility for plan to create an Enterprise Training Divisicn in

legally required hard and soft skills, leadership, and November 2004 and began work to select a USPTO-wide

other agencywide training as well as coordinating learning management system, implement an e-learning

agencywide training policy and tracking funds spent pilot, and establish a development center.

on training
Actions not implemented: This initiative was to have been
completed in 2003 but has not been implemented

Quality

Expand the current internal quality review programto  Implemented Actions implemented: By October 2004 the Office of

include works in progress. Patent Quality Assurance (OPQA) had expanded its
quality reviews to include reviews of works in process.
The results of these reviews will be reported in the
agency's fiscal year 2005 accountability report.

Establish in each technology center some level of Implemented Actions implemented: By October 2004, managers for

“second pair of eyes” reviews of work products. each technology center have designed and implemented
quality assurance reviews that include some level of
second pair of eyes review. In addition, results from
OPQA reviews identify work units with high error rates for
more intensive second pair of eyes reviews. Quality
reviewers in each technology center alsc annually review
work products for examiners as part of performance
appraisals.

Augment periodic comprehensive customer surveys  Implemented Actions implemented: Adjust the timing of comprehensive

with surveys on specific applications {transactional surveys to every other year and conduct transactional

surveys). surveys in the off years. The first transactional survey

was conducted in 2003. Although USPTO has conducted
surveys under generic approval from the Office of
Management and Budget (OMB) since 1995, beginning
in 2004, each survey must be reviewed and approved
separately by OMB, a process that can take about 6
months. As a result, USPTO did not conduct a
comprehensive survey in 2004
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Progress on Strategic Plan Initiatives

(Continued From Previous Page)

Status of actions
planned through
Capability initiatives D 200

details

Evaluate the quality of searches conducted by patent  Partial
examiners.

Actions implemented: OPQA is developing a plan and a
set of criteria

Actions not implemented: OPQA reviews, both in process
and end of examination (allowance) reviews, do not
include an examination of the adequacy and
comprehensiveness of the examiner's search. USPTO
officials will pilot their plan and commence such reviews
in fiscal year 2006.

Enhance the quality of the reviewable record of the Partial Actions implemented: Revised the interview summary

examination process. form to provide a means for applicants and examiners to
provide additional information on the content of interview.
Revised the Manual of Patent Examining Procedures to
reflect the change, and informally trained examiners.
Examiners and applicants are strongly encouraged, but
not required, to elaborate on decisions or the content of
interviews.
Actions not implemented: Examiners and applicants are
not currently required to provide additional information
regarding the content of interviews or elaborate on the
reasons for decisions.

Legislative and rule changes

Delete the requirement for physical surrender of the  Implemented Actions implemented: Implemented through rules

original patent when USPTO reissues a patent that changes that became effective in September 2004,

was defective.

Certify the legal knowledge of patent attorneys and Partial Actions implemented: In 2004, USPTO selected a

agents registering to practice before USPTO, and
periodically recertify the legal knowledge of registered
attorneys and agents and harmonize ethics standards
with those used by states.

contractor and began offering registration examinations
electronically year—round. In December 2003, USPTO
issued proposed rules to harmonize ethics and
disciplinary actions with the requirements in place in most
states, and obtained OMB approval for the ethics and
disciplinary changes. USPTO will adjust questions on the
registration examination as needed to reflect changes in
patent law and practice.

Actions not implemented: USPTO did not acquire the
hardware and software to accept electronic registration
forms due to funding limitations, according to USPTO
officials. As of December 2004, USPTQO had not
implemented a continuing legal education program and
recertification examination that was to have been in
place.
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(Continued From Previous Page)

Status of actions

planned through
Capability initiatives De 200 details
Evaluate whether to adopt a unity standard to Partial Actions implemented: In 2003, USPTO began a study of
harmonize U.S. examination practices with the changes needed to adopt a unity standard and
international standards and allow U.S. applicants to sought public comment. Based on the comments
obtain a single patent on related claims that must received, USPTO consulted with stakeholders on other
currently be pursued in separate patent applications options. In 2004 the agency conducted a business impact
in the United States. analysis of four options that is currently under review.
Actions not implemented: USPTO has not completed its
analysis, reached a decision, or drafted and introduced
implementing legislation.
Simplify adjustments to the length of time during Partial Actions implemented: USPTO is drafting proposed
which inventors can exclude others from making, islation and administrative cl to
using, or selling an invention, called the patent term. introduce the draft legislation.
Actions not implemented: Further action depends upon
passage of the legislation, which is anticipated by 2008.
Amend current legislation to permit individuals who Partial Actions implemented: USPTO is drafting proposed
have been assigned the rights to a patent, called the legislation and obtaining administrative clearance to
assignes, to sign an oath stating that the inventor is introduce the draft legislation.
the original and first inventor of the invention
described in the patent application Actions not implemented: Further action depends upon
passage of the legislation, which is anticipated by 2008.
Permit assignees to seek to broaden the claims in an  Partial Actions implemented: The change requires legislation to
application without the signature of the inventor. amend current law and subsequent rule making by
USPTO. USPTO is drafting legislation.
Actions not implemented: Further action depends upon
passage of the legislation, which is anticipated by 2008.
May be merged with the initiative above.
Correct an inconsistency regarding the treatment of ~ Partial Actions implemented: The change requires legislation to
unintentionally delayed submission of claims related amend current law and subsequent rule making by
to a previously filed provisional patent application USPTO. USPTQ is drafting legislation.
Actions not implemented: Further action depends upon
passage of the legislation, which is anticipated by 2008.
Eliminate provisions that allow inventors to request Partial Actions implemented: USPTQ is drafting proposed

publications of redacted versions of their applications
and that require USPTO to publish applications for
plant patents, which are typically granted in less time
than the 18-month requirement to publish
applications.

legislation and obtaining administrative clearance to
introduce the draft legislation.

Actions not implemented: Further action depends upon
passage of the legislation, which is anticipated by 2008.
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(Continued From Previous Page)

Status of actions

planned through
Capability initiatives De 200 details
Amend current legislation regarding certain Partial Actions implemented: The change requires legislation to
limitations on an inventor’s right to obtain a patent. amend current law and subsequent rule making by
Currently, inventors are barred from obtaining a USPTO. USPTQ is drafting legislation.
patent on one or more claims that have already been
patented by another or published in domestic or Actions not implemented: Further action depends upon
foreign applications, unless the applicant files within passage of the legislation, which is anticipated by 2008.
one year of publication. Because examiners have not
determined whether claims in published applications
are patentable, the initiative is to delete the bar as it
relates to published domestic or foreign applications,
and to retain the bar only as it relates to claims in
patents that have been granted.
Source: GAD analysis of USPTO data

Strategic Theme: The agency’s productivity initiatives are designed to accelerate the time to
P d t . process patent applications by offering a range of examination options to

roduc 1V1ty applicants, reducing the responsibilities examiners have tor searches of

literature related to applications (pendency and accelerated examination),
and creating financial incentives for applicants as well as an improved
postgrant review process (shared responsibility).

Table 9: USPTO Productivity Initiatives

Status of actions
planned through
Productivity initiatives December 2004 Implementation details
Fee restructuring Partial Actions implemented: For 2005 and 2006, Congress passed
legislation allowing USPTO to increase and restructure the fees it
charges applicants to include separate components for filing the
application, the examiner's search of relevart literature, and the
review of specifications for the proposed invention to determine
their patentability. In addition the legislation grants USPTO the
authority to refund portions of the domestic and international
application fees under certain circumstances and to charge
higher fees for applications with claims and drawings for the
proposed invention that exceed 100 pages.

Actions not implemented: USPTO has not issued proposed or
final rules to allow for refunding domestic fees.
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(Continued From Previous Page)

Productivity initiatives

Status of actions
planned through
December 2004 Implementation details

Offer patent applicants a choice of up to
five examination options based in part on
the ability to rely on searches conducted
by other entities and revise fees
accordingly.

Not implemented Progress to date: Preliminary planning only.

Actions not implemented: This initiative is related to the flexibility
and work-sharing initiatives, and implementation depends upon
access to additional funds, according to USPTO officials. In 2005,
USPTO will continue efforts to select contracters and negotiate bi-
and multilateral agreements with other intellectual property

offices.
Offer applicants seeking patents the Not implemented Actions implemented: This initiative seeks to expand the option
option for an accelerated examination in for | d examination to applicants for all types of patents.

exchange for payment of a fee

The option is currently available to applicants seeking utility
patents but is not widely used.

Actions not implemented: USPTO has not conducted a pilot
program or drafted proposed rules or legislation

Revise postgrant review procedures to
allow for greater public input.

Not implemented Actions implemented: USPTO drafted proposed legislation that
was introduced in 2004 but not passed. House members of both
parties have indicated they will introduce the legislation for
consideration by the current session.

Actions not implemented: Because the legislation was not
enacted, no implementing rules or other actions were taken. The
legislation and rule changes are expected to be in place by 2008.

Source: GAQ analysis of USPTO data.

Strategic Theme:
Agility

To become an organization that responds quickly and efficiently to changes
in the economy, the marketplace, and the nature and size of workloads,
USPTO developed initiatives to implement electronic beginning-to-end
processing of patents (e-government), increase reliance on the private
sector or other intellectual property offices (flexibility), and streamline
international patent systems and strengthen protection of patent rights as
well as share search results with other international patent offices (global
development).
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Progress on Strategic Plan Initiatives

Table 10: USPTO Agility Initiatives

Agility initiatives

Status of actions
planned through
December 2004

Implementation details

Establish an information technology
security program for fully certifying and
accrediting the security of automated
information systems.

Implemented

Actions implemented: In 2003 and 2004, USPTO achieved full
accreditation and certification for its seven mission critical
systems, its classified system, and its eight business essential
systemns. External reviewers noted that many of the risks they
identified could be addressed in the course of routine
administration, although some, such as development of policy
statements and monitoring programs, would need strategic
planning and resources to address. In 2004, the Office of the
Inspector General removed information security as a material
weakness at USPTO. The agency has an ongoing program to
annually complete security self-assessments of major systems
including the use of scanning tools to identify weaknesses and
intrusion detection systems. In 2003 and 2004, all USPTO staff
and contractors completed the annual security training
requirements.

Implement an operational system to
process patent applications electronically,
including electronic image capture of all
incoming and outgoing paper documents.

Partial

Actions implemented: Using an incremental approach, USPTO
adopted an image-based electronic-pracessing system for
examiners. In fiscal year 2004, examiners processed almost 90
percent of patent applications electronically. In 2003, all paper
files of pending applications and newly received applications
were scanned into image files, and applicants could access their
files aver the Internet. In 2004, the public could access all
publicly available patent application files via the Internet.

Actions not implemented: USPTO did not achieve the ability to
exchange electronic documents with the European Patent Office
(EPQ) that had been anticipated. Some tasks were eliminated
due to both technical changes in the electronic systems used by
each office and budgetary concerns. However, USPTQ is still
working with EPO to finalize security and protocol between the
two servers. In addition, USPTO is waiting for EPO to deliver
software that creates a submission package in compliance with
USPTO's national electronic filing standards.

Develop an automated information system
to support a postgrant patent review
process

Partial

Actions implemented: Rules have been changed to generally
allow for electronically filing of documents and for adopting
streamlined processes implemented since 1988. In 2002,
USPTO began a pilot program and trained additional judges in
the streamlined procedures.

Actions not implemented: USPTO has not defined e-records
management schedules, completed the design for basic
electronic- processing, or implemented full electronic-
processing capabilities, such as text searching of all documents
and the ability to receive, file, store, and view multimedia files.
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Appendix TTT
Progress on Strategic Plan Initiatives

(Continued From Previous Page)

Status of actions
planned through

Agility initiatives December 2004 Implementation details

Ensure continuity in the availability of Partial
business critical data in the event of a
catastrophic failure of the agency's data

center.

Actions implemented: USPTO has completed its analysis of the
impact to its business operations from the catastrophic loss of
data and efforts to recover essential data. Specifically, USPTO
has identified critical services and the associated applications
required to provide those services; assessed how critical
applications are to business operations; compiled recovery
priority lists for each line of business; and compiled vendor cost
data to support its plan.

Actions not implemented: USPTO has not had sufficient funding
to acquire the hardware, software, staff, and facilities for a
secondary data center. Acquisition of the secondary data center,
scheduled for operation in June 2004, has been postponed until
2005 and remains dependent on adequate funding. Until USPTO
acquires funding for the secondary data center, the agency will
continue to back up its critical data on a daily basis to tapes that
are stored in a separate location

Promote substantive patent law Partial
harmonization in the framework of the

World Intellectual Property Organization

(WIPO), resolve major issues, and pursue
harmonization goals to strengthen the

rights of American intellectual property

owners by making it easier to obtain

international protection for their inventions.

Actions implemented: Substantive patent treaty discussions
were held in May 2004 during the meeting of the WIPO Standing
Gommittee on the Law of Patents in Geneva. Major issues
addressed included the first-to-file (European standard) versus
the first-to-invent (U.S. standard), subject matter eligibility, and
access to genetic resources.

Because of the sensitive and confidential nature of this initiative,
specific details were not published and no date was given for
implementation.

Pursue bi- or multilateral agreements with  Partial
other intellectual property offices to share
patent search results.

Actions implemented: Pilot programs to compare search results
were completed in 2003 and 2004 with the Japan and European
Patent Offices and with patent offices in Australia and the United
Kingdom. Analysis of the results was hampered because the
pilot programs did not allow for sharing of search histories. A
new pilot is ongoing that includes sharing information on the
areas searched and on the queries used. USPTO is working to
effect legal changes that would facilitate the use of searches
conducted by other intellectual property offices.

No date was given for completion of the ongeing pilet or
implementation of search sharing and legislative changes.

Accelerate Patent Cooperation Treaty Partial
(PCT) reform efforts, focusing on USPTO's
proposal to simplify processing.

Actions implemented: USPTO indicated that some reform
procedures were adopted in January 2004

Because of the sensitive and confidential nature of this initiative,
specific details were not published and no date was given for
implementation. USPTO indicated it would continue to press for
further reforms at the PCT Reform Working Group meeting in
May 2005,
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Appendix TTT

Progress on Strategic Plan Initiatives

(Continued From Previous Page)

Status of actions

planned through

Agility initiatives December 2004

Implementation details

Rely on private sector to classify patent
documents.

Not implemented

Progress to date: In 2002 and 2003, USPTO began to identify
potential contractors, obtained OMB agreement to contract the
search activities, and began to define the contract requirements.
According to agency officials, funding constraints halted further
action. The efforts were planned for implementation in the spring
of 2004.

Update: In 2005, USPTO will assign a new team to determine
what changes, if any, are needed because of the delayed
implementation.

Rely on private sector to support national ~ Not implemented
application and Patent Cooperation Treaty
search activities.

Progress to date: In 2002 and 2003, USPTO began to identify
potential contracters, cbtained OMB agreement to contract the
search activities, and began to define the contract requirements.
According to agency officials, funding constraints halted further
action. The efforts were planned for implementation in the spring
of 2004.

Update: In 2005, USPTO will assign a new team to determine
what changes, if any, are needed because of the delayed
implementation.

Rely on private sector to transition to a
new patent classification system
harmonized with the systems used by the
Japan and European Patent Offices.

Not implemented

Progress to date: In 2002 and 2003, USPTO began to identify
potential contractors, cbtained OMB agreement to contract the
search activities, obtained legal advice, and began to define the
contract requirements. According to agency officials, funding
constraints halted further action. The efforts were planned for
implementation in the spring of 2004.

Update: In 2005, USPTO will assign a new team to determine
what changes, if any, are needed because of the delayed
implementation.

Develop stringent conflict of interest
clauses for search firms rather than a
programm to certify search firms

Not implemented

Progress to date: In 2002 and 2003, USPTO began to identify
potential contractors, obtained OMB agreement to contract the
search activities, and began to define the contract requirements.
According to agency officials, funding constraints halted further
action. The efforts were planned for implementation in the spring
of 2004.

Update: In December 2004, legislation passed by Congress set
new requirements for outsourcing searching functions, which no
longer includes certification of search firms, but instead requires
stringent conflict of interest clauses.

‘Source: GAD analysis of USPTO data.
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Why GAO Did This Study

The volume and complexity of
patent applications to the U.S.
Patent and Trademark Office
(USPTO) have increased
significantly in recent years,
lengthening the time needed to
process patents. Annual
applications have grown from
about 185,000 to over 350,000 in the
last 10 years and are projected to
exceed 450,000 by 2009 (see
figure). Coupled with this growth is
abacklog of about 750,000
applications.

USPTO has long recognized the
need to automate its patent
processing and, over the past two
decades, has been engaged in
various automation projects.
Accordingly, GAO was asked to,
among other things, assess
progress to date and any problems
facing USPTO as it develops the
capability to efficiently handle
patent information electronically.

What GAO Recommends

To better position USPTO to
improve its patent process through
the use of automation, GAO is
making recommendations to the
Secretary of Commerce that
address the agency’s management
of its patent automation strategy
and related information technology
investments. In commenting on this
report, USPTO generally agreed
with our findings, conclusions, and
recommendations. However, the
agency only partially agreed with
several material aspects of our
assessment.
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Key Processes for Managing Patent
Automation Strategy Need Strengthening

What GAO Found

As part of its strategy to achieve a paperless, electronic patent process,
USPTO had planned to deliver an operational patent system by October
2004. It has been able to deliver important capabilities, such as allowing
patent applicants to electronically file and view the status of their patent
applications and the public to search published patents. Nonetheless, after
spending over $1 billion on its efforts from 1983 through 2004, the agency’s
existing automation has not provided the fully integrated, electronic patent
process articulated in its automation plans, and when and how this process
will be achieved is uncertain. Key systems that USPTO is relying on to help
reach this goal—an electronic application filing system and a document
imaging system—have not provided capabilities that are essential to
operating in a fully electronic environment. Contributing to this situation is
that the agency took an ad hoc approach to planning and managing its
implementation of these systems, in which it lacked effective analysis of
system requirements, alternatives, and costs; made acquisition decisions
based on management judgment; and acquired software that did not meet its
needs.

USPTO’s ineffective planning and management of its patent automation
initiatives, in large measure, can be attributed to enterprise-level, systemic
weaknesses in its information technology investment management
processes. Although the agency had begun instituting essential investment
management mechanisms, such as its enterprise architecture framework, it
had not yet finalized its capital planning and investment control process nor
established necessary linkages between the process and its architecture to
guide the development and implementation of its information technology.
The Under Secretary of Commerce for Intellectual Property and USPTO’s
chief information officer acknowledged the need for improvement, but
specific plans for resolving problems have not yet been developed.

Actual and Projected Patent Applications, Fiscal Years 1994-2009
Applications in thousands
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|:| Actual applications (includes utity, plant, and reissue patent applications)

[:| Projected applications (includes utilty, plant, and reissue patent applications)
Source: USPTO data.
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United States Government Accountability Office
‘Washington, D.C. 20548

June 17, 2005

The Honorable Frank R. Wolf

Chairman

Subcommittee on Science, the Departments of State,
Justice, and Commerce, and Related Agencies

Committee on Appropriations

House of Representatives

The Honorable F. James Sensenbrenner, Jr.
Chairman

Committee on the Judiciary

House of Representatives

The United States Patent and Trademark Office (USPTO) helps to promote
industrial and technological progress in the United States and to strengthen
the national economy by administering the laws relating to patents and
trademarks. A critical part of the agency’s mission is to examine patent
applications and issue patents. However, the rapid growth in both the
volume and complexity of applications to USPTO has lengthened the time
necessary to process patents and raised concerns about the quality of the
patents that are issued. The number of patent applications tiled annually
has increased 91 percent over the last 10 years, from about 185,000 in 1994
to over 350,000 in 2004. Coupled with this growing workload is a 28-month
backlog of approximately 750,000 applications.

USPTO has long recognized the need to improve its patent processing
capability and, for the past two decades, has engaged in various efforts to
automate its patent process. In light of the agency’s actions, at your
request, this report describes USPTO's strategy for automating its patent
process and assesses its progress and any problems faced in developing
and using electronic information and systems to achieve this capability. We
plan to issue a separate report that will address the agency’s progress in
achieving its strategic milestones and maintaining a qualified workforce.!

To accomplish this objective, we reviewed USPTO's current and selected
past initiatives to develop and implement automated patent processing
capabilities. We analyzed programmatic and technical documentation

Examiners, but
une 17, 2005).

*GAO, Intellectual Property: USPTO Ilas
Challenges to Retention Remain, GA0-)

ade Progress in IT:
(Washington, D.C.:
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describing the agency’s patent process, current electronic processing
capabilities, and plans for future automation. We also evaluated available
project management documentation, such as project plans, time lines, and
status reports, to determiine its progress in implementing a fully automated
patent process. In addition, we assessed the agency’s consideration of key
information technology investment management processes and practices
in planning and managing the patent automation initiatives. Further, we
reviewed agency information on the cost of its automation efforts;
however, we did not verify the accuracy of the cost data. To supplement
our analysis, we interviewed senior patent officials, including the Deputy
Commissioner for Patent Resources Planning and the USPTO chief
information officer and, as part of a series of focus groups, selected patent
examiners regarding the implementation and use of the systems supporting
USPTO’s patent process. We also discussed the patent automation efforts
with the Under Secretary of Commerce for Intellectual Property (who
serves as the director of USPTO). We conducted our study from June 2004
through April 2005 in accordance with generally accepted government
auditing standards. Appendix I contains a detailed discussion of the scope
and methodology of our review.

Results in Brief

USPTO is pursuing a long-standing strategy to implement a paperless,
electronic patent process, with the goal of replacing the manual processing
of applications with capabilities for electronically researching patent
information and viewing and manipulating application text throughout all
processing phases. To achieve this electronic process, the agency plans to
integrate its existing systems that enable capabilities such as electronic
filing of applications with new document imaging and text processing and
sophisticated document management and workflow capabilities. As part of
its 21st Century Strategic Plan, issued in 2002, the agency announced an
acceleration of its goal of delivering an operational system to electronically
process patents—from fiscal year 2006 to October 1, 2004.

USPTO has made progress in delivering functionality through information
systems that it has implemented, such as electronic filing and patent
application classification and search, as well as Internet access for patent
applicants and the public, respectively, to view the status of their
applications and to search existing published patents. Nonetheless,
collectively, these automated functions have not provided the fully
integrated end-to-end patent processing capability articulated in USPTO’s
automation plans. Two of the primary systems that the agency is relying on
to enhance its capabilities—its electronic filing system and a document

Page 2 GAO-05-336 Intellectual Property: Patent Automation Strategy
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imaging system that it acquired from the European Patent Office called
Image File Wrapper—have not yielded processing improvements that the
agency had deemed essential to operate successfully in an electronic
environment. Specifically, patent filers have stated that the electronic filing
system is cumbersome, time-consuming, and costly, and does not meet
their business and technical needs; thus, fewer than 2 percent of all patent
applications are submitted to USPTO electronically. In addition, the Image
File Wrapper has experienced performance problems and, according to
patent officials, has not provided many of the capabilities deemed essential
to eliminating manual actions and improving worker productivity.
Contributing to this situation is that the agency took an ad hoc approach to
planning and managing its implementation of these systems. Information
technology best practices emphasize the need for agencies to undertake
projects in a disciplined manner based on well-established business cases
that articulate agreed-upon business and technical requirements; include
analyses of project alternatives, costs, and benefits; and include measures
for tracking project costs, schedules, and performance through their life
cycle. However, patent officials did not rely on such critical measures to
guide their implementation of these key initiatives.

USPTO’s ineffective planning and management of its patent automation
projects, in large measure, can be attributed to enterprise-level, systemic
weaknesses in the agency’s overall information technology investment
management processes. A key premise of the Clinger-Cohen Act of 1996% is
that agencies should have established processes, such as capital planning
and investment controls, to help ensure that information technology
projects are implemented at acceptable costs and within reasonable and
expected time frames, and contribute to tangible, observable
improvements in mission performance. In addition, as our Enterprise
Architecture Framework’ stresses, information technology projects should
show evidence of compliance with the organization’s architecture.
Although USPTO had begun instituting certain essential information
technology investment management mechanisms, it had not yet finalized
its capital planning and investment control process nor established
necessary linkages between the process and its enterprise architecture to
ensure that projects will comply with the architecture. Further, a study

HOTS

sce. 11312,

*GAO, Information Tech A Fram

%L ing and Improving Enterprise
Architecture Management (Version 1.1},

+ (Washington, D.C.: April 2003).
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commissioned by the agency in 2004 found that its Office of Chief
Information Officer was not organized to help accomplish the automation
goals set forth in its strategic plan and that the agency’s investment
management processes did not ensure appropriate reviews of automation
initiatives. As a result, USPTO had not rigorously assessed its patent
systems’ compliance with the enterprise architecture, and it lacked reliable
experience-based data to consistently demonstrate the costs and benefits
of its systems.

In light of the problems that USPTO has encountered with its existing
capabilities, we are recommending that the agency, before proceeding with
any new patent automation initiatives, (1) reassess, and, where necessary,
revise its approach for implementing and achieving effective uses of
information systems supporting a fully automated patent process; (2)
establish disciplined processes for planning and managing the development
of patent systems based on well-established business cases; and (3) fully
institute and enforce information technology investment management
processes and practices to ensure that its automation initiatives support
the agency’s mission and are aligned with its enterprise architecture.

In its written comments on a draft of our report (reprinted in app. II),
USPTO generally agreed with our findings, conclusions, and
recommendations. The agency acknowledged weaknesses in its processes
used to manage patent automation and agreed with the need for key
improvements, such as (1) developing architectural linkages to the
planning process, (2) implementing a capital planning and investment
control guide, and (3) completing planned organizational changes.
Nonetheless, the agency stated that it only partially agreed with several
material aspects of our assessment. For example, the agency pointed to our
awareness of it having initiated a review of the architectural linkages to its
investments and key decision-making processes. However, during our
study, agency officials did not inform us of any specific actions that had
been taken in this regard. As the agency moves forward with actions to
improve its patent automation, having firmly established and enforced
investment management practices will be essential to achieving more
effective use of its information technology.

Background

A patent is a property right granted by the U.S. government to an inventor
who secures, generally for 20 years from the date of initial application in
the United States, his or her exclusive right to make, use, offer for sale, or

Page 4 GAO-05-336 Intellectual Property: Patent Automation Strategy



118

sell the invention in exchange for disclosing it." As indicated in figure 1, the
number of patent filings to USPTO continues to grow and, by 2009, the
agency is projecting receipt of over 450,000 patent applications annually.

Figure 1: USPTO Actual and Projected Patent Applications, Fiscal Years 1994-2009
Applications in thousands

500

1994 2004 2009
|:| Actual applications (includes utilty, plant, and reissue patent applications)
l:] Projected applications (includes utilty, plant, and reissue patent applications)

Source: USPTO data.

USPTO has repeatedly cited the growing workload of patent applications
and the difficulty in managing the volumes of paper associated with patent
processing as impediments to carrying out its mission.

Patent processing essentially involves three phases: pre-examination,
examination, and post-examination. The process begins when an applicant
files a patent application and pays a filing fee. As part of the pre-
examination phase, USPTO staff document receipt of the application and
process the application fee, scan and convert the paper documents to

“According to 35 US.C. s 4(a)(1), a patentee may also exclude others from importing
the patented invention into the United States.
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electronic format, and conduct an initial review of the application and
classify it by subject matter. During the subsequent examination phase, the
application is assigned to a patent examiner with expertise in the subject
area,” who searches existing U.S. and foreign patents, journals, and other
literature (called “prior art”) and sometimes contacts the applicant to
resolve questions and obtain additional information to determine whether
the proposed invention can be patented.® Examiners document their
determinations on the applications in formal correspondence, referred to
as office actions. Applicants may abandon their applications at any time
during this process. After the examiner has determined that a patent is
warranted, a supervisor reviews and approves the determination and the
applicant is informed of the outcome. The application then enters the post-
examination phase. Upon payment of an “issue fee,” a patent is granted and
published. To keep the patent active, the patentee must pay maintenance
fees at 3.5 years, 7.5 years, and 11.5 years. Historically, the time from the
date that a patent application is filed to the date that the patent is either
granted or the application is abandoned has been called “patent pendency.”
Figure 2 summarizes USPTO’s patent process.

FUSDTO has eight technology centers that define its subject aveas as follows: Biotechnology
and Organic Chemistry; Chemical and Malerials Engineering; Compuler Archilecture,
Sollware, and Information Sceurily; Communications; Semiconductors, Blecetrical and
Optical Systems and Components; Designs for Articles of Manufacture; Transportation,
Construction, Eleetronic Comeree, Agricullure, National Security and License and
Review; Mechanieal Enginccring, Manufacturing, and Products.

“A proposed imvention is patentable if it is anew or uscful proeess, machine, manufacture,
or composition of matter, or any new and useful improvernent thereof.
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Figure 2: USPTO’s Patent Process

Pre-examination: Examination: Post-examination:
| Receipt and fee processing ‘Assignment to examiner ‘ —Vl Receipt of issue fee |
| Scanning ‘ Examination and search ‘ | Issuance and publication of patent |

]

| Classification

‘ Office actions J

‘ Supervisory patent examiner review ‘

‘ Notification of approval }—.

Source: USPTO.

In 1999, Congress gave USPTO broad responsibility for managing its
operations and controlling its budget allocations and expenditures,
personnel decisions and processes, procurement, and information
technology operations.” USPTO’s Search and Information Resources
Administration (SIRA) within the Office of Patent Resources Planning,
along with its Office of Chief Information Officer (OCIO), are responsible
for ensuring that the agency’s goal of providing an automated patent
process is met. SIRA is responsible for identifying patent processing
business needs, ensuring that the systems developed meet those needs, and
providing program resources. OCIO determines how best to use
information technology to fulfill the identified business needs and is
responsible for the acquisition, development, and integration of the
information systems.

"The American Inventors Protection Act of 1999, 35 U.S.C. sec. 1(a) gave USPTO greater
flexibility and i e for decisions ing the and administration of
its operation, while the Secretary of Commerce retained policy direction. In addition, 35
U.S.C. sec. 2(b)(2)(F) empowered the USPTO director to establish regulations that provide
for the development of a performance-based process that includes quantitative and

qualitati and for ing cost-effectiveness and is consistent with
principles of impartiality and competitiveness.
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Because of long-standing concerns about the increasing volume and
complexity of patent applications, USPTO has been undertaking projects to
automate its patent process for about the past two decades. One of the
agency's most substantial undertakings was the Automated Patent System
(APS)—a project begun in 1983 with the intent of automating all aspects of
the paper-intensive patent process. With this system, USPTO anticipated
significant improvements in patent quality and productivity. APS was to be
deployed in 1990, maintained through 2002, and, when completed, consist
of five integrated subsystems that would (1) fully automate incoming
patent applications; (2) allow examiners to electronically search the text of
granted U.S. patents and access selected abstracts of foreign patents; (3)
scan and allow examiners to retrieve, display, and print images of U.S.
patents; (4) help examiners classify patents; and (%) support on-demand
printing of copies of patents.

In reporting on APS more than 10 years following its inception, we noted
that USPTO had deployed and was operating and maintaining certain parts
of the system, supporting text search, limited document imaging, order-
entry and patent printing, and classification activities.® However, it had not
yet developed the system that was expected to fully automate incoming
applications and the management of these applications as they moved
through USPTOQ, and the estimated date for full deployment of APS had
been delayed 7 years, to 1997.

Our report raised concerns about USPTO’s ability to adequately plan and
manage this major project, pointing out that the agency’s processes for
exercising effective management control over APS were weak. We noted
that the agency lacked reliable, experience-based data to show that patent
quality had improved and expected benefits were being achieved and its
officials were relying on management judgment alone in setting APS
development and deployment priorities. In light of these concerns, we
recommended to the Secretary of Commerce that USPTO establish a
process for identifying and measuring expected benefits to users of the
system, implement a systematic and repeatable process for estimating the
system’s costs, and monitor progress against baselines. USPTO agreed with
the need for such measures.

*GAO, Patent and Trademark
System Devdopment Are Weak,

es for ging A Fuatent
(Washington, . Sept. 30, 1993).
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Through 2002, the agency continued to enhance its capabilities enabling
examiners to search patent images and text, and upgraded its patent
application classification and tracking systems.” It also began providing
electronic bibliographic information from patents to the public.
Nonetheless, USPTO never fully developed and deployed APS to achieve
the integrated, end-to-end patent processing system that it envisioned. The
agency reported spending approximately $1 billion on the initiative from
1983 through 2002,

In 1998, the agency added to its automated capability by implementing an
Internet-based electronic filing system, enabling applicants to submit their
applications online. It further enhanced the electronic tiling system in 2002,
and again in 2004. USPTO reported spending a total of $10 million for this
system.

USPTO Continues to
Pursue a Fully
Automated Patent
Process, but Is Not
Effectively Managing
Its Strategy for
Achieving This
Capability

Recognizing that growth in the number and complexity of patent
applications has outpaced its ability to meet demands and effectively
manage its workload in a paper-hased environment, USPTO has continued
to pursue a strategic agenda emphasizing paperless, end-to-end, automated
patent processing, as was its intent with APS. However, while progress has
been made, the agency has not yet achieved a fully electronic patent
processing capability. Key systems that USPTO is relying on to help achieve
this capability have not yielded essential processing improvements, in part
resulting from the agency’s ad hoc approach to planning and managing
their implementation. Contributing to this situation is that UUSPTO has not
yet fully instituted disciplined processes and practices for managing its
information technology investments.

USPTO’s Strategy Called for
a Fully Electronic Patent
Process

As part of its automation strategy, USPTO planned to develop and integrate
multiple systems that are intended to move all of its critical patent
processing components to an electronic business envircnment. To support
this strategy, in 2001, the agency undertook its Tools for Electronic
Application Management (TEAM) automation project with the intent of

The initiad deployment of USPTOs patent tracking system oceurred in 1980, This system
provides workflow tracking, status reporting, and examiner production information.

“The reported cost included system enhancements and maintenance through the end of the
project’s life cycle in 2002,
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delivering an end-to-end capability to process patent applications
electronically by fiscal year 2006. TEAM was to support the entire patent
application process in electronic mode, beginning with the filing of an
application and proceeding through pre-examination, examination, and
post-examination to electronic records archiving.

Under the TEAM concept, the agency had planned to integrate its existing
electronic filing system and the classification and search capabilities from
the earlier APS project with new document management and workflow
capabilities, and with image- and text-based processing!! of patent
applications to achieve a sophisticated means of handling documents and
tracking patent applications throughout the examination process. By
implementing image- and text-based capabilities, USPTO had anticipated
that patent examiners would be able to view and process applications
online, as well as manipulate and annotate text within a patent application,
thus eliminating manual functions and improving processing accuracy,
reliability, and productivity, as well as the quality of the patents that are
granted.

In 2002, USPTO altered its approach to accomplishing the patent
automation with the issuance of its 21st Century Strategic Plan."”
Developed partly in response to a recognized need to improve patent
quality, aggressively implement electronic government, " and reduce the
number of patent applications pending at any one time, the strategic plan
identified, among other factors, the agency’s high-level information
technology goals for fully automating the patent process as part of an
aggressive b-year modernization effort. The plan incorporated the
automation concepts from the TEAM project, but announced an
accelerated goal of delivering an operational system to electronically

age-bused processing uses a graphic representation of documents produced by
scanning paper documents or by converting cleetronic documents into images. To transform
fmage content into text, optical character recognition (OCR) software is used to detive text
rom the image. OCR can converl. image documents (o hidden lex, which is searchable. In
teact-based pro ing, the words and sentences in the document are retained as text and
can be slored, processed, and relrieved by a document, management system. Unlike image-
based processing, lexi-based processing allows (he (ext (o be searched and extracted,

EUSPTO’s 215t Centaory Stralegic Plan was originally relcased in 2002 and updated in 2003,

"lilectronic government refers (o the use of information lechnology Lo enhance the acceess
o and delivery of government information and service to citizens, business partners, and
employees, and among agencies at all levels of government.
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process patent applications earlier than had been scheduled under
TEAM—by October 1, 2004.

Progress Made, but Ad Hoc
Implementation of Key
Systems Has Prevented
Achieving Full Electronic
Processing of Patent
Applications

In carrying out its patent automation plans, USPTO has made progress
toward delivering important processing capabilities through the various
information systems that it has implemented. For example, an automated
search capability, available since 1986, has eliminated the need for patent
examiners to manually search for prior art in paper files, and the
classification and fee accounting capabilities have helped with assigning
applications to the correct subject areas and with managing collections of
applicable fees. In addition, using the electronic filing system that has
existed since 1998, applicants can file their applications with the agency via
the Internet. Also, using the Internet, patent applicants can review the
status of their applications online and the public can electronically access
and search existing published patents. Further, as a result of an imaging
system implemented in August 2004, known as the Image File Wrapper,
USPTO currently has the capability to scan patent applications and related
documents, which can then be stored in a database and retrieved and
reviewed online. Figure 3 illustrates the agency’s progress in implementing
its automated patent functions.

1
Figure 3: USPTO'’s Patent Automation Progress

[1986 [ 1987 [ 1988 | 1989 [ 1990 [ 1991 | 1992 | 1993 [ 1994 [ 1995 [ 1996 | 1907 [ 1998 [ 1999 [ 2000 | 2001 | 2002 [ 2003 [ 2004 |

Electronic searching
of patent text

Classification Electronic Patent applications

system filing system published on Internet
Updated fee Image File Wrapper
accounting system image-based patent

processing system
Source: USPTO,

Nonetheless, even with the progress that has been made, collectively,
USPTO’s automated functions have fallen short of providing the fully
integrated, electronic patent processing capability articulated in the
agency’s automation plans. Two of the key systems that it is relying on to
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further enhance its capabilities—the electronic filing system and the Image
File Wrapper—have not yielded the processing improvements that the
agency has deemed essential to successfully operate in a fully integrated,
electronic environment.

Specifically, in implementing its electronic filing system in 1998, USPTO
had projected significant increases in processing efficiencies and quality by
providing patent applicants the capability to file online, thus alleviating the
need for them to send paper applications to the agency or for patent office
staff to manually key application data into the various processing systems.
However, even after enhancements in 2002 and 2004, the electronic filing
system has not produced the level of usage among patent filers that the
agency had anticipated. While USPTO’s preliminary justification for
acquiring the electronic filing system had projected an estimated usage rate
of 30 percent in fiscal year 2004, patent officials reported that, as of April
2005, fewer than 2 percent of all patent applications were being submitted
to the agency via this system. As a result, anticipated processing
efficiencies and quality improvements through eliminating the manual re-
keying of application data have not yet been realized.

In September 2004, USPTO convened a forum of senior officials
representing the largest U.S. corporate and patent law firm filers to identify
causes of patent applicants’ dissatisfaction with the electronic filing system
and determine how to increase the number of patents being filed
electronically. According to the report resulting from this forum, the
majority of participants viewed the system as cumbersome, time-
consuming, costly, inherently risky, and lacking a business case to justify its
usage. Specifically, among the barriers to system usage that the
participants identified were (1) users’ lack of a perceived benefit from filing
applications electronically, (2) liability concerns asscciated with filers’
unsuccessful use of the system or unsuccessful transmission of patent
applications to USPTO, and (3) significant disruptions to filers’ normal
office/corporate processes and workflow caused by factors such as
difficulty in using the automated tools and the inability to download
necessary software through firewalls.

Further, forum participants identified features that they considered critical
to increasing their use of the electronic filing system. These included
implementing a more user-friendly system supported by Web-based
processes; introducing a system that accepts portable document format
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(PDF) files;" and enabling electronic filing of all documents, versus
requiring paper tilings of certain parts of the application, as is necessary
with the current system. As incentives to increasing system usage, the
participants suggested, among other strategies, that USPTO make
electronic filings of applications a priority over paper filings, reduce the fee
for electronic filings, and confirm the date on which the agency receives
electronic applications.

Several concerns raised during the forum mirrored those that USPTO had
earlier identified in a 1997 analysis of a prototype for electronic filing.
However, as of April 2005, the agency had not yet completed plans to show
how they would address the concerns regarding use of the electronic filing
system.

Beyond electronic filing, the Image File Wrapper also has not resulted in
critical patent processing improvements. Patent officials explained that, to
meet the accelerated date for delivering an operational system as outlined
in the strategic plan, the agency had decided in 2002 to acquire and use a
document-imaging system owned by the European Patent Office, called
ePhoenix, rather than develop the integrated patent processing system that
had been described in the agency’s automation plans. The officials stated
that the director, at that time, had considered ePhoenix to be the most
appropriate solution for further implementing USPTO’s electronic patent
processing capabilities given (1) pressures from Congress and from
customers and stakeholders to implement an electronic patent processing
system more quickly than originally planned and (2) the agency’s
impending move to its new facility in Alexandria, Virginia, which did not
include provisions for transferring and storing paper patent applications.'®

Accordingly, in November 2002, patent officials had signed a memorandum
of agreement with the European Patent Office, in which that office agreed
to provide USPTO with a license to use its patent processing software and
to provide technical assistance in customizing the software to meet
USPTO’s needs. In turn, USPTO agreed to reimburse the European Patent

PO is a file format that helps Teduce etrors when files are fransferred from one user fo
another. A PDF file can contain fon iges, printing instructions, keywords, and other
information related (o document production.

YIn December 2003, USPTO began relocaling its headquarters from Arlinglon (Crystal City),
Virginia, to Alexandria, Virginia, with the intent of consolidating all of its major operations in
a central facility. The agency anticipates cormpleting this move in approximately July 2005,
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Oftice for the cost of moditying the software. It began deploying the
system—which it renamed Image File Wrapper—in July 2003 and
completed implementation in August 2004, at a reported total cost of
approximately $14 million.'

The system includes image technology for storage and maintenance of
records associated with patent applications and currently provides the
capability to scan each page of a submitted paper application and convert
the pages into electronic images. According to comments made by patent
examiners in a majority of the focus groups that we conducted, the system
has provided them with the ability to easily access patent applications and
related information. In addition, patent officials stated that the system has
enabled multiple users to simultaneously access patent applications.

However, patent officials acknowledged that the system has experienced
performance and usability problems. Specifically, in speaking about the
system’s performance, patent officials and agency documentation stated
that, after its implementation, the Image File Wrapper had been unavailable
for extended periods of time or had experienced slow response times,
resulting in decreased productivity. In commenting on this matter, the
USPTO director stated that the system’s performance has improved over
the last 6 months. Further, in discussing the system’s performance, OCIO
and patent officials acknowledged this system problem, and told us that
they had recently taken measures to alleviate its impact by, for example,
developing a backup tool, which can store images of an examiner’s most
recent applications so that the applications can be accessed when the
examiner cannot use the Image File Wrapper. However, given the recent
(February 2005) implementation of this tool, the officials were not able to
show any quantitative benefits from its use.

Regarding the usability of the system, patent officials and focus group
results indicated that the Image File Wrapper does not fully meet
processing needs. Specifically, the officials stated that, as an image-based
system, the Image File Wrapper does not fully enable patent examiners to
electronically search, manipulate, or track and log changes to application
text, which are key processing features emphasized in the agency's
automation plans. The agency's documentation also indicated that patent
examiners have to print images to paper to perform certain functions such

1The $14 million represcnts a compilation of costs—provided by USPTO—for the Image
File Wrapper system.
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as signing their names to office actions. The examiners commented that a
limited capability to convert images to text, which was intended to assist
them in copying and reusing information contained in patent files, is error-
prone, contributing to their need to download and print the applications for
review. In addition, examiners in the focus groups expressed concerns
about the Image File Wrapper's capability to manage their workload and
route documents to and from examiners, noting that these capabilities are
confusing and difficult to use. Further, because the office’s legacy systems
are not integrated with the Image File Wrapper, examiners are required to
manually print correspondence from these systems, which then must be
scanned into the Image File Wrapper in order to be included as part of an
applicant’s electronic file.

Patent and OCIO officials largely attributed the system’s performance and
usability problems to the agency's use of the software that it acquired from
the European Patent Office. They indicated that the original design of the
ePhoenix system had not been compatible with USPTO’s technical
platform for electronic patent processing. Specifically, they stated that the
Eurcpean Patent Office had designed the system to support only the
printing of files for subsequent manual reviews, rather than for electronic
review and processing. The officials also stated that the system had not
been designed for integration with other legacy systems or to incorporate
additional capabilities, such as text processing, with the existing imaging
capability. Further, an official of the European Patent Office noted that
ePhoenix had supported their office’s much smaller volume of patent
applications.'” Thus, with USPTO’s patent application workload being
approximately twice as large as that of its European counterpart, the
agency placed greater stress on the system than it was originally designed
to accommodate. OCIO officials overseeing the Image File Wrapper told us
that, although they had tested certain aspects of the system’s capability,
many of the problems encountered in using the system were not revealed
until after the system was deployed and operational.

The European Patent Office official serving as liaison to USPTO identified
similar technical problems with the Image File Wrapper. The official
acknowledged that the version of the ePhoenix software that USPTO had
acquired did not provide some of the capabilities that the agency wanted,
such as text processing. He added that the European Patent Otfice was

Y Over the past 2 years, the Buropean Patent Office reported processing about 160,000 to
170,000 patent applications per year using e’hoenix.
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developing a newer version of the software that would include text- and
image-based processing capabilities. At the time of our discussion, the
official said that USPTO officials had not informed them of their plans to
use the newer version of the software.

Patent and OCIO officials acknowledged the problems with the Image File
Wrapper and that the agency had acquired ePhoenix, although senior
officials were aware that the original design of the system had not been
compatible with USPTO’s technological platform for electronic patent
processing. They stated that, despite knowing about the many problems
and risks associated with using the software, the agency had nonetheless
proceeded with this initiative because senior officials, including the former
USPTO director, had stressed their preference for using ePhoenix in order
to expedite the implementation of a system. The officials also
acknowledged that management judgment, rather than a rigorous analysis
of costs, benefits, and alternatives, had driven the agency’s decision to use
the system.

In January 2005, patent officials told us that, given the performance and
usability problems, they planned to begin replacing the Image File Wrapper
in September 2005 with a system that would provide the capabilities,
including text- and image-based processing, that were outlined in the
agency’s automation plans. Preliminary information that the agency
provided about the replacement system indicated that it would cost
approximately $56 million over 6 years, and would not include continued
use of the European Patent Office’s software. However, while having made
this determination about a new system, the agency had not developed a
supporting business case—based on requirements, cost/benefit, and
alternatives analyses—to justify this particular acquisition, or a project
plan to guide the system’s implementation. Thus, it is difficult to gauge the
soundness of this planned investment or how it will enable USPTO to
accomplish its automation plans. In response to our concerns about the
lack of project documentation to support the planning and management of
this initiative, the officials stated that they would reconsider their approach
to planning and carrying out this project.

USPTO's difficulty in realizing intended improvements through its
electronic filing system and Image File Wrapper can largely be attributed to
the fact that the agency has taken an ad hoc approach to planning and
managing its implementation of these systems, driven in part by its
accelerated schedule for implementing an automated patent processing
capability. The Clinger-Cohen Act, as well as information technology best
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practices and our prior reviews, emphasize the need for agencies to
undertake information technology projects in a disciplined manner, based
on well-established business cases that articulate agreed-upon business
and technical requirements; effectively analyze project alternatives, costs,
and benefits; include measures for tracking projects through their life cycle
against cost, schedule, benefit, and performance targets; and ultimately,
provide the basis for credible and informed decision making and project
management. Yet, patent officials did not rely on established business cases
to guide their implementation of these key automation initiatives.

With its ad hoc approach to implementing the electronic tiling system and
the Image File Wrapper, USPTO has continued a practice of ineffective
project management that characterized its implementation of APS of two
decades ago. The absence of sound project planning and management for
these initiatives has left the agency without critical capabilities, such as
text processing, and consequently, impeded its successful transition to an
integrated and paperless patent processing environment. By continuing to
implement information systems in this manner, USPTO undermines the
intent of its patent automation strategy and jeopardizes its credibility
regarding improving the efficiency of the patent process. At the conclusion
of our review, the Under Secretary of Commerce for Intellectual Property,
who also serves as the director of USPTO, stated that he recognized and
intended to implement measures to address the weaknesses in the agency’s
planning and management of its automated patent systems.

USPTO’s Patent
Automation Is Not
Supported by Essential
Information
Technology Investment
Management Processes

USPTO’s ineffective planning and management for its patent automation
projects, in large measure, can be attributed to enterprise-level, systemic
weaknesses in the agency’s information technology investment
management processes. A key premise of the Clinger-Cohen Act is that
agencies have established processes, such as capital planning and
investment control, to help ensure that information technology projects are
implemented at acceptable costs and within reasonable and expected time
frames, and contribute to tangible, observable improvements in mission
performance. Such processes guide the selection, management, and
evaluation of information technology investments by aiding management in
considering whether to undertake a particular investment in information
systems and providing a means to obtain necessary information regarding
the progress of an investment in terms of cost, capability of the system to
meet specitied requirements, timeliness, and quality.
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Further, as emphasized in our Enterprise Architecture Framework,
intformation technology projects should show evidence of compliance with
the organization’s enterprise architecture, which serves as a blueprint for
systematically and completely defining an organization’s current (baseline)
operational and technology environment and as a roadmap toward the
desired (target) state. Effective implementation of an enterprise
architecture can facilitate an agency by serving to inform, guide, and
constrain the decisions being made for the agency, and subsequently
decrease the risk of buying and building systems that are duplicative,
incompatible, and unnecessarily costly to maintain and interface.

At the time of our study, USPTO had begun instituting certain essential
intormation technology investment management mechanisms, such as a
framework for its enterprise architecture and components of a capital
planning and investment control process. However, it had not yet
established the necessary linkages between its enterprise architecture and
its capital planning and investment control process to ensure that its
automation projects will comply with the architecture or fully instituted
enforcement mechanisms for investment management. For example,
USPTO drafted a capital planning and investment control guide in June
2004 and issued an agency administrative order requiring unit heads to use
the guide in February 2005. However, according to senior agency officials,
many of the processes and procedures in the guide had not been completed
and fully implemented. In addition, while the agency had completed the
framework for its enterprise architecture, it had not aligned its business
processes and information technology in accordance with the architecture.
Also, according to OCIO officials, the architecture review board
responsible for enforcing compliance with the architecture was not yet in
place; thus, current architecture reviews are only of an advisory nature and
are not required for system implementation. Our analysis of architecture
review documents that system officials provided for the electronic filing
system and Image File Wrapper confirmed that the agency had not
rigorously assessed either of these systems’ compliance with the enterprise
architecture.

Beyond these concerns, USPTO lacked reliable, experienced-based data
and a process for consistently demonstrating that expected benefits of the
systems are being achieved. As noted in our prior work, key system
development decisions should be based on reliable data showing that
resource investments will produce commensurate value, and as systems
are developed, expected benefits and estimated costs should be
periodically validated through actual experience. Although patent officials
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asserted that processing improvements had resulted trom the automation
that had been implemented, they acknowledged that the agency had not
established performance metrics to aid in measuring the impact of the
automation or validated actual experiences against established baselines.
Rather, patent officials told us, they had based their accounts of
performance improvement, such as reductions in the number of lost or
destroyed paper patent applications as a result of the Image File Wrapper,
largely on ad hoc occurrences and/or feedback from patent examiners and
clerical and administrative staff. As a result, the agency lacked a basis for
substantiating benefits from its automation efforts.

In addition, USPTO lacked reliable cost data for the patent automation
initiatives due to weaknesses in the agency’s processes for tracking and
reporting project expenses. Our guide on agencies’ information technology
investment decision-making stresses the need for reliable and current
project cost data to aid management in making critical investment
decisions." While the agency had systems in place to track the costs of
specific tasks, particularly those assigned to its contractors, it did not have
an effective means of providing aggregate cost information for its overall
patent automation effort. Patent officials stated that they faced difficulties
in accessing and providing comprehensive cost information for the patent
systems bhecause the agency had modified its approach to capturing and
reporting cost information, along with the information systems containing
this information. The difficulty that USPTO management faced in providing
comprehensive information on its patent automation costs could
compromise the agency’s ability to provide a credible accounting for its
investments and make informed management decisions about them.

Adding to these conditions, a study commissioned by USPTO’s senior
management in 2004 found that OCIO was not organized to help USPTO
achieve its mission or accomplish the goals set out in its automation
strategy.” The study, undertaken by an independent contractor, noted that
the agency’s investment management processes did not ensure appropriate
reviews of automation initiatives and that the chief information officer’s
organization lacked sufficient credibility with its business units to ensure
an effective partnership. During our review, USPTO’s director made

FGAO, ing Risks wnd Re
Tnwestment Decision-making,

L
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or Boaluating Iederal Agenci,

(Washington, D.C.: February ).

“We did not independently assess the results of this study, but TSPTO's chief information
officer generally concurred with its findings.
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changes in key leadership positions within OCIO and the Patent Resources
and Planning Office, which he considered essential to defining and
implementing the patent automation strategy and bringing stability to the
agency’s operations. However, officials had not yet begun to improve the
investment management processes to ensure appropriate reviews of the
agency’s automation initiatives.

USPTO has an explicit responsibility for ensuring that the automation
initiatives that it is counting on to enhance its overall patent process are
consistent with the agency’s priorities and needs and are supported by the
necessary planning and management to ensure that they are successfully
accomplished. USPTQO’s 21st Century Strategic Plan was intended to help
the agency accomplish a smooth transition to performance-hased
operations, and having firmly established and enforced investment
management practices will be crucial to achieving this. At the conclusion of
our review, USPTO’s director and the new chief information officer,
appointed in February 2005, told us that they were aware of organizational
and management weaknesses within OCIO and acknowledged the need to
strengthen the agency’s investment management processes and practices
and effectively apply them to USPTO'’s patent automation initiatives.

Conclusions

USPTO has been attempting to implement an integrated, paperless patent
process for about two decades and, in the process, has delivered important
automated capabilities. Nonetheless, after spending over a billion dollars
on its efforts, the agency is still not yet effectively positioned to process
patent applications in a fully automated environment; moreover, when and
how it will actually achieve this capability remains uncertain. System
performance and usability problems, resulting largely from ineffective
planning and management of its automated capabilities, have limited the
effectiveness of key systems that the agency has implemented to support
critical patent processes. USPTO's director and new chief information
officer have recognized the need to improve the agency’s planning and
management of its automation initiatives. However, weaknesses in key
information technology management processes needed to guide the
agency’s investments in patent automation, such as incomplete capital
planning and investment controls and a lack of reliable cost data, could
preclude its ability to successfully accomplish this. Under such
circumstances, USPTO risks continuing to implement information
technology that does not support the agency’s needs, and that threatens its
overall goal of achieving a fully electronic capability to process its growing
patent application workload.
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Recommendations for
Executive Action

To more effectively position USPTO to achieve key patent processing
improvements through the use of information technology, we recommend
that the Secretary of Commerce direct the Under Secretary of Commerce
for Intellectual Property to take the following actions before proceeding
with any new patent automation initiatives:

* reassess, and where necessary, revise the approach for implementing
and achieving effective uses of major information systems to support a
fully automated patent process, including electronic filing and image-
and text-based patent processing capabilities;

establish disciplined processes for planning and managing the
development of patent systems based on well-established business
cases that articulate agreed-upon business and technical requirements;
include analyses of project alternatives, costs, and benefits; and include
measures for tracking projects through their life cycle against cost,
schedule, benefit, and performance targets; and

tully institute and enforce at the enterprise level, information
technology investment management processes and practices to ensure
that automation initiatives support the agency’s mission and are aligned
with the agency's enterprise architecture, to include (1) finalizing and
implementing a capital planning and investment control guide, (2)
establishing an architecture review board and requiring its oversight of
major information technology investments, (3) establishing a process to
identify expected benefits to internal and external users of information
systems and to measure performance against expected benefits, and (4)
establishing a process for tracking and reporting aggregate cost
information for automation initiatives.

Agency Comments and
Our Evaluation

In written comments on a draft of this report, the Under Secretary of
Commerce for Intellectual Property and Director of USPTO generally
agreed with our findings, conclusions, and recommendations. The agency
acknowledged weaknesses in its processes used to manage patent
automation and agreed with the need for key improvements, such as (1)
developing architectural linkages to the planning process, (2)
implementing a capital planning and investment control guide, and (3)
completing planned organizational changes. The Under Secretary
emphasized that USPTO had already initiated reforms to ensure more
effective implementation of its automation projects, including personnel
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changes in key patent-management positions, and indicated that the agency
would rely on the results of our study in conjunction with other
assessments that have been conducted to further improve management
processes guiding the agency’s use of information technology.

Nonetheless, the agency only partially agreed with several specific aspects
of our assessment. The Under Secretary pointed out, for example, that in
February 2005, USPTO had issued an agency administrative order covering
its information technology investment review hoard and reemphasizing its
commitment to integrated investment decision practices. In addition, the
agency pointed to our awareness of it having also initiated a review of the
architectural linkages to its investments and key decision-making
processes being implemented. Further, it stated that it had instituted
investment decision papers to provide its investment review board
members with improved documentation, including more thorough
financial, technical, and alternatives analyses, to assist in making
appropriate investment decisions.

The actions that USPTO stated that it has taken could help to improve its
overall investment management and decision making. In mid-April 2005,
patent officials provided us with a finalized copy of the agency
administrative order requiring unit heads to use the capital planning and
investment control guide in selecting, controlling, and evaluating
information technology investments. However, they stated that the agency
had not yet completed the capital planning and investment control
processes and procedures. Nonetheless, we have revised our report to
reflect the agency’s issuance of this order. Further, during our study, agency
officials did not inform us of any specific actions that had been initiated to
review architectural linkages to investments and gave no indication that
the agency had instituted investment decision papers to improve
information technology investment documentation and related decision
making. Therefore, we lack a basis for evaluating and/or commenting on
these particular actions.

USPTO also provided comments on the recommendations contained in our
report. Specifically, regarding our recommendation to reassess, and where
necessary, revise the approach for implementing and effectively using
intformation systems to support a tully automated patent process, the
agency commented that it was changing the method of implementing and
achieving etfective use of its information technology. The agency stated
that it had chosen to follow a more systematic and phased approach to
using information technology, in which alternatives are thoroughly
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considered and evaluated against architectural standards, implementation
costs, and the ability to effectively meet users’ needs, and that detailed
investment decision papers are being prepared for all major investments. It
added that future patent development initiatives, including those for
electronic filing and text-based processing capabilities, would be subjected
to this approach to ensure that automated systems are used most
effectively to achieve patent program goals. As the agency takes action to
achieve more effective use of its information technology, we look forward
to monitoring its use of these measures to successfully implement future
patent automation initiatives.

Regarding our recommendation to establish disciplined processes for
planning and managing the development of patent systems based on well-
established business cases, USPTO stated that it was in the process of
improving its capital planning and investment control process. For
example, it stated that an already-established committee had proposed a
format for developing improved business cases that would articulate
business needs and expected benefits, require consideration of alternative
solutions, and reflect compliance with the agency's enterprise architecture.
As stressed in our report, such measures are essential to ensuring effective
management of the agency’s information technology initiatives and to
achieving patent processing improvements through the use of information
technology.

Finally, in commenting on our recommendation that the agency fully
institute and enforce information technology investment management
processes and practices at the enterprise level, USPTO (1) reiterated its
actions toward improving its capital planning and investment control
process; (2) stated that its Office of Applications Architecture and Services
functions as the agency’s architectural review board with responsibility for
ensuring that information technology systems’ designs comply with the
enterprise architecture; (3) stated that it would, upon completion of its
capital planning and investment control guide, formally establish
procedures for reviewing its investments’ performance against expected
benefits; and (4) stated that it is refining its tools to more completely
capture the total cost of its information technology investments.

Such measures, if successtully applied, could substantially improve
USPTO’s accountability for its information technology investments.
However, it is important to note that, during our study, the agency could
not provide evidence of a functioning architecture review board. Patent
officials told us that such an organization had not been established and that
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reviews had not been required to ensure that planned information
technology projects were consistent with the enterprise architecture. As
stated earlier in this report, our analysis of documentation supporting the
electronic filing system and Image File Wrapper determined that the
agency had not rigorously assessed either of these systems’ compliance
with the enterprise architecture. Given this finding, we continue to stress
the need for the agency to enforce its architecture review board's oversight
of major information technology initiatives.

Beyond these points of discussion, USPTO offered detailed comments on
its Image File Wrapper. While agreeing with the need for more rigorous
decision making to support its implementation of this system, the Under
Secretary nonetheless believed that moving forward with this initiative was
an appropriate step that had fulfilled the agency’s promise to provide
electronic (paperless) processing of patent applications, and that had
provided numerous benefits for the agency in a short period of time. For
example, the Under Secretary stated that the Image File Wrapper had
eliminated the agency’s need for space to house paper patents and, in
conjunction with Internet access to patent applications, had alleviated
problems associated with lost application files and file integrity. As such,
the agency did not see a need to assess the key management processes
guiding its decision to undertake this investment.

As reflected in this report, we recognize that the Image File Wrapper, along
with Internet access to patent applications, has provided USPTO with
important capabilities to support the processing of patents. However,
patent officials and examiners acknowledged that performance and
usability problems had rendered the system incapable of fully meeting
processing needs. Further, patent and OCIO officials had largely attributed
the system’s problems to known limitations in the design of the software
that the agency had acquired from the European Patent Office. They added
that, given the performance and usability problems, the agency planned to
replace the Image File Wrapper. Thus, while certain benefits should be
inherent from having this system in place, in our view, the agency could
nonetheless take important lessons from the ad hoc approach in which this
investment was undertaken. USPTO opted to undertake this initiative in a
manner that did not ensure that it had fully evaluated its patent processing
requirements against the most cost-efficient and effective solution for
addressing its needs. Moreover, in undertaking the initiative without full
consideration of potential alternatives, costs, and benefits, the agency put
itself at risk of not fully realizing desired cutcomes in terms of improved
processing of patent applications.
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Appendix II contains the text of USPTO’s comments on our draft report.
The agency also provided technical comments, which we have
incorporated, as appropriate.

We are sending copies of this report to the Secretary of Commerce, the
Under Secretary of Commerce for Intellectual Property, and the Director,
Office of Management and Budget. Copies will also be available at no
charge on our Web site at www.g

Should you have any questions on matters contained in this report, please
contact me at (202) 512-6240. I can also be reached by email at

v. Contact points for our Office of Congressional Relations
and Public Affairs may be found on the last page of this report. Key
contributors to this report are listed in appendix III.

Linda D. Koontz
Director, Information Management Issues
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Appendix I

Scope and Methodology

To accomplish our objective, we reviewed USPTO’s 21st Century Strategic
Plan, Tools for Electronic Application Management project documentation,
and related information technology plans to determine the agency's vision
for and approach to automating its patent process. We also assessed
current and selected past initiatives that USPTO has undertaken to develop
and implement its automated patent processing capabilities. Specifically,
we analyzed programmatic and technical documentation describing the
agency’s patent process, current electronic patent processing capabilities,
and plans for future automation. We evaluated available project
management documentation, such as project plans, time lines, and project
status reports to determine the agency’s progress in implementing a fully
automated patent processing system. In addition, to assess key decisions
and actions related to the USPTO’s development and use of specific
electronic information and systems to support patent processing, we
examined the agency's consideration of key information technology
investment management procedures and practices, such as capital
planning and investment control, enterprise architecture, and risk
management, in planning and managing the patent automation initiatives.
Further, we examined cost information for USPTO’s patent automation
initiatives, as provided by the agency; however, we did not verify the
accuracy of this reported information.

As part of our review, we also examined internal reports documenting an
independent contractor’s assessment of USPTO’s information technology
organization. We did not independently validate the findings contained in
the reports; however, in discussing their contents with us, USPTO’s chief
information officer generally concurred with the findings. In addition, we
reviewed relevant reports discussing the patent operations that had been
prepared by the Department of Commerce’s Office of Inspector General.

To supplement our analysis, we interviewed senior patent officials,
including the Deputy Commissioner for Patent Resources Planning; the
Administrator, Search and Information Resources Administration; and the
USPTO chief information officer, who was appointed in February 2005. We
also discussed the agency's patent automation efforts with the Under
Secretary of Commerce for Intellectual Property, who serves as the
director of USPTO. In addition, we met with relevant systems officials who
were involved in or knowledgeable about the development and
implementation of the automated patent capabilities and with patent
managers in charge of the systems’ operations. We also interviewed
officials of the European Patent Oftice who worked with USPTO on its
implementation of the Image File Wrapper and representatives of the
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Appendix T
Scope and Methodology

patent examiners union. In these interviews, we discussed USPTO’s
strategy and supporting plans for automating the patent processes and
elicited their views about and understanding of key management decisions
and challenges associated with the automation initiatives.

Further, as part of a series of 11 focus groups undertaken by GAO, we
obtained patent examiners’ views of and experiences with the automated
patent processes. The focus groups consisted of from 6 to 11 employees
each and included supervisory patent examiners (3 groups) and patent
examiners (8 groups). In total, 91 examiners participated in the focus
groups. The 91 participants were randomly selected from the seven
technical areas at USPTO'’s two locations (in Crystal City and Alexandria,
Virginia), and all participants had been employed at the agency for at least
9 months. A GAO facilitator led each focus group. The responses were then
systematically analyzed using a content analysis.

We conducted our study from June 2004 through April 2005, in accordance
with generally accepted government auditing standards.
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COmments from the U.S. Patent and
Trademark Office

UNDER SECRETARY OF COMMERGE FGR INTEI €01 UAL PROPEREY SO
DIRECTOR D THE LAITED STa 5 PATENT ANS TRACENARK OFF £

JuK -2 2006

Ms. Linda D. Koontz

Director, Information Management Issues
U.S. Government Accountability Office
441 G Street, NW

Washington, D.C. 20548

Dear Ms. Koontz:

Thank you for the ity & ton the ility Office
(GAO) draft report titled, “Intellcetual Property: Key Processes for Managing Patent
Automation Need Strengthening.” We very much appreciate the effort your team made in
reviewing the United States Patent and Trademark Office’s (USPTO) processcs for
managing patent information technology (IT) initiatives.

When T became the Acting Under Secretary of Commerce for Intellectual Property and
Pirector of the United States Patent and Trademark Office in January 2004, 1was fortunate
to have hud exposure to the management culiure of the USPTO. Since joining the USPTO
in 2002 as the Deputy Under Secretary, T observed the way in which USPTO’s Patent
management, Office of the Chief Information Officer (OC10) management, and other
sentior managers handled decisions on UT investment and planning,

1 first came to the USPTO as the Deputy Under Seeretary. Then Under Secretary James
Rogan made clear that a critical priority was to re-establish USPTO’s reputation as an
agesicy that makes promises and keeps promises. A key aspect of re-establishing
credibility was fulfilling the commitment, made almost thirty years ago, that the USPTO
would clectronically process patent applications. Begun during Under Secretary Rogan's
tenure in 2002, T was proud io announce [ulfiliment of the electronic-processing promise in
August 2004 with the availability of Internet access to patent application files, just two
years after beginning this historic project.

For me, an unanticipated aspect of the IFW process was exposure Lo the deoper issues that
had preventcd USPTO from fulfilling its promises and achieving its potential. During the
planning and implementation of IFW, and other TT-related Strategic Plan initiatives, T
better understood what needed to be changed, and why.

P.0. Box 1450, Alexandria, Virgina 22913-1450 -womusrTo.cov
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Comments from the U.S. Patent and
Trademark Office

2

Based on my observations and experience, when I became the Acting Under Secretary, T
was determined to make changes to comport with my personal commitment to
accountabilily, transpasency, and resulis, as a steward of the USPTO on behalf of the
American people.

Initiafly, T worked with the existing Patent and OCIO management, 1o encourage “change
from within.” However, as the head of an agency that is the repository of great technical
expertise, I soon appreciated that expert advice of a different nature was necessary.
Therefore, in April 2004, ] directed my personal staff in the Office of the Under Sceretary
to conduct, using an outside, independent consuiting firm with a national eputation for
excellence in the field of IT organizational analysis, a complete review of USPTO's T
opeations, with a focus on delivery capability to our busingss areas: Patents; Trademarks;
Office of General Counsel; Officc of the Chief Financial Officer; and Office of the Chief
Administrative Officer.

As Deputy Under Secretary, L had directed an independent review of a discrete IT

praject - the electronic filing forms for the Madrid Protocol (a trademark treaty). The
results of that review were magnified in the larger OCIO assessment, which was formally
concluded in early 2005, but whose significant findings were available to tie as early as
July 2004

Based both on the earlier, discrete review, and the comprehensive organizational
assessment [ requested, it was clear {o me that significant management changes were
necessary. By October 2004, USPTO was conducting a nationwide search for a new CIO,
and by early December 2004 we had identified an experienced candidate, who ultimarely
became our new CIO.

The OCIO organizational asscssment pointed out chatlenges in the business areas as well
Again, based in part on information received from that comprehensive study, as well as on
my observations of certain executives’ responses to the GAO's awn efforts, I realized that
wider management changes were necessary. Thercfore, in January 2005, I made personncl
changes in key Patent-management positions, including the SES position responsible for
Patent IT projects.

When GAO's study was announced, T was gratofat because T was certain the study would
function as yet another independent assessment of the USPTO's patent IT manzgement
practices, giving us even more useful data with which o work. Based on my own refarm
efforts, [ am fully aware that our curvent seam of managers is faced with the challenging,
but achievable, task of rebuilding confidence in the USPTO’s IT systems, its methods of

and and its ip with the user ity. Tam proud
that we have in fact changed our approach.

Specifiealy, I have put in place managers who are cornmitted to service, (0 accuracy, to
integrity. and to transparency. Further, am confident that our new CIO and our Acting
Commissioner for Patents are fully committed to may vision of 2 USPTO that is completely
accountable. They are already implementing zeforms, nindful of the risk that too much
change too quickly can lead to its own set of prblems.
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Comments from the U.S. Patent and
Trademark Office

Based on my comments above, it will come as no surprise to find that we agree with
GAO’s conclusion that there have existed weaknesses in the management process used to
ditect patent automation, especially when viewed in the broad time frame from GAO’s last
review of the process in the early 1980s. Howeves, we can only pertially agree with
several material aspects of GAO's assessmen.

As noted above, I directed a comprehensive assessment of the Office of the CI10, one result
of which was the hiring of our new C10. In February 2005, we issued an Agency
Administrative Order (AAQ) covering the IT Investment Review Board. The AAO

izes the agency’s 1o integrated investment decision practices. As
you know, we have also initiated a review of the architectural linkages to investruents, and
the key processes for decision-making, which is currently under way. Further, we have
instituted Investment Decision Papers (IDP) to provide the Investment Review Board
members with improved investment documentation. The IDPs give the board members
more therough fimancial and technical analysts, and offer a varicty of viable options and
alternatives, to help the Board make appropriate investwment decisions.

The following are our comments on the specific recommendations containcd in the Draft
Report:

Recommendation 1, - “reassess, and where necessary, revise the approach for
implementing and achieving effective uses of major information systems to support a fully
automated patent process, inchuding electronic filing and image- and text-based pasent
processing capabilities:

The USPTO is changing the method of implementing and achieving effective use of TT.
We have clected 1o follow a more systematic, phased implementation, rather than the prior
holistic approach. Alternatives are being thoroughly considered, and evaluated rgainst
architectural standards, costs of implementation and support, and the ability to effectively
deliver an IT solution that meets the needs of the users. Detajled Investment Decision
‘Papers are being prepared for all major T investments. These papers are being reviewed
by USPTO’s Management Council, which sits as the Investment Review Board (IRB).
The Management CouncilV/IRE approves all major IT investments. Any future patent
development initiatives, inchuding those for electronic filing and toxt-based processing
capabilities, will be subject to this more systematic, phased implementation in order to
ensure that automated systems are used most effectively to achieve patent program goals.

2 “establish disciplined process for planning and managing the
development of patent systems based on well-established business cases that articulate
agreed-upon business and technical requirements; inclide measures for tracking projects
through their life cycle against cost, schedule, benefit, and performance turget

A commiltee has been established to improve the Capital Planning and Investment Control

(CPIC) process at the USPTO. This committee has already proposed a format for business

cases that recites the business need and expected benefits; that requires the consideration of
at least three viable altematives, and the total cost of each alternative; and that indicates
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with the enterpris including whether the investment is based on
current, emerging, twilight or sunset architecture. The business case must be accompanied
by an investment schedule that includes a list of milestones with dates; a listing of
jons, constrainss, and a tisk with mitigation strategics; and a list of
critical success factors for the project. Finally, the investment schedufe must explain how
the proposed approach aligns with the USPTO's 2% Century Strategic Pln, and with the
President’s Management Agenda (PMA).

Following approval of the business case and selection of the preferred altornative, project
plans will be develaped, and schedules, costs and progress will be managed against these
plans, using Earned Value Management (BVM). All investments will also be evaluated
against the proposed benefits.

As 2 result of the independent assessment conducted at my direction, we realized the need
to strengthen our TT planning and management processes. Our new CIO s engaged in
i izational i s that will focus on Quality Management and

ps
overall IT process improvements.

Recommendation 3 - “filly institute and enforce at the enterprise level, information
technology investment management processes and practices (o ensure that aufomation
initiatives support the agency's mission and are aligned with the agency's enterprise
architecture, to include (1) finalizing and implementing a capital planning and investment
control guide, (2) establishing an architecture review board and requiring its oversight of
major i i p 3 ishing a process to identify expected
benefits to iniernal and external wsers of information systems and o measure performance
against expected henefits, and (4) establishing a process for iracking and reporting
aggregaie cost information for automation initiatives.”

In reference to item 1, as noted in our response to the previous recommendation, the.
USPTO is addressing its CPIC process. Oiee this is made final, the existing capital
planning and investment control guide will be updated to reflect the enhanced procedures.

Concerning the second item, 17 project architectures are currently reviewed by the Office
of Applications Architecture and Scrvices. This office is responsibic for ensuring
compliance of IT systems” designs with the USPTO Enterprise Architecture, ‘This group
executes the functions performed by an architectural review board.

Regarding item 3, as the committee completes the CPIC guide, it will formally establish
the procedures for review of the expected benefits from an IT investment and the
evaluation of the performance of the investment against providing those expected benefits.

Finalty, concerning item 4, he USPTO has the tools in place (o ageregate the cost
information for automation initiatives, and is refining use of those tools to mote
completely captute the total cost of any IT investment.
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Image File Wrapper (TFW)

Given the importance of IFW to the USPTO, it is uppropriate to offer detailed comments
on this underiaking.

We agrec that the IFW decision-making and implementation process could have been more
rigorous, and would have bemefitod [rom more rigor. Howover, we are certain that both
GAO and Congress recognize the very positive results, for our examiners and the public,
which resulicd from the timely deployment of the IFW system.

First, in 2004, the USPTO fulfilled a decades-old promisc o the public by finally
praviding a working paperless system for processing patent applications. Tn the space of
two years, USPTO concluded an effort that had been promised since the 1980s. Scoond, at
a very practical level, IFW eliminated the nced for USPTO to retain space to house the
patent paper collection stored at the USPTO's Crystal City campus. Because of the IFW.
system, the USPTO did not have to relocate paper patent application files to our
Alexandtia headquarters. Third, both examiners and the public have seen the benefits of
TFW since multiple users can access the same file at the same time. There is no noed to
wait 10 see an electronic file.

Tn addition, our Public PAIR tool offers Intornct access to published patent applications,
allowing users around the globe the ability to review information. Private PAIR offers
patent applicants the same type of access to their unpublished application files, in a securs
Internet environment. It gocs without saying that the issue of fost papers or application
files has been monumentalty reduced. Furthier, problems with file integrity, that is,
problems created when papers were returmed to 4 file out of order, ripped o otherwise
degraded through wear, or even lost completely, have been virtually eliminated. As a
practical matter, the need to photocopy has been greatly reduced, since files can be printed
directly.

To reiterate, in the space of two years, the USPTO presented the public and our examiners
with historic electronic access. The manifold benefits of IFW wonld almost certainly not
be available today had USPTO moved at a sore traditional pace.

As alesson of IEW, USPTO fully fates that i of and
additional antomated tools for both our examiners and public users Tust be preceded and
accompanied by careful planning and documentation. But we make no apologies for
having fulfilled promises and provided access and convenience for customers and
employees alike.

In light of the progress that the USPTQ has made even during the period of GAO's
asscssment, we do not believe that such significant gaps exist as to warrant & pause and
reassessment of our key management processes.

We have also included an enclosure with 2 list of specific comments that clarify and/or
correct certain points covered in your report.
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We do agree with GAO’s finding that key improvements need to be made, such as:

Improving architectural linksges to the planning process:
Muking final and implementing the draft Capital Planning and Investment
Control (CPIC) Guide; and

Completing phanned organizational changes.

Before conciuding this letter, I wonld like to express persoal thanks 10 GAO, and to
mention Mary J. Dorsey, Vijay D*Souza, Valeric Melvin, Evan Gillman, Nancy Glover
and J. Michael Resser. T understand that Ms. Dorsey and M. D*Souzz, in particular, spent
many hours telking to USPTO employecs, conducting interviews, and of course, reviewing
documents and writing the draft report itself. We are fortunate to have had the
apportunity to work with such dedicated fellow civil servants.

Actions speak touder than words. As Under Secretary, [ have taken the painful measures
necessary (o correct problems I saw with our patent automation strategy, including making
personnel changes in key USPTO management positions. However, difficult as an
organizational assessment and resulling personnel changes have been, they were and are
the correct course of action and will result in a USPTO that is able 1o deliver and support,
in @ timely and cost-effective manner, the electronic tools that will sce our Nation's patent
and trademark office through the 21% Century.

Again, we appreciate this opportunity to comment on the GAQ's draft report.

S

'ON W. DUDAS
Under Secretary and Director

Enclosare
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GAO Contact and Staff Acknowledgments

GAO Contact Linda D. Koontz (202) 512-6240

Staff In addition to the individual named above, Valerie Melvin, Mary J. Dorsey,

and Vijay D’Souza made significant contributions to this report. Evan
Acknowledgments Gilman, Nancy Glover, and J. Michael Resser also contributed to this
report.
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Mr. SMITH. Mr. Stern.

TESTIMONY OF RONALD J. STERN, PRESIDENT,
PATENT OFFICE PROFESSIONAL ASSOCIATION (POPA)

Mr. STERN. Thank you, Mr. Chairman, Ranking Member Berman
and Members of the Subcommittee. As many of you know, POPA
represents the engineers, scientists and attorneys who, as patent
examiners, determine the patentability of hundreds of thousands of
patent applications each year.

The agency has come under serious criticism lately. The principal
problems deal with quality and timeliness. In addition, there is a
problem with hiring and retaining our workforce.

The agency manufactures patents, but it does so in the high-
stress environment of a legal sweatshop. When it comes to patent
examination, you can take steps to get the job done faster or cheap-
er, but those steps will inevitably decrease the quality of the work.

You cannot increase the quality of examination without providing
examiners the time necessary to do the job. Examiner quotas,
measured in 6-minute increments, currently provide as little as
11.2 hours to primary examiners in low-complexity arts, and only
22.1 hours in the most complex arts.

Quotas established in 1976 are still in use today. In the mean-
time, technology is more complex, specifications are bigger, applica-
tions have more claims, and the amount of literature to be
searched has ballooned. Electronic file wrappers cost examiners 1
to 3 hours of extra work per case. Examiners need a 20 percent in-
crease in time per case.

Applicants pay substantial fees for excess claims, large specifica-
tions and information disclosure statements. Examiners must be
given time proportional to these fees to ensure that applicants will
get what they have paid for.

The most common criticism is that examiners do not find the
best prior art. Text searching works in some arts, but not for all.
Speedy searches require updating the U.S. Classification system
regularly, which has not happened.

In the automated databases the wisdom and experience of prior
examiners is lost. Old paper search files were regularly augmented
by examiners’ explanatory notes and by “feeding the shoes” newly
discovered references.

There is no problem hiring examiners. The problem is keeping
them. Approximately half leave within their first 3 years on the
job. More important are the midcareer employees who leave the
agency. In fiscal 2005, approximately 40 percent of all of those ex-
pected to leave will be employees with between 3 and 15 years of
experience. Some of these employees are leaving without even hav-
ing another job to go to.

The USPTO has implemented employee benefits such as special
pay rates, flexible work schedules, family-friendly policies and tran-
sit subsidies. Benefits, however, are not by themselves sufficient to
overcome many employees’ dissatisfaction with the production-ori-
ented nature of patent examining. The appeal of the USPTO’s ben-
efits is in constant opposition with the stress of the day-to-day legal
sweatshop environment.
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The agency is ruthlessly effective in removing and disciplining
employees. Almost 10 percent of all removals from the nondefense
Federal workforce in fiscal 2001 were removed from the examining
corps. So far this year, in a workforce of fewer than 7,000, the
agency has taken 928 official actions against employees. Sadly, for
every employee who was fired in 2001, there were more than 13
others who left voluntarily; later years are even worse.

The 21st Century Strategic Plan has converted the prior Admin-
istration’s culture of collaboration into a culture of conflict. Employ-
ees bristle with anger over relentless criticism of their work, espe-
cially because 40 percent of that criticism turns out to be incorrect.

The USPTO needs to go back to the basics of examining. It needs
to emphasize training and mentoring instead of disciplinary ac-
tions. It needs to provide adequate time for doing a quality job.
This will improve examiner retention.

This Subcommittee can help ensure that the agency uses exam-
ination fees for examination. We recommend that you amend 35
U.S.C. section 42 to require the agency to use all of the excess
claims fees, excess specification fees, and information disclosure
fees to fund additional examining time for examiners to do the
work for which applicants are paying those fees.

In section 42, Congress has already put a fence around trade-
mark fees. It is time to expand that precedent to patent fees. If the
USPTO truly desires to reduce attrition, it must effectively address
the reason that most examiners leave: job dissatisfaction. It must
recognize that examiners are skilled professionals and deserve to
be treated as such. It must give them the time, the tools, and the
space to do that job. Unless and until the USPTO addresses these
problems, the revolving door of attrition will continue to spin.

Thank you very much, Mr. Chairman.

Mr. SmITH. Thank you, Mr. Stern.

[The prepared statement of Mr. Stern follows:]

PREPARED STATEMENT OF RONALD J. STERN

Mr. Chairman, Ranking Member Berman and Members of the Subcommittee:

Thank you for the opportunity to present the views of the Patent Office Profes-
sional Association (POPA) on operations at the U.S. Patent and Trademark Office
(USPTO) and, in particular, on the recent reports of the Dept. of Commerce Office
of Inspector General,! General Accountability Office 2 and National Academy of Pub-
lic Administration.3

POPA represents more than 4,300 skilled patent professionals at the USPTO. The
vast majority of our members are engineers, scientists and attorneys who, as patent
examiners, determine the patentability of the hundreds of thousands of patent ap-
plications the USPTO receives each year. The patent professionals of POPA are dili-
gent, highly skilled, hard working individuals firmly committed to maintaining the
quality and integrity of the U.S. patent system.

The vital role of patents to the U.S. and global economies is without question.
Their value is evidenced by the rapidly expanding efforts of inventors and compa-
nies to protect intellectual property throughout the world. The U.S. patent system
is the engine that has driven innovation in America and helped produce the most
powerful and robust economy in history.

1“USPTO should Reassess How Examiner Goals, Performance Appraisal Plans, and The
Award System Stimulate and Reward Examiner Production,” U.S. Dept. of Commerce Office of
Inspector General Final Inspection Report No. IPE-15722, September 2004.

2“USPTO Has Made Progress in Hiring Examiners, but Challenges to Retention Remain,”
U.S. Government Accountability Office Report No. GAO-05-720, June 2005.

3“U.S. Patent and Trademark Office: Transforming to Meet the Challenges of the 21st Cen-
tury,” Report of the National Academy of Public Administration for the United States Patent
and Trademark Office, August 2005.
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Unfortunately, the USPTO has come under considerable criticism lately for failing
to allow high-quality patents in a timely manner. This criticism has resulted in in-
creased scrutiny of the day-to-day operations of the USPTO as well as review of the
laws governing the patent system. Recently, several government studies and at least
one book have been published that attempt to identify problems facing the USPTO
today while proposing a variety of solutions for those problems. Among the problems
virtually all studies agree on are: the need to hire and retain a highly skilled work-
force; improving the quality and timeliness of issued patents; and the ability for the
USPTO to keep and use all its fees for its operations.

While POPA agrees that these are important issues facing the USPTO, it does not
agree with many of the solutions proposed by some of these studies. Many proposed
solutions represent radical changes to the patent system and go far beyond what
is necessary to improve performance at the USPTO. Rather than a massive overhaul
of the agency or a rewrite of the patent statutes, POPA believes that what is nec-
essary is for the USPTO to go back to the basics of its mission—examining patent
applications and issuing valid patents.

To improve the operations of the USPTO, Congress, USPTO management and its
employees need to work together to provide sufficient time for examiners to examine
patent applications, improve the tools that examiners use to identify relevant ref-
erences (“prior art”), hire and retain a highly skilled workforce and improve labor-
management relations.

A GOOD JOB TAKES TIME

“Faster, Better, Cheaper. Which two would you like?” This economic axiom is as
applicable to patent examination as it is to any manufacturing process. The USPTO
manufactures patents. But right now, it manufactures those patents in the high-
stress environment of a “legal sweatshop.” When it comes to patent examination you
can take steps to get the job done faster or cheaper, but those steps will inevitably
decrease the quality of the work. You cannot increase the quality of examination
without providing examiners the necessary time to do the job.

The USPTO controls its throughput of patent applications using a rigorous goal-
oriented production and workflow system that measures examiners’ work output
(production) in 6-minute increments. On average, a patent examiner has approxi-
mately twenty hours to complete the examination of a utility-type patent applica-
tion. The agency has long recognized that technologies differ in complexity and that
some examiners are more experienced than others. Primary examiners, those at GS
grades 14 and 15 with authority to act independently, are expected to be much more
productive than junior examiners requiring various levels of supervision. The cur-
rent production system only allows some primary examiners in low complexity tech-
nologies as little as 11.2 hours per application. Even primary examiners in the most
complex technologies are only allowed a maximum of 22.1 hours.# Examiners work-
ing on design-type applications or plant applications have even less time than those
working on utility-type applications. On average, these examiners have about five
to seven hours per application.

These agency production goals have remained essentially unchanged since they
were put in place in 1976. Since that time, however, the nature of the work has
changed considerably. Indeed, some technologies such as biotechnology,
nanotechnology, bioinformatics, and business methods either were not patentable or
did not even exist when these goals were put in place. Since 1976, patent applica-
tions have become more complex. Applications today often have larger specifications
and higher numbers of claims than applications filed in 1976. Applicant-submitted
information disclosure statements are often so large that they require storage in
boxes. The increased complexity of patent applications has been recognized by both
the USPTO and Congress as evidenced by the recent dramatic increases in fees for
large specifications and excess claims.

Equally problematic is the massive explosion of information that patent exam-
iners have to search through to identify relevant prior art. Almost two million new
U.S. patents have issued just within the last fifteen years. The agency’s database
of issued patents grows by thousands every week. The USPTO will soon issue its
7,000,000th patent. Foreign patent literature is also growing at a comparable rate.
The growth of these two sources of prior art pale by comparison to the explosion
of information published in non-patent literature such as scientific and technical
journals, trade magazines, catalogs, internet web pages and other publications that
examiners search to determine the patentability of a claimed invention.

4National Academy of Public Administration Report, August 2005, Appendix D, Table D-2.
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If these problems aren’t enough for examiners, the agency’s deployment of the
Image File Wrapper System (IFW) has transferred a considerable amount of clerical
work from the agency’s technical support staff to the examining corps. Prior to IFW,
patent applications were legal-size three-fold paper files that examiners worked on
at their desks. All of the relevant papers were readily identifiable and readable.
Now, with IFW, virtually all files are scanned copies of originally filed applications
and only available electronically. Many examiners find these scanned files difficult
to navigate through since individual papers are often difficult to identify. Thus, ex-
aminers now spend more time just trying to figure out what papers are in the appli-
cation. More importantly, most examiners find the scanned images difficult to read
on even the USPTO’s high-quality computer monitors. They now spend their pre-
cious examining time printing out and collating documents on their desktop print-
ers. Examiners repeatedly tell POPA that the IFW system alone is causing them
from one to three hours of additional work on each application. Since the advent
of the IFW “paperless office,” paper usage has doubled at the USPTO.

Continuing problems with USPTO automation tools and the dramatic increase in
paper usage were the impetus behind another Government Accountability Office re-
port issued simultaneously with their report on USPTO hiring and retention prob-
lems cited above.® During focus group sessions held in conjunction with this inves-
tigation, examiners made the same complaints to Government Accountability Office
investigators as they were making to POPA concerning USPTO automation. Most
interesting is the fact that first line supervisors made similar complaints in their
own focus group sessions. Since examiner goals have not changed since 1976, these
additional hours must come from examiners taking shortcuts, cutting corners on
searching and examination and putting in significant amounts of their own time
(unpaid voluntary overtime) to get the job done. This results in a highly stressful
“legal sweatshop” environment that ultimately leads to many examiners leaving the
agency.

For years now, the USPTO has alleged that increased reliance on automation will
help it do a better job of examining. When it comes to searching, the agency has
placed all its eggs in the automation basket. It has all but abandoned support for
the U.S. Classification System, a much-needed tool for adequately searching many
technologies that are not readily searched by text searching automated tools. It has
continuously refused to expend the necessary resources to properly integrate all
issued patents into its text and image searchable patent database. It repeatedly fails
to seek adequate input from examiners in the design and testing of hardware and
software before deployment. The agency has spent well over a billion dollars on
automated tools to assist examiners and yet the agency is being criticized for poor
quality patents and an ever-increasing backlog of unexamined applications. This
comes as no surprise to examiners.

No amount of automation can help an examiner read and understand a patent
application and the prior art faster. This is not to say that the agency’s efforts have
been a waste of time and money. While many improvements are needed in the
USPTO’s automated tools as well as the U.S. Classification System, these tools do
often allow examiners to identify relevant prior art. The problem is that there is
so much more prior art to search, read and understand. This is what takes time.
And this is what has not been addressed by the agency since 1976. Add to this ex-
plosion of prior art, the drains on examiners’ time by the Image File Wrapper sys-
tem and other added job duties, and it quickly becomes apparent how amazing a
job the examiners of the USPTO really do under the circumstances.

Examiners are not asking for extravagant increases in their goals. A twenty per-
cent increase in time will compensate examiners for the many duties that have been
added to their jobs since 1976 and offset the increasing complexity of the entire ex-
amination process. It would help to relieve the stressful USPTO workplace and help
reverse attrition. Most importantly, it will provide examiners with the time they
need to do a better search and examination of patent applications.

For years, the agency has been collecting fees for excess claims and information
disclosure statements, recognizing that these extra items will make examination of
the application more labor intensive. But the agency has never passed those extra
fees on to examiners in the form of additional time to examine the application. Sim-
ply insuring that the USPTO provide the additional time to examiners that patent
applicants have already paid for will go a long way towards providing examiners
with the time necessary to do the quality job that everyone desires.

It is important to recognize that providing extra time for examiners to do their
job does not inherently translate into increased application pendency. Better search-

5“Key Processes for Managing Patent Automation Strategy Need Strengthening,” U.S. Gov-
ernment Accountability Office Report No. GAO-05-336, June 2005, pages 14—15.
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ing and examination will increase the certainty of rejection of old or obvious ideas.
As patent applicants realize this, they will be less likely to expend effort and re-
sources on patent applications of questionable innovative or economic importance.
Thus, better search and examination by USPTO examiners may actually limit appli-
cation pendency over time.

Providing examiners with additional time should also benefit the entire nation by
reducing the costs of patent litigation. In a recent study by the National Research
Council of the National Academy of Sciences, John L. King calculated that providing
examiners with a one-hour increase in time would cost the agency about $11.3 mil-
lion. King calculated, however, that a one-hour increase in examiner time would re-
duce patent litigation expenses by over $17 million.6

Increasing the quality of patent examination, reducing patent application pend-
ency and stimulating the nation’s economy by reducing the costs of patent litigation
thereby freeing up resources for other purposes, are clearly worthy goals of the in-
tellectual property community. It should be equally as clear that providing exam-
iners the time needed to do a good job is the most cost-effective means to accomplish
these goals.

A GOOD JOB TAKES GOOD TOOLS

The major criticism on the quality of the USPTO’s work revolves around the fail-
ure of examiners to find the most relevant prior art. But examiners only have a very
few hours to search the prior art and identify relevant references. They need search
tools that allow them to search and find the most relevant prior art in the shortest
possible time. Here again, the USPTO’s heavy reliance on text searching has proven
very shortsighted.

While planning the agency’s new complex in Alexandria, Virginia, the USPTO
made a conscious decision to eliminate support for the vast amount of examiner
paper search files. These paper search files, known as “shoe files” or “the shoes”
from early days when copies of issued patents were kept in shoeboxes, contained
copies of the U.S. patents classified according to the U.S. Classification System. The
paper search files also contained foreign and non-patent literature classified and
placed in the shoes over the years by examiners in the various technologies. Many
references in the shoes contained additional information such as examiner notes
and/or color drawings placed there by experienced examiners to assist other exam-
iners working in that technology. For many years prior to the advent of automated
search tools, the paper search files represented the best and most comprehensive
search tool for locating relevant prior art. They contained a remarkable wealth of
information found nowhere else in the world.

The paper search files allowed examiners to draw from the experience of those
examiners who had gone before. For many years, examiners were trained to “feed
the shoes.” Every pay period, examiners were given a stack of references such as
technical and scholarly journals, trade publications, catalogs and other literature.
An examiner would be provided time to peruse these references, identify those rel-
evant to his/her technology, and place them in the appropriate paper search files
according to the U.S. Classification System, i.e., “feed the shoes.” In addition, exam-
iners would often add notes and other helpful information to these references to aid
themselves and others searching in a particular technology. This continuous process
resulted in a comprehensive database of prior art only available to those at the
USPTO. In addition, the very act of feeding the shoes helped examiners to keep cur-
rent on developments within their respective technologies. When new examiners
searched the paper search files, they were receiving the benefit of the knowledge
and experience of all those examiners who had preceded them in the technology.
This helped new examiners develop familiarity with the prior art and helped all ex-
aminers in quickly and efficiently finding the relevant prior art for each patent ap-
plication.

Regrettably, as far back as the mid-1980s, the USPTO began transferring classi-
fication duties from examiners to technicians. As time went on, management or-
dered that foreign patents and non-patent literature would no longer be included
in reclassification projects. This rendered these documents all but useless for search-
ing. By the mid-1990s, as planning for a new headquarters facility began in earnest,
support for the U.S. Classification System and maintenance of the paper search files
had virtually ended.

6King, John L., “Patent Examination Procedures and Patent Quality,” Patents in the Knowl-
edge-based Economy, National Research Council of the National Academies, National Academies
Press, 2003, pages 54—-73 at pages 68-70.
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Today, the paper search files have all but disappeared at the USPTO. The agency
removed all the copies of issued U.S. patents in preparation for its move to its new
Alexandria, Virginia headquarters. While the remaining foreign and non-patent lit-
erature paper search files were moved to the new headquarters, no new references
are being classified and placed in those files and their ultimate fate remains uncer-
tain. At present, those files are stored in the basement of the new facilities but the
agency is contemplating the removal of at least some of those files to free up criti-
cally needed space. Sadly, new examiners are not even formally trained to use the
paper search files. The only formal agency training new examiners receive is in the
use of the automated search tools.

The end result of the agency’s failure to maintain the U.S. Classification System
and the paper search files is that examiners can no longer benefit from the wisdom
and experience of prior examiners. Today, each search in a patent application is per-
formed essentially from scratch. The agency’s emphasis on text searching is result-
ing in a new generation of patent examiners inexperienced in the use of the U.S.
Classification System.

Another major perennial frustration for examiners is the agency’s continued un-
willingness to expend the resources to complete the process of getting all issued pat-
ents into a single text searchable database. With the advent of the Automated Pat-
ent System in the mid-1980s, the USPTO began entering all new issued patents in
both text and image searchable form into its issued patent database. Unfortunately,
while all issued patents were entered in image format, the text-searchable database
only goes back to about 1970. Issued patents prior to 1970 have not been entered
in the database in a readily text searchable form. The agency did submit these older
patents to optical character recognition but did not correct errors and did not index
this database in the same manner as the Automated Patent System database. Thus,
this database, referred to by examiners as the “dirty OCR file” because of its numer-
ous errors, cannot be readily and reliably searched simultaneously with the Auto-
mated Patent System database. Examiners working in older technologies have to
perform two searches of the issued patents to determine patentability of an appli-
cant’s claimed invention. This is one more uncompensated drain on examiners’ time.

The current Administration has relied heavily on outsourcing many government
duties. Indeed, many duties at the USPTO have been outsourced to private sector
contractors. Rescanning and indexing the “dirty OCR file” so that all issued patents
can be searched in one database is a duty begging for outsourcing. The agency has
proposed a major initiative to outsource the entire search duties of examiners, an
initiative of dubious merit, while not expending the resources to perform a one-time
duty that would have clear positive results. POPA believes the USPTO needs to re-
verse its virtual abandonment of the U.S. Classification System. It needs to improve
its automated search tools to allow examiners to “feed the shoes” in an electronic
environment, i.e., provide the means for classifying and adding relevant prior art
to the USPTO’s automated databases, and provide examiners the time to do so. This
would once again allow examiners to benefit from the knowledge and experience of
other examiners. The agency needs to actively seek the input of employees in the
development and testing of automated tools to increase the likelihood of successfully
deploying functional and efficient products. Finally, POPA believes the agency needs
to do a better job of prioritizing all its automation expenditures to insure that the
agency and the American people receive the maximum benefit from those expendi-
tures.

A GOOD JOB TAKES A GOOD WORKFORCE

An agency can provide all the time and all the best tools available to do a top-
notch job, but without a well-trained and dedicated workforce, those tools and that
time will not be enough to get the job done. The need to hire, train and retain a
highly skilled workforce has been a perennial problem for the USPTO. In their book,
Innovation and Its Discontents, Adam B. Jaffe and Josh Lerner provide a brief his-
tory of hiring and retention problems at the USPTO dating all the way back to
1829.7 As the authors recognize, however, this problem has become much more
acute recently in view of the increasing importance of intellectual property in a glob-
al economy. A lack of adequate funding coupled with the feelings of some in the Sen-
ate that the USPTO should not try to hire its way out of its pendency problems re-
sulted in sporadic and insufficient hiring of new examiners over the last ten years.
Indeed, in FY 2003, the agency suspended patent corps expansion altogether, choos-
ing to hire only to compensate for attrition. This sporadic hiring process has left the

7Jaffe, A. B. & Lerner, J., Innovation and Its Discontents, Princeton University Press, 2004,
pp. 133-138.
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agency with a significant shortfall of trained examiners and a burgeoning backlog
of over 550,000 unexamined patent applications.

The USPTO’s need to hire and retain new examiners has been the subject of sev-
eral recent government studies. In 2002, the Dept. of Commerce Inspector General
issued an illuminating report on needed improvements in the USPTO hiring proc-
ess.® The Inspector General identified several challenges facing the USPTO in hir-
ing new examiners: a shortage of potential examiners with the necessary technical
training, competition for jobs by the private sector, compensation packages smaller
than private sector compensation, and competition from other federal agencies.

The Inspector General also identified several significant reasons why examiners
leave the USPTO. Seventy two percent of all examiners left the USPTO for one of
the following reasons: dissatisfaction with the production-oriented nature and in-
flexibility of the job (26%); unsatisfactory performance or conduct (23%) and higher
pay (23%). In POPA’s experience, the vast majority of disciplinary actions at the
USPTO are the result of unsatisfactory production or quality, i.e., performance
issues. This has been confirmed by the National Academy of Public Administration
Report of August 2005.9 Therefore, most of the 23% of examiners in the second cat-
egory are likely analogous to those who left because of the nature of the job. Thus,
almost half of all examiners who leave the agency do so because of their dissatisfac-
tion with the production-oriented culture of the USPTO.

Of all examiners who leave the agency, approximately half leave within their first
three years on the job, with thirty percent having less than one year’s experience.
POPA is aware of instances this year where new examiners have left the USPTO
within the first several weeks in the agency. Of potentially greater impact, however,
is that more and more mid-career employees are leaving the agency. In FY 2005,
approximately forty percent of all those expected to leave will be employees with be-
tween three and fifteen years experience. Some of these employees are leaving with-
out even having another job to go to. The agency’s most serious problem is not hir-
ing new examiners—it is keeping them.

Over the years, the USPTO has implemented a number of employee benefits such
as special pay rates, alternative and flexible work schedules, a family friendly work-
place and transit subsidies. While employees appreciate the many benefits offered
by the USPTO, these benefits are not, by themselves, sufficient to overcome many
employees’ overriding dissatisfaction with the production-oriented nature of patent
examining. The appeal of the USPTO’s many benefits is in constant opposition with
the unrelenting stress of the day-to-day “legal sweatshop” environment of the agen-
cy. As retention statistics show, the unrelenting stress of the job often trumps all
the benefits of the agency and takes its toll on employees causing them to leave the
agency voluntarily or, on many occasions, involuntarily.

The USPTO must constructively and effectively address this issue of job dis-
satisfaction or retention of examiners will remain a serious problem for the foresee-
able future. The agency must accept the fact that examiners need more time to do
the job or they will ultimately seek employment elsewhere. Training new examiners
is both resource and time intensive. It takes about five to six years for an examiner
to reach primary examiner status and act independently. It is primary examiners
who are the most productive employees in the agency. It is primary examiners who
train and mentor new examiners. It is primary examiners who go on to become su-
pervisory patent examiners and other management officials at the USPTO. POPA
believes that it is cost effective to provide examiners more time to do their work
so that the agency can retain those employees and benefit from their experience for
years to come.

POPA is particularly concerned with the involuntary departure of employees
through disciplinary actions by the agency. As the exclusive representative of patent
professionals at the USPTO, POPA is often called upon to defend employees against
agenc}:oy allegations of poor performance or misconduct. And the USPTO keeps POPA
very busy.

At a time when everyone is expressing serious concern about the USPTO’s prob-
lems retaining examiners, the agency may well be the most ruthlessly effective sin-
gle agency in the entire Federal government in removing its employees from the
Federal workforce. In its August 2005 report, the National Academy of Public Ad-
ministration published some very disturbing statistics on the agency’s increasing
number of performance-based disciplinary actions against employees.1® In FY 2001,

8“Patent Examiner Hiring Process Should Be Improved,” U.S. Dept. of Commerce Office of
Inspector General Final Inspection Report No. BTD-14432-2-0001, March 2002.

9 NAPA Report, August 2005, pages 110-111.

10 NAPA Report, pages 108-111.
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a total of 210 non-defense Federal employees were removed for poor performance
in the entire Federal government. Eighteen of those 210 came from the USPTO. Al-
most ten percent of all employees fired for performance in the Federal government
were fired by the USPTO! While the Federal government as a whole only fired lin
5,000 employees, the USPTO was busy firing 18 in 3,000 patent examiners. The
USPTO fired three times more employees in one year than the U.S. State Depart-
ment did in seventeen years from 1984 to 2001 (six employees). This is a remark-
able number of firings for a relatively small government agency.

The National Academy of Public Administration report had other equally trouble-
some statistics that demonstrate an alarming increase in performance-based dis-
ciplinary actions at the USPTO. The report shows that between fiscal years 2000
and 2005, the USPTO workforce grew from 6,367 to 6,763 employees, an increase
of 396 employees. At the same time, the number of employee relations cases grew
from 585 to 928. Incredibly, for those fiscal years, the USPTO took more than twice
as many employee relations actions as the number of employees it had hired. For
the USPTO patent corps, oral warnings, a form of disciplinary action immediately
preceding a written warning, have gone from 70 in FY 1999 to 329 in FY 2004.
Written warnings, a form of disciplinary action immediately preceding removal from
Federal service, have risen from 19 in FY 2000 to 48 in FY 2004. As of February
2005, the USPTO had already issued 31 written warnings. From FY 1999 to the be-
ginning of FY 2005, the USPTO fired 183 probationary employees—5.7 percent of
the 3,216 people hired. By comparison, for fiscal years 2001 and 2002, the Federal
government as a whole only fired about three percent of new hires.

The USPTO’s aggressive approach to employee relations is not lost on examiners.
Rather than being beneficial to the agency, this approach further demoralizes its
employees and heightens the stress in an already stress-filled workplace. The agen-
cy’s willingness to terminate employees hangs like a sword of Damocles over the ex-
amining corps every day.

In their report, Academy investigators state that USPTO management attributes
this astounding increase in personnel actions to liberalized time scheduling such as
the Increased Flexitime Program that allows examiners considerable flexibility in
their work schedules.!®! POPA finds this assertion laughable. Nothing in the In-
creased Flexitime Program changed one iota of examiners’ production requirements.
It does not matter when examiners are physically in the office. What matters is
that, when they are in the office, they have to produce. Management’s assertion is
simply reflective of its outdated perception that it must have more control over ex-
aminers lives.

This need for control is the same pervasive mentality that has significantly de-
layed the introduction of telework programs in the USPTO and throughout the Fed-
eral government. Contrary to the USPTO’s assertion, the Increased Flexitime Pro-
gram is one employee benefit that is actually doing what it needs to do—providing
examiners a reason to stay at the USPTO. Sadly, at a time when the USPTO needs
its employees the most, agency management has already signaled its intent to cur-
tail this immensely popular program in upcoming contract negotiations.

If the Increased Flexitime Program is not the reason for so many personnel ac-
tions, what is? A brief review of recent USPTO history reveals several major events
that have severely impacted examiners’ ability to do their job in the allotted time:
a change of USPTO administration; the implementation of the Image File Wrapper
System; loss of the paper search files; disruption associated with the move to new
headquarters; and the introduction of Quality Initiatives arising from the 21st Cen-
tury Strategic Plan.

The USPTO’s top-level management changed in 2001 concurrent with the change
of the Presidency. The new management team under Director James Rogan took a
decidedly more negative slant towards employee and labor relations. This new direc-
tion is clearly apparent in the linear increase in employee relations actions from FY
2001 to the present shown in Figure 4-3 of the Academy’s report.12 The “culture
of collaboration” found in the previous USPTO administration quickly degenerated
into a “culture of conflict” under Director Rogan. This, dramatic change in USPTO
culture resulted in a serious decrease in morale among USPTO employees.

In addition to the change of administration, the deployment of the Image File
Wrapper system had considerable impact on examiners. As already discussed above,
the Image File Wrapper system added significant time drains for examiners. Espe-
cially hard hit are examiners who have found the continuous use of computers nec-
essary with the Image File Wrapper System to be very hard on them physically. Un-
fortunately, many of these examiners are among the most senior primary examiners

11 NAPA Report, August 2005, page 108.
12NAPA Report, August 2005, page 109.
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and highest producers in the agency. The production of many of these senior exam-
iners has suffered significantly using the Image File Wrapper system.

The loss of the paper search files also impacted many examiners. Some primary
examiners were so familiar with the paper search files that they had memorized vir-
tually every patent in their technology. This even included knowing in which shoe,
i.e., file drawer, a particular patent was located. This enabled them to quickly
search an application and rapidly determine the patentability of a claimed inven-
tion. With the loss of the paper search files, examiners now have to rely on the auto-
mated search tools to identify relevant prior art. The automated tools, however, do
not readily lend themselves to the kind of familiarity with the art that many exam-
iners had previously. Again, this has negatively impacted the ability of many exam-
iners to get the job done in the time they are given.

Another significant impact on examiners has been the disruption in their daily
lives associated with the USPTQO’s move to its new headquarters in Alexandria, Vir-
ginia. This move began in December 2003 and was finally completed in July 2005.
During this time, examiners have experienced numerous power outages, computer
network failures, complete shutdowns of the headquarters facility often preventing
employees from doing additional work on weekends, and the loss of many of the
benefits and amenities present at the previous location in Arlington, Virginia. Doing
a mentally intensive job such as patent examining does not lend itself well to such
day-to-day disruptions in routines. Unfortunately, the USPTO is already outgrowing
its new headquarters facility—something POPA had warned for years before the
new facility was even built in Alexandria. Virtually all junior examiners are being
doubled up in offices. The agency is actually contemplating training new examiners
at an “undisclosed location” away from the headquarters facility for their first six
to eight months because it does not have adequate space to house them nor does
it have sufficient numbers of primary examiners in critical technologies to train
them. Once again, patent examiners are being expected to continuously pay for the
shortsighted decisions of USPTO management.

Finally and, arguably, most significant has been the profoundly negative effect on
examiners due to the implementation of the Quality Initiatives of the USPTO 21st
Century Strategic Plan. The Quality Initiatives represent a number of initiatives
such as “recertification of primary examiners,” “in-process reviews” and “second pair
of eyes” intended to improve the quality of examination. The Quality Initiatives
have taken the “culture of conflict” at the USPTO to new extremes and seriously
impacted examiner morale. Indeed, a number of examiners have resigned or retired
from the agency rather than put up with this management assault on their integrity
and professionalism.

For many years, agency management made it clear to employees that production
was “Job One” at the USPTO (apologies to Ford Motor Co.). Quality was a distant
second. Supervisors made sure examiners understood that as long as their produc-
tion was high enough, they could be fairly certain that their jobs were secure. At
the USPTO, quantity far exceeded quality in importance. Examiners knew that, to
maintain a healthy production level, that shortcuts would have to be taken and cor-
ners cut. This was not a problem so long as production remained “Job One.”

With the introduction of the 21st Century Strategic Plan, however, management
suddenly reversed direction and promised Congress and the entire intellectual prop-
erty community that quality was now going to be “Job One” at the USPTO. Sud-
denly, all the shortcuts examiners had learned and all the corners they had cut in
order to get the job done had all but evaporated. Management implemented the
Quality Initiatives but, once again, made no adjustments to examiners’ goals to
allow for this sudden change in emphasis.

Today, examiners at every level of experience are finding themselves angry, frus-
trated, insulted, bitter and fearful for their jobs. They are looking over their shoul-
der constantly for fear that reviewers will allege an error in their work. If all the
other stresses in the USPTO workplace weren’t enough, the Quality Initiatives may
well be the proverbial straw that broke the camel’s back.

It is no secret that patent examining is an inherently subjective undertaking. If
it weren’t, there would be little need for applicants and courts to expend so many
resources on patent litigation. Two highly skilled and experienced examiners can
look at the same patent application and reasonably come to different conclusions on
the merits of the case. A patentee and a potential infringer will very likely interpret
the issued patent differently.

Just because two reasonable people disagree on something does not make one
wrong and the other right. Unfortunately, this fact is often overlooked by USPTO
management during the numerous review processes currently in place. Today, an
examiner’s decisions are being constantly criticized by reviewers who, as often as
not, have little familiarity with the examiner’s particular technology. If the exam-
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iner does not want to be charged with an error, the examiner must spend a great
deal of time defending the action. Many alleged errors of examiners are actually
nothing more than a subjective difference of opinion between two patent profes-
sionals. At mid-year of FY 2005, forty percent of reviewers’ alleged errors were
being reversed by the USPTO once the examiner defended the action. Unfortu-
nately, by the time the error is reversed, both the examiner and the agency have
lost the production time and the agency now has an angry demoralized examiner
on its hands. While POPA certainly supports improving the quality of patent exam-
ination, examiners believe the agency’s implementation of the Quality Initiatives is
not the best way to achieve it. POPA believes the Quality Initiatives are doing far
more harm than good.

All the issues discussed above are adversely affecting examiners ability and desire
to do the job. Any one of these events would impinge on examiners’ time to do the
work, but each one by itself might not be sufficient to convince an examiner to leave
the agency. Unfortunately, all of these events are occurring relatively concurrently
and, taken together, have left the examining corps angry and stressed. The effects
of these events are being manifest by rising attrition and alarming increases in per-
sonnel actions at the USPTO. If the agency does not take steps quickly to reverse
these effects, POPA believes that the situation will only get worse.

WHAT DOES AND DOESN’T NEED TO BE DONE

Everyone in the intellectual property community agrees that there are significant
problems at the USPTO that need to be fixed. Unfortunately, many of the proposed
solutions will have no effect on those problems and may well fall victim to the law
of unintended consequences.

To a great extent, the USPTO is a victim of its own success. As the importance
of intellectual property has grown, so has the work of the USPTO. When Ford Motor
Company released the Mustang in 1964, the new car was an overnight hit. Did Ford
sit back and tell potential buyers that they would have to wait two or more years
for a new Mustang. No! The company ramped up production as fast as it could, built
additional facilities where necessary and did whatever was needed to sell as many
Mustangs as it could as fast as it could. Today, the USPTO finds itself in the same
position as Ford did in 1964. It has a hit product, the patent, but a shortage of man-
ufacturing capacity to meet demand.

Despite an ever-increasing backlog of unexamined applications and continuous
urging from POPA, agency management did not see fit to expend its resources
where they would do the most good—expanding the workforce to meet demand. For-
tunately, after years of inadequate hiring this is changing. Recognizing the need for
more examiners, Congress has mandated minimum staffing levels in FY 2005 and
is on the verge of approving further increases for FY 2006. After years of dispute
over the diversion of USPTO fees, the agency has finally been allowed to retain its
fees for its own needs. POPA applauds these positive actions and hopes that they
will continue in the future.

Having the necessary resources and using them effectively are two very different
things. This is one area where POPA takes issue with some solutions proposed by
the Dept. of Commerce Inspector General and the National Academy of Public Ad-
ministration.

Contrary to the findings of the Inspector General, the agency does not need to
rethink examiners performance plans. If examiners’ jobs were as easy as the Inspec-
tor General’s report implies, the USPTO would not have the attrition problems we
are discussing today. It does not need to replace its current awards system with one
that is either unattainable by a majority of employees or would reduce examiners’
time per application even more. It needs an award system that will encourage even
more examiners to strive for an award. Examiner awards are easily one of the most
cost effective means at the agency’s disposal for increasing production and reducing
pendency.

Contrary to the National Academy of Public Administration, the USPTO does not
need more flexibility in managing its workforce. The USPTO is very effectively man-
aging many examiners right out the door. It is already bypassing employees’ civil
service rights and extending its ability to summarily remove new employees to two
or three years by using the Federal Career Intern Program as a subterfuge for
standard Federal hiring practices. Instead, it should be using its creative energies
to make sure that new employees are well trained and engaged in the workplace.

The USPTO does not need to gain more power to limit the activities of its labor
unions. It needs to work with its unions to empower employees and tap into the
wealth of knowledge, skills and experience of its workforce. When POPA and the
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USPTO work together as a team instead of fight each other as adversaries, we in-
crease the likelihood of improving employee morale and solving retention problems.

The USPTO does not need to isolate its new examiners in some off-site facility
where they have little interaction with other examiners in their technology. Exam-
ining has a very steep learning curve and new examiners need exposure to many
examiners to learn and understand that there can be many right ways to approach
the job. Instead, the USPTO should be immediately acquiring more space to allow
expansion of the agency to meet its hiring needs. It is possible that much of the
agency’s old space in Arlington is still available and could be rented. This space is
already wired and configured for USPTO use.

The USPTO does not need to spend countless resources negotiating a new collec-
tive bargaining agreement that reduces or eliminates many of the benefits and pro-
tections employees currently enjoy. This will only serve to antagonize employees and
make even more of them explore other employment options. When you need every
employee you can get, angering and demoralizing your workforce is not effective
management. Instead, the USPTO should respect its employees and honor both the
spirit and the letter of its existing collective bargaining agreements.

This Subcommittee can also help to insure that the USPTO targets its resources
to its basic mission of examining. POPA recommends that you amend 35 U.S.C. § 42
by including in H.R. 2791 a provision that requires the agency to use all of the ex-
cess claims fees, excess specification fees and information disclosure fees to fund ad-
ditional examining time for examiners to do the extra work for which applicants are
paying the fees. In Section 42, Congress has instructed the USPTO to limit the use
of trademark fees for the examination of trademark registrations. It is time to ex-
pand that precedent to patent fees.

Mr. Chairman, Members of the Subcommittee, the USPTO has one of the most
highly skilled and dedicated workforces in the Federal government. Every examiner
is a college graduate trained as an engineer or scientist. Many have postgraduate
degrees and/or law degrees. They have other employment options if they choose.

If the USPTO truly desires to reduce attrition, it must effectively address the rea-
sons that most examiners leave—job dissatisfaction and higher pay. It must recog-
nize that examiners are skilled professionals and deserve to be treated as such. It
must realize that, as professionals, examiners want to do a good job they can be
proud of. It must give them the time, the tools and the space to do that job. It must
pay them a reasonable and competitive salary that, coupled with the many other
benefits at the agency, will make the USPTO a much more desirable workplace. It
must reestablish its credibility with employees by honoring its collective bargaining
agreements. It must return to a culture of collaboration, not a culture of conflict.

Unless and until the USPTO addresses these problems, the revolving door of attri-
tion will continue to spin.

Mr. SMITH. Mr. Van Horn.

TESTIMONY OF CHARLES VAN HORN, FINNEGAN, HENDERSON,
FARABOW, GARRETT, AND DUNNER, LLP

Mr. VAN HORN. Thank you, Mr. Chairman. I am pleased to have
this opportunity to express my views on U.S. Patent and Trade-
mark Office operations and the subject reports. I am here today
representing myself as a private practitioner, and the views I ex-
press today are my own. I will note that I had the pleasure and
honor to serve as a panel member on the report of the National
Academy of Public Administration.

The PTO faces significantand unprecedented challenges to meet
expectations of issuing valid patents in a timely manner. It needs
and deserves continued support of Congress and the patent commu-
nity to enable it to accomplish these important missions.

Ever since I joined the Patent Office in 1964 as a patent exam-
iner, it has always been concerned with both the number of appli-
cations processed in a timely manner, and the quality of work asso-
ciated with the examination of each application.

Given the growing number of applications being filed, the exist-
ing inventory of unexamined applications, and the examining re-
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sources available to it, the PTO is struggling to accomplish accept-
able results in both the quantity and quality of its work products.

Despite the best efforts of the PTO, which includes the recent
hiring of a huge number of new patent examiners, pendency has
been, is, and will continue to increase in the near term. As the
NAPA report points out, at least one contributing factor to this in-
crease has been the diversion of funds paid by users of the patent
system to activities other than the support of the PTO.

The PTO should be commended for its efforts to identify unneces-
sary and avoidable work or rework. However, before it seeks to
limit the number and availability of continuing applications, it
should conduct a study of these applications, when, why and in
what technologies they are being filed, to determine the most re-
sponsible way to reduce their numbers.

At least one key to building a competent examining staff is the
ability to hire, train, and, most importantly, retain competent peo-
ple who are dedicated to doing a quality job in a reasonable
amount of time. The NAPA and GAO reports acknowledge recent
steps taken by the PTO and have made additional suggestions that
may assist in attracting and retaining larger numbers of out-
standing examiners.

The PTO should be commended for the steps it has taken in ad-
dressing at least the perception in the decline of the quality of its
work. It has initiated unprecedented reviews of the competency of
patent examiners and reviews at all phases in the patent exam-
ining process. These reviews can be justified to the extent that they
add to the quality of the work product and to the education of ex-
amining staff.

There is at least some evidence, however, that the PTO has over-
reacted in many instances and is now denying patents without
technical or legal justification. In many of these cases, appeal is not
available, because the PTO keeps changing its position to avoid a
review of its action.

The PTO has taken appropriate steps to improve both the quality
and timeliness of actions in reexamination proceedings, and to
eliminate or substantially reduce the cost of unnecessary appeals
in a timely manner. Unfortunately these steps will divert scarce ex-
perienced examining resources from the job of training and super-
vising the growing number of inexperienced examining staff.

We should continue to support efforts of the PTO to provide a
quality examination of all applications in a timely manner, but rec-
ognize the process is not and will not be perfect. That reality is at
least one reason that the patent system must have postgrant proc-
esses such as reissue and reexamination, and possibly opposition,
to provide an opportunity for the PTO to reevaluate its decisions
on a new and perhaps more robust record.

In closing, Mr. Chairman, I want to thank you and Members of
your Subcommittee for the continuing efforts to improve the patent
system and support the PTO. I thank you for the opportunity to
present my views.

Mr. SmiTH. Thank you, Mr. Van Horn.

[The prepared statement of Mr. Van Horn follows:]
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PREPARED STATEMENT OF CHARLES VAN HORN

Dear Mr. Chairman:

I am pleased to have this opportunity to express my views on U.S. Patent and
Trademark Office (PTO) operations and the subject reports. I served for 31 years
in various capacities in the PTO until my retirement in February 1995. I am cur-
rently a partner in the intellectual property law firm of Finnegan, Henderson,
Farabow, Garrett & Dunner, LLP in its Washington, D.C. office and have had the
pleasure to serve as a panel member on the Report of the National Academy of Pub-
lic Administration (NAPA): U.S. Patent and Trademark Office: Transforming to
Meet the Challenges of the 21st Century (August 2005). As a 31-year employee of
the PTO and a member of the Patent Bar, I have a keen interest in and concern
for operations of the PTO. The views I express today are my own, and do not nec-
essarily represent those of any member of our firm , its clients, or any of the organi-
zations with which I am associated. As my background and experience focuses on
the patent side of the PTO, I will confine my remarks to the patent operations.

It is significant that the background of this oversight hearing includes several re-
ports from the General Accounting Office, Inspector General, and National Academy
of Public Administration. The fact that these organizations have a significant inter-
est in the operation of the PTO and have provided recommendations for the im-
provement of PTO operations is a good thing. The PTO plays a critical role in the
maintenance of a robust economy. It both needs and deserves the long term and con-
sistent support of Congress to enable it to accomplish this role.

The PTO faces significant challenges in its patent operations. While several of the
reports focus on problems in PTO operations, we should acknowledge and do appre-
ciate its accomplishments and the efforts being made to improve the patent process.

Ever since I joined the Patent Office in 1964 as a patent examiner, the Office has
always sought to maintain and improve both the quality and quantity of work pro-
duced by its examining staff. Arguably, the emphasis may shift from time to time,
but the interest in both the number of patent applications processed in a timely
manner and the quality of work associated with the examination of each application,
have remained focal points for patent operations for at least my association with the
patent system for over 40 years. Today, the PTO is facing unprecedented challenges
in accomplishing acceptable results on both of these critical goals.

Pendency is one key measure that the PTO uses to assess the timeliness of exam-
ination of patent applications and it is on the rise. First action pendency now ex-
ceeds 20 months—the average time period from the filing of a patent application
to the mailing of a communication from the examiner after consideration of the pat-
ent application. This pendency to first Office action actually exceeds the total pend-
ency (i.e., the time between the filing of the patent application and the final disposi-
tion of that application typically by the granting of a patent or abandonment by the
applicant) that was achieved in 1989 when the average pendency to final disposition
was less than 19 months. Pendency is highly dependent on the patent examiner re-
sources available in the PTO to address the inventory of unexamined applications,
including new applications that are filed every week. Despite the best efforts of the
PTO, which includes the recent hiring of a very large number of individuals as new
patent examiners, pendency is on the increase and will continue to increase in the
near term.

Experience has shown that when the PTO pendency increases, coupled with an
increased volume of filing of new applications, it is more difficult to reverse the
trend of increased pendency than to maintain it at a particular level. One of the
principal reasons for this difficulty is that it typically takes several years to train
an individual to be a primary examiner—an examiner who is granted independent
authority to make a final decision on whether or not to grant or deny a patent. As
noted in the NAPA Report, hiring a large number of inexperienced examining staff
in selective years is not as efficient or effective as consistent hiring. The influx of
a large number of new individuals as patent examiners requires that the activities
of experienced examiners be diverted to educate the new examiners, both formally
and through on-the-job training. Since these large numbers of new hires are rarely
distributed evenly throughout the patent examining corps, the burden typically falls
in those areas having the greatest need for additional examining resources, and
typically suffering from the least number of experienced examiners.

While it is probably no surprise to members of this Subcommittee, the continued
diversion of PTO fees to other than PTO operations over the years has contributed,
at least in part, to the unfortunate predicament of the PTO. As noted in the NAPA
Report, if the PTO had been given access to the fees paid by users for PTO oper-
ations, and assuming that most of these diverted fees would have been used for pat-
ent staffing, the current uncontrolled rise in pendency would not have occurred to
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the extent we experience today, and the pendency to first action would have re-
mained at an average of 12.6 months achieved in the 1992 time frame.

It is encouraging that the PTO has been permitted to use most of its fee income
in 2005 for PTO operations. However, we cannot expect the PTO to turn this pend-
ency ship around based on funding in a single year. Nor do I expect that the PTO
is able to absorb 700 to 800 new examiner hires each year without risking an over-
all decrease in the quality of examination. There are simply not enough really good
examiners who can educate, train and supervise the activities of that number of new
hires. The PTO has excellent people; there are just not enough of them to handle
such an increase in examining staff each year, even if qualified candidates were
available.

The NAPA Report contains several recommendations that can be used to address
the long-term challenges of the PTO in hiring, training, and retaining its skilled ex-
amining staff. The PTO should be encouraged to consider and at least evaluate pilot
projects of outsourcing searching of prior art used in determining the patentability
of an invention. On the other hand, it must be noted that other offices, such as the
European Patent Office, that have experience in separating the search and examina-
tion function have found that it is not an efficient way to examine a patent applica-
tion. Accordingly, it may not be realistic to hope for any real gains from this initia-
tive.

Eliminating unnecessary “rework” also offers another opportunity to increase the
efficiency of the patent examination process. Based on the number of continuation
applications filed and the number of times an applicant requests continued exam-
ination of a patent application, the PTO has suggested that 25% of the examiners’
work in 2004 could be described as “rework.” While there is no doubt some unneces-
sary rework is contained in the 25% of the applications identified by the PTO, it
would be a serious mistake to attribute the entire 25% as constituting unnecessary
“rework.” There are many reasons for filing a continuation application or requesting
continued examination. Some are associated with a strategic decision by the patent
applicant to obtain a certain level of protection for the invention described in the
first application. Some may be attributed to reasonable differences between the pat-
ent examiner and an applicant as to the scope of protection, and applicant elects
to file a continuation application to provide more relevant evidence to the PTO.
Some continuations are caused by the Office in failing to fully appreciate or under-
stand the claimed invention, or not finding the best available prior art until late
in the examination process or perhaps from a search report from another office in
a counterpart application. Before any action is taken by Congress or the PTO to
limit the number or circumstances in which a continuation application can be filed,
a study should be conducted to determine why applicants elect to proceed in this
niann(ier and the technologies in which this procedural expedient is most often em-
ployed.

While the quantity of work produced by patent examiners and the average pend-
ency in any PTO work unit or technology can be easily determined, the measure-
ment of the quality of examination is more difficult. Responding to a growing con-
cern about a decline in the quality of examination, the PTO has taken several im-
portant steps to address at least the perception of a decline. Some of these steps
are unprecedented in my experience, such as the recertification of experienced ex-
aminers. Collectively, these steps seek to identify and address training needs, evalu-
ate the quality of examination during the examination process, enhance the review-
able record, and expand reviews of the work of all examiners, regardless of their
authority to act independently. These initiatives, both individually and collectively,
should assist the PTO in identifying training needs and improving the overall qual-
ity of examination.

One concern that has surfaced on a rather frequent basis is that the PTO is over-
reacting in its implementation of these initiatives and is motivating examiners to
issue rejections that are not supported in law or fact simply to avoid making a deci-
sion to grant a patent. One gets the impression sometimes that valuable resources
are being wasted as the checkers are checking the checkers where there has been
no identifiable concern for the quality of examination.

Nonetheless, the PTO has recently adopted several initiatives that address long-
standing problems in patent processing. Specifically, a new reexamination unit has
been created that would focus the activities of the PTO in reexamination pro-
ceedings with a selected group of examiners, rather than having these unique pro-
ceedings distributed throughout the patent examining corps. This initiative should
lead to better management of these proceedings and result in more reliable patent-
ability decisions. A second example of significant PTO responsiveness is the adop-
tion of a pre-appeal brief conference to review final rejections of an examiner before
the filing of an appeal brief becomes necessary. Statistics showed that for every 100
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appeal briefs that had been filed, only 38% of those appeals were followed by the
examiner filing an Examiner’s Answer, the next step in the appeal process. In 62%
of these cases, the prosecution was either reopened by the examiner or the applica-
tion was allowed. The concept of a pre-appeal brief conference should save appli-
cants significant resources in time and money in the appeal process.

While the PTO should be applauded for these initiatives, they unfortunately dem-
onstrate a loss of faith in the ability of the average primary examiner or supervisor
to make a correct patentability decision in a timely manner. While these initiatives
are regarded as good news for those using the reexam and appeal procedures, they
will divert scarce experienced examining resources from the job of training and su-
pervising the growing numbers of inexperienced examining staff. Until the PTO can
find ways to build its experienced staff, it may well be forced to make decisions as
to its priority in addressing the quality of examination in unique situations as op-
posed to improving the overall quality of examination by examiners in general.

Ever since the PTO adopted the initiative to achieve patent processing improve-
ments through the use of information technology in 1981, it has fallen short of some
of its goals. Specifically, and probably most visible to the patent community is the
absence of a user-friendly electronic filing and processing system. In spite of this
failure, however, the PTO has come a long way and made significant contributions
to patent applicants, practitioners, and the public in many patent automation initia-
tives. The access to full text of patents and published applications and prosecution
histories of recent applications has been a tremendous service to the user commu-
nity. The PTO website contains a wealth of information on all aspects of its oper-
ations that is accessible and a significant benefit to all users of the patent system.

In general, the PTO staff is very responsive to members of the public and the pat-
ent community. Responsiveness is the rule, rather than the exception, and the PTO
should be commended for its efforts in maintaining the climate and culture of serv-
ice to the public.

I want to thank the members of this Subcommittee for their continuing efforts to
improve the patent system and to support the PTO in its important mission. Thank
you for the opportunity to present my views.

Mr. SMITH. Director Dudas, let me direct my first couple of ques-
tions to you. You know what Members of Congress want, you know
what inventors and creators and artists across America want, and
that is better patents sooner.

When you look at the past 10 years, we see that the number of
patents approved has increased almost 100 percent, say, at an av-
erage of 9 or 10 percent a year. In your testimony you say for the
next few years you're going to be increasing the number of patent
examiners by about 25 percent a year.

That being the case, and getting away from future projections,
but getting just sort of past history, it seems to me that the num-
ber of patent examiners is probably going to increase faster, the
rate, the percentage, will increase faster than the percentage in-
crease in patent applications or patents approved. Therefore, why
wouldn’t we expect pendency to decrease and quality to increase?

Mr. DubpAs. You would expect pendency——

Mr. SMITH. And also, also rolling in the improvements and effi-
ciencies recommended by the GAO, if they are implemented, why
wouldn’t all of that argue for some improvement in those tiers?

Mr. DubpAs. It does argue for improvement. There is a constant
tension between pendency and quality. I think you will hear that
from a number of witnesses. You can double the amount of time,
you can cut the amount of time in half. No one would ever, I think,
suggest you cut the amount of time in half to—you will decrease
pendency dramatically. You would have no quality.

But when I showed you the curve, the red line going up, that
would have happened with status quo. With the kind of dramatic
hiring that we are now proposing——
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Mr. SMITH. That’s true, except the status quo was just based on
the last 2 or 3 years. I am not sure that I agree with that accurate
projection of the number of patents. If you look at the longer trend,
it’s not going to go up quite that fast. That was my basis for hoping
for some improvement.

Mr. Dupas. Well, that’s—I think that what we are looking at
right there—I'm sorry, if I point to the screen, it is me. But if I
can go to that chart there, the red line is really the best efforts you
can have right now. I mean, that is a 6 percent growth rate on the
red line. Again, that is status quo. I'm not coming here telling you
that is what we intend to deliver. What we plan to deliver is the
yellow line.

Mr. SMITH. I saw your chart. I was quibbling with your chart a
little bit on the basis of the percentage increase in patent exam-
iners versus the projected increase in patent applications.

Mr. Dubpas. Well, that’s—I will try to hit that directly. The red
line that you saw, we are not—in that line we would only be doing
attrition hiring. We would not be seeing a decrease in pendency for
that reason.

The yellow line is giving you the dramatic new hiring increases,
1,000 a year. Again, if we have a 6 percent, you see pendency does
start to turn the corner and then begin to come down.

Now, why does it not happen instantly? That is really because
of the way pendency is measured. Pendency is measuring retro-
actively. When we say there is 30 months’ pendency, you’re saying
that the patent that is issued today came in our office 30 months
ago.

So I can show you—next chart. The third chart shows you what
the hiring increases will be. The red line is the hiring increases at
1,000 a year.

I think what—you want to measure progress today. Let me take
you to the fourth chart. You see under the red line? That is what
our production would be, the red bar charts, if we didn’t hire. The
yellow shows how much more we will produce, how much we will
increase.

Mr. SMITH. I think I'm more optimistic than you are. If you go
back to that red line again, you are projecting out that red line for
years to come on the basis of 1 year’s increase. And if you look at
the increases that I am talking about over several years for your
time, that red line would come down. So I am more hopeful per-
haps than you are.

Regardless, you know the standard by which you’re going to be
judged, which is pendency going to increase or decrease, and is
quality going to increase or decrease? I simply hope you can
produce like you think you can. Good.

Ms. Mittal, let me—you’ve made a number of recommendations
to PTO. I think they have implemented about half, and yet you
have said that you, in a number of areas, consider PTO to be at
risk. Those are your words. How much confidence do you have that
PTO will implement the other recommendations that they have not
to date?

Ms. MiTTAL. Based on the work that we done over the last 10
years at PTO, we know they take our recommendations seriously.
But the fact is that after 12 years, some of the same problems that
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we identified with their IT implementation strategy are still in ex-
istence today.

Mr. SMITH. Do you think the new management is going to im-
prove things?

Ms. MITTAL. Director Dudas has made it very clear that he takes
our recommendations very seriously, that he is very aware of the
weaknesses in the management controls that PTO has over its IT
investments. We are hopeful that he will actually be able to take
these recommendation that we’'ve made and actually implement
them. We will continue to monitor their progress.

Mr. SMITH. Director Dudas, that reminds me of another question
I had for you. Speaking of quality, explain to me why it is—I worry
about the nonobvious standard being sort of watered down, to say
the least. And you have a situation where the PTO has approved
patents for a peanut butter and jelly sandwich, they approved a
patent for the swing. You have got the controversy with BlackBerry
where perhaps a patent that may or may not—should have been
issued is going to cost some company hundreds of billions—well,
billions of dollars. How do you guard against that in the future?

Mr. Dubpas. Well, I think one thing I can tell you, and it’s in
many of the examples you mentioned there, there are—the system
works. There are efforts for reexamination. There are areas where
we can go where you look into these.

There are efforts within the office where you can appeal cases,
and outside of the office. But I think the heart of your question is
what are we doing about quality? We have had a number of initia-
tives put in place. I think the problem in the way we were meas-
uring quality before was we told you how many errors there were,
but we didn’t understand completely why or how to dissect that.

The quality initiatives we have in place now are in process re-
views. We measure more. Some people say we measure too much
now. But we measure much deeper. We want to institute what we
learned from that and put it into training.

So those quality initiatives have been put in place, and we are
evaluating them now. Particularly when you are hiring at the rate
we will be hiring, we need to be able to have good measurements,
be able to understand how that comes back to support examiners,
and learn from the training, learn from the measurements we
have, not just report out how many errors there are, but they have
them so we can correct them.

Mr. SMITH. Thank you, Director Dudas.

My time has expired. The gentleman from California is recog-
nized for his questions.

Mr. BERMAN. It sounds like leave no patent behind.

Mr. Dupas. It takes a village.

Mr. BERMAN. Touche.

I do appreciate your efforts sincerely to enhance quality and im-
prove the reexamination process.

I have a question about interparties reexam. When Congress
originally enacted this process, our goal was to provide a more com-
prehensive quality check than ex parte reexam, but something that
would serve as an alternative to litigation, which is why we in-
serted estoppel provisions. As you aptly put it, we need to provide
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a way to say the office got it wrong without resorting to costly liti-
gation.

The following situation has come to my attention, and as to
which, in the very legitimate and understandable search to in-
crease quality of patents, could the office have gone overboard? An
interparties reexam is instituted after a district court decision, very
costly litigation to both sides. It seems like that contravenes
Congress’s intent of preventing a second bite at the apple by allow-
ing that to happen, someone to file for interparties reexam. Are we
creating additional disincentives for those that question the valid-
ity of a patent to ever use the inteparties process in the first in-
stance; that is, before resorting to costly and lengthy litigation?

And in order to maintain a check on quality, you would still have
the ability, even if you didn’t allow that to happen, to institute an
ex parte reexam after litigation, which could be filed at any time.
In other words, the person who is challenging the validity of a pat-
ent has a choice: interparties reexam.

We don’t like the present situation with inteparties reexam be-
cause we think the unintended consequences of the estoppel provi-
sions and the limitations on discovery mean there is already some
disincentives to utilize that process. But the person who is chal-
lenging validity had a choice to go in there and, based upon a re-
view, a preponderence of the evidence standard, get a determina-
tion of whether or not that patent was, in fact, really valid.

They decide not to do it. They are sued for infringement. They
defend in court. During that whole time they could file an
inteparties reexam to stop the litigation and have it stayed while
they pursue that alternative. They don’t do that. They attempt to
prove the patent is invalid by a clear and convincing standard, a
tougher standard, and fail. And so the patent is found to be valid,
and the individual is found to have infringed.

Now they come in after the district court has decided this issue,
after the litigation is over, and say, well, what the heck, now we
don’t risk anything more in estoppel, and we have already had the
benefits of discovery in litigation, we’re going back to the Patent
Office for inteparties reexam.

It seems to me like that is a case where in the abstract effort,
to always be able to look at quality, you are undermining the con-
cept of finality of decisions, and I am wondering if the office is real-
ly striking the balance when they allow that to happen.

Mr. DuDAs. Well, you raise a very important point when it comes
to the balance, and particularly on interparties reexamination. I
can look to a time when I was very happy working on this Sub-
committee and working on that. I remember it was a very delicate
compromise. But I think you hit the core of this issue, and any
other issue, when you talk about finality of decisions and clarity of
decisions, what estoppel provisions apply. There are different
standards under reexamination versus what they are in court.

But I guess I will make a more general point, which is this is
an area of concern in our office. I look to continuation practice as
another example of where—I think your question might be at what
point do you have finality, what point do you have certainty?

Options are good. There are good reasons for many of the dif-
ferent actions that are taken, postgrant actions that are taken, and
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continuations practice. But the options may be so open at this
point, there are so many options, that we have a question in our
ofﬁcle?are there too much options, are there too many bites of the
apple?

Mr. BERMAN. But you’re the one who is—by allowing people to
proceed with inteparties reexam after a decision, you are the one
who is creating an option that I'm not sure was ever intended by
Congress.

Mr. Dubpas. I was assuming—and this is what I will have to do—
I will actually try to get some more examples. There are estoppel
provisions, and I was assuming that our office was doing what it
was legally bound to do.

There are many cases—there are times when the court will stay
its proceedings until a reexamination.

Mr. BERMAN. This is after—this is after—at no point did the
party who was challenging the validity of the patent ever pursue
the interparies reexam, either before the litigation or during the
litigation, any of which that

Mr. DUDAS. Once a reexamination is filed in our office, we feel
that we are legally bound to follow through on that reexamination,
on every reexamination.

Mr. BERMAN. Even after a district court decision?

Mr. DuDAS. Yes, even after a district court decision.

Mr. BERMAN. Because?

Mr. DupaAs. Because we find that is where the law has taken us.
I can come back, and we

Mr. BERMAN. You accept that there is never any finality?

Mr. DubpAs. Well, there is a—any time a reexamination is filed,
ex parte or inteparties, we follow it to its conclusion in our office.

Mr. SMITH. The gentleman’s time has expired. Maybe we can re-
visit this in a few minutes.

The gentleman from California Mr. Issa is recognized for his
questions.

Mr. IssA. Thank you, Chairman.

Director, I will be the opposite side. Congratulations on always
looking to the burden that a—that you have, which is that you
should never have a patent on your books that is invalid. And if
five different ways, five different people bring you five different ar-
guments for why a patent shouldn’t have been granted, I would
hope that five times you will look at it open and for the first time.

I don’t share with—I mean, I do share with Mr. Berman that it
may not have been the intent of Congress, but I would like to con-
gratulate your office for assuming, whenever possible, that, you
know, the patents can do harm, not just that every inventor is enti-
tled to one. So this may be an example where I'm not going to be
saying: How could do you this?

Switching subjects slightly, I am particularly concerned that you
don’t seem to have tools to bring down biotechnology patent appli-
cations to a level that would be acceptable for this new art. At the
present time, I understand it is about 27 months, but it can be as
much as 8 years. For all practical purposes, you are better off keep-
ing a trade secret than applying for a patent if you can’t bring that
down, considering the speed with which the technology is moving
forward.
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Do you have an affirmative program to bring down, to address
specifically biotechnology where these are complex, they require a
completely different group of examiners, and, as of right now, the
numbers are not encouraging, they are discouraging?

Mr. Dupas. We do have a plan that gets specifically to bio-
technology, but it is just a part of the greater plan. As you men-
tioned, examiners have to have specific skills in the art, and so as
we look at particularly hiring, which is the primary way, and the
most important way and the most logical way now to bring down
pendency, we target hiring, and we target for the particular areas.

The electrical arts are where we are having the biggest problems
with pendency, but we are following very closely the biotechnology
areas as well.

So the answer is yes, we do that, how we are hiring in the
biotech areas.

Mr. IssA. And along a similar line, but a different pet subject, if
you will, plant patents. You have a stated policy that youre trying
to reach, as much as possible, possible worldwide uniformity. Our
trade agreements are trying to do that. And yet at the present
time, you have gone with an existing standard to the present
standard, you have gone against the rest of the world on plant pat-
ents and interpreting their validity.

My understanding now 3 years ago under your predecessor was,
look, Congress has to act. You guys will have to fix this. But then,
at least my piece of legislation put forward, everybody said, well,
we're not sure. We're going to remain silent on it.

This Committee, I think, is looking to you to say either, yes, you
need this piece of legislation, and, yes, it will make—because my
particular bill very much simply says we're going to adopt the same
standard as the Europeans for plant patents.

My question is, if you want to make it the same, can you look
at that bill, and can your office stop sitting on the fence post, and
say, yes, this is exactly—this bill will enable us to do what our
stated mission is, which is to find uniformity? And if not, if there
is something wrong with it, if your office could come back to us and
say, hey, look, we want to change the rest of the world, so here is
how we would like the law written, and then we will go try to
change the rest of the world. I don’t object to that. I just find it
hard to reconcile.

Mr. DubpAs. Well, on the one hand—no, I am kidding.

Mr. IssA. By the way, you had this while you were here, so this
is not new. You used to be on my side.

Mr. DubpAs. What I can tell you is, when you say can we come
back and give you an answer, can we tell you what the Patent and
Trademark Office believes is the right thing to do, yes, we can and
we will. And I pledge to you we will do that.

Mr. IssA. I think I may actually get done early.

Mr. Chairman, I will yield back.

Mr. HOSTETTLER. We will be happy to take the time. Thank you,
Mr. Issa.

The gentlewoman from California, Ms. Lofgren, is recognized for
her questions.

Ms. LOFGREN. Thank you, Mr. Chairman; and thank you for
holding this important hearing.
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I am intensely interested in the Patent Office. As the Chairman
mentioned in his opening remarks, I consider your work to be
among the most important to competitiveness in our country; and
while we all have questions and concerns, I don’t want it to detract
from the intense value I assign to the work that you do. I am prob-
ably one of the few Members of Congress that, when I go home and
have town hall meetings, I actually get questions about the Patent
Office from my constituents.

We do have concerns, and the other Members have mentioned it,
about the rework issue. At 26 percent, that is, you know, a quarter
of the Office’s work. I am concerned about what percentage of this
rework is continuation applications and what might be done about
that or whether something should, in fact, be done about the con-
tinuation of a role in the rework issue. Could you address that?

Mr. DuDAS. Absolutely. Thank you.

Right now, we are at—this year, we project about 27 percent—
27.8 percent of our applications are continuing applications; and, as
Mr. Van Horn pointed out in his testimony, there are legitimate
reasons for continuing applications. There is no question.

But there are two reasons for continuing applications. There are
illegitimate reasons for continuing applications, or at least concerns
that people file continuing applications so they can find out how
the market develops and then they can develop around that prod-
uct or somehow block others. So the illegitimate uses or potential
uses are very important.

From the Office’s perspective—I show you those charts—even le-
gitimate uses of continuations, I think the question that we have
is, essentially, the legitimate uses, as I interpret them, are do-
overs. There may be a mistake. There may be something else that
occurred. We need to do this again. But there is priority in getting
those applications processed; and, as far as application date, that
is a concern.

How many do-overs can you have? Right now, there are an un-
limited number of do-overs. And where else in our legal system—
where else in any system—do you have the opportunity for unlim-
ited do-overs? So is the burden of proof wrong now that unlimited
do-overs is the right place to start and do something to the other
side, or should there be some level of how you look at this where
there might be some barrier or some level of where you might have
to make a threshold showing for a level of continuation?

So that is something we think is worthy of study, and I—again,
I offer the USPTO view because it is so much of our work. I don’t
believe anyone ever says to one client, yes, I am having your con-
tinuing application and someone else says, why is it taking so long
for my application to get done? I doubt that people ever say, be-
cause we are busy doing all these other applications.

Ms. LOFGREN. Do you think you need additional authority from
the Congress to deal with this?

Mr. Dupas. It depends on—quite honestly, it depends on what
actions are taken. Certainly it is a realm for policymakers and Con-
gress to be looking at. But there are actions that PTO can take
with continuations under the authority it has now.

Ms. LOFGREN. I want to touch on the issue raised by the Chair-
man which has to do with the obviousness standard.
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I guess many of us have suffered from going to
www.sillypatents.com and seen some things that are shocking. I
personally believe, though, that we do have a problem on the obvi-
ousness standard. If you compare the application for patent load
with the publication of truly innovative scientific workloads, there
is a mismatch. I think the phenomena that we are seeing is that
when the obvious standard is not met then individuals and more
likely companies defensively go to patent things that really
shouldn’t be patented because, otherwise, they have an infringe-
ment exposure. So the workload goes up, and the ability to actually
give the scrutiny is further deteriorated, and we need to interrupt
that cycle in some fashion.

Earlier this year—and I am not suggesting that the ideas were
the right ones, but I am wondering if we need to take a look at the
obviousness standard itself or the criteria or something of that na-
ture to help with that interruption. Do you have an opinion on
that?

Mr. DubpAs. I think it is worthy—I think it is something your
Subcommittee has been looking at, and it is worthy of looking at.

I think—again, when I think of the job that our examiners face,
it is incredibly difficult; and I can tell from your question how well
you understand the obviousness—and this is a term of art. It is not
just someone feels something is obvious. So in talking to many
folks from Silicon Valley and elsewhere, they recognize that our ex-
aminers are getting it right under the law. But they think that per-
haps the law might have it wrong, and that is where I think it is
worthy of discussion. It is worthy of—our examiners have found sit-
uations where they feel that perhaps there should be some prior
art out there, but there is not, and I think that is what people are
looking at. So I think it is appropriately before the Subcommittee
and much can be done.

I just want to note that, as you point that out, that there are ele-
ments where I think our examiners do a fantastic job following the
law. I think your question is do we need to look at how that is ap-
plied and how the law is applied. I think that is worthy of your
consideration.

Ms. LOFGREN. Thank you.

Mr. SMiTH. Thank you, Ms. Lofgren; and, actually, you antici-
pated a couple of questions I was going to ask. One is on the
amount of rework, which I think we just addressed.

But, Mr. Van Horn, I wanted to ask you a question on another
subject, given your three decades of experience at PTO; and in fact
I think Mr. Stern mentioned it. But the problem, if that is the word
for it, is the turnover and what you would recommend for a higher
retention rate within the PTO?

Mr. VAN HORN. I think at least a NAPA report and perhaps even
a GA report mentioned a number of items you could do to enhance
the status of an examiner, enhance their salary compensation. I
think they have, one, a good job to start with; and more money is
not going to make a bad job but a good job. They have good work-
ing conditions, and I think they need the supervision and training
commensurate with the talents that each individual brings to the
office.
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I think many of the hires these days are very talented people,
but, basically, they are not getting the kind of training and super-
vision that would permit them to advance and indeed make a valu-
able contribution in a short period of time.

Mr. SMITH. Okay, Director Dudas, I want to give you the last
word or at least a legitimate word when it comes to treatment of
employees. You have heard what Mr. Van Horn said a few minutes
ago. Mr. Stern, in my judgment, actually was more critical in his
verbal testimony than he was in his written testimony. Do you
want to respond to some of those observations about the way the
employees are treated.

Mr. DuDAS. Absolutely.

I think—first off, I do think we have the greatest employees in
the world. I have had the opportunity to talk to folks that have
been before other patent and trademark offices and have said that
we do have the greatest employees in the world.

The job is very difficult. They are highly professional folks. And
we have been asking for more. Congress has been asking for more,
and we have been asking more as well. I will say I think, when
we talk about the attrition, the data that we have looked at, we
want to solve that problem. But I want to put it in context of the
fact that when we look at the corporate leadership councils, looking
at private sector, first year attrition is 42 percent; second year at-
trition is something like is 20.8 percent.

So putting that in context in this area, what we want to do,
though, is we want to make certain that we make the environment
in our office the right environment for examiners. So we are look-
ing at better ways to communicate, better working with examiners.

I will also say that 57 percent of our examiners work above their
goals. Over 57 percent produce more than 110 percent of their goal.
Of those examiners, more than 95 percent of them get a commend-
able or outstanding rating. I think maybe we are making it sound
as though our examiners are not producing at the level; they are
having difficulty producing at the level. But when you see goals of
110, 120 and 130 percent and having 57 percent reach it, it shows
the professionalism of those employees.

Mr. SMITH. One last question. This goes to fee diversion, a sub-
ject that we all care about. We passed a bill last year that I intro-
duced that actually got through the House but not the Senate try
to eliminate fee diversion. I, frankly, think just about everybody
supports eliminating fee diversion except for a few appropriators in
the Senate. But be that as it may, this year the amount the Admin-
istration has requested for the PTO budget I think comes pretty
close to equalizing the amount that would be generated by fees.
That is not to say we shouldn’t continue to try to end fee diversion,
but would you say that you are getting an adequate budget for
your purposes this year?

Mr. DubpaAs. Short answer is yes. The slightly longer answer is,
you are right. The President’s budget didn’t have diversion. This
year’s doesn’t have—gives us our full funding.

It looks as though so far in the process next year—and that is
the difference between status quo hiring, which is attrition replace-
ment, and being able to turn that corner if we can keep applica-
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tions at 6 percent—not that we are trying to keep them down—but
if they stay at 6 percent. So yes is the short answer.

Mr. SmiTH. Thank you, Director Dudas. I know the gentleman
frodealifornia has some more questions as well, and he is recog-
nized.

Mr. BERMAN. Thank you very much. I am tempted to ask, would
you be allowed to say no?

Mr. DupaAs. I would be allowed, but you just wouldn’t see me
again. I would be allowed. Yes.

Mr. BERMAN. I will pursue with you personally this inter partes
reexamination issue. It is important, but it is narrow.

Your saying 57 percent of the people exceed the quotas doesn’t
totally answer the question. It—at least for me it doesn’t. It doesn’t
necessarily prove the quotas that have existed since 1976 are the
right approach because there are three alternatives one can draw
from that as to the group that exceeded their quotas. One is they
worked a great deal of uncompensated overtime. The second is they
cut corners and thereby jeopardized—faced with the notion of meet-
ing their quota or doing a good job, they chose—I don’t want to be
harsh, but it is a terrible pressure you are under—but they chose
to pursue the quota as the highest priority and perhaps didn’t get
to pursue some of the things they would have liked to have pur-
sued to raise quality; and the third is they are really quite impres-
sive, incredible people who did a great job and understand real
quickly and came to these decisions.

I just detect—my own—from my knowledge of you from here in
the office, you are not Simon Legree, I don’t think; and I am just
wondering if there could be a little more communication between
you and the employees in the context of what is life really like
under this quota system? Because you have got—it just—I under-
stand the abilities to search better and all of this and—by the way,
the reforms we want, which we think will improve quality, will also
create new procedures and post grant oppositions and third-party
reviews which maybe cut down on search. Because if you can get
third-party submissions of prior art, maybe that things come to an
?xaminer quicker than they would if you guys go out and search
or it.

But I am just wondering if there—it seems to me like there is
a bit of a problem festering here that we should—we want to be
sensitive to, and I just encourage you to take a look at it.

Mr. DubpaAs. The answer to your question is absolutely yes. There
is much room for more communication. There is much room to be
talking more.

Ron and I had the opportunity to meet recently. I go to union
meetings, and I have actually asked our commissioners to make
certain that they are having monthly meetings with the unions and
also weekly meetings, at least once a week outreach, myself in-
cluded, making certain there is outreach.

Probably one of the best places I get the best information to help
me manage that office is in the gym, talking to examiners, finding
out how they feel, what is going on. But we are instituting a num-
ber of ways that we can more normalize that and make sure that
message gets down not from the 10th floor where our senior level
managers are——
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Mr. BERMAN. Is the gym in Crystal City?

Mr. DUDAS. The gym is in Alexandria.

Mr. BERMAN. That is not the new leased space there.

Very good. Mr. Chairman, thank you.

Mr. SMITH. Thank you, Mr. Berman.

The gentlewoman from California, Ms. Lofgren, is recognized for
questions.

Ms. LOFGREN. Thank you, Mr. Chairman.

I just want to touch again on the obviousness issue, and ask—
actually, request Mr. Dudas to take a look at two suggestions that
were made to me by some academics, some law professors on the
obviousness issue. I got a critique from the American Intellectual
Property Law Association that was negative, and they may well be
right. But what I am looking for—if it is not this, and maybe this
isn’t it, what would be a good idea? And if you have—I will be
happy to send both the suggestions sent to me by the law profes-
sors and AIPLA’s analysis. But if you have some comments and
some alternatives that you think we ought to look at, I would very
much value that. Actually, I will send it to all the witnesses, if they
would look at that.

Finally, I want to talk about user fees. In a rare show of una-
nimity on the House Judiciary Committee I think we voted unani-
mously on several occasions to oppose the diversion of fees. The
Chairman is right. This year we are not diverting the money that
outmatches the fees, but I have no real confidence that that will
always be the case. And in fact, historically, it hasn’t been the case.
I just can’t think how long that is to do. It is a special tax on inven-
tiveness. It is just completely the wrong thing to do.

So one of the things I am thinking about is how—we had a bill
that would have worked. It actually didn’t make it all the way
through the legislative process. The National Academy of Public
Administration recently suggested another alternative, which is
that PTO be reorganized as a wholly-owned Government corpora-
tion under the Department of Commerce to allow it to borrow its
own money, set its own user fees, and keep them without diversion,
issue its own regulations. What do the witnesses think of this sug-
gestion as an alternative to the measure passed by the House to
end diversion? Mr. Van Horn?

Mr. VAN HORN. Well, certainly, as a member of the NAPA panel
I would support the suggestion. I think it is a good idea as one way
of sort of putting in the hands of the PTO its own destiny, more
control over the management of its resources.

Mr. STERN. The employees have always been concerned about re-
maining inside the civil service system so that there are opportuni-
ties to appeal adverse decisions against you.

In the past, taking us out of title 5 has been a major concern for
folks; and, as a consequence, my organization has been opposed to
the establishment of a corporation. But of course we are very much
in favor of the agency getting to spend all its fees. That is an unfor-
tunate tax on inventors when fees are diverted. They are paying
for a service, and they deserve to get what they are paying for.

Ms. LOFGREN. Let me ask you this. The Post Office used to be
part of the Government. Now it is a corporation, and yet there is
this whole civil service structure that was imposed on that. If there
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was something of that nature—I don’t want to get too specific—
that addressed the civil service nature, how would the employees
feel then is your best guess?

Mr. STERN. I think they would be very comfortable. Remaining
inside the civil service system is very possible even if the agency
has a corporate structure or a somewhat independent structure,
and that would reassure folks that they will be dealt with fairly
and equitably.

Ms. MiITTAL. While the issue of lack of fees has come up in var-
ious audits that we have done of PTO, we haven’t really looked at
the whole structure of the organization so I think we would be un-
able to answer that question right now.

Ms. LOFGREN. Are you allowed to answer, Mr. Dudas?

Mr. Dubpas. I can’t give you an official Administration position.
What I can tell you is we would welcome a debate on that. It is
an idea that has been around since the Taft administration. It
came up in the Johnson administration. And this Subcommittee
has

Mr. SMITH. It is probably lost.

Mr. DuDAS. —and this Subcommittee has looked at that.

I will just point out it is considered by some internationally a
best practice. Canada has a situation closer to that. Mexico has a
similar—and while we are asked to operate like a business and
should operate like a business, we have to be cognizant that we are
Government as well. But keep in mind all the fees we collect
today—when I show you those pendencies, all the fees we collect
today will likely go for examinations that occur in the future. So
managing money would be—there are a lot of areas where that
could be helpful.

And it might sound like Ron and I have switched seats here, but
when I look at title 5, one of the issues is making certain that there
are protections and appropriate protections in place but also mak-
ing sure we can pay market value for examiners, possibly paying
higher than what title V has.

Ms. LOFGREN. There would bean opportunity then. We are com-
peting in a very tough economic market for very important skill
sets, and that would give an opportunity to really compensate.
Thank you.

Mr. SMmiTH. Thank you, Ms. Lofgren, and thank all of our wit-
nesses today as well. This has been very informative and instruc-
tive. We appreciate all the work that is being done at the PTO and
know that it will continue and improve.

We stand adjourned.

[Whereupon, at 2:20 p.m., the Subcommittee was adjourned.]
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MATERIAL SUBMITTED FOR THE HEARING RECORD

PREPARED STATEMENT OF THE HONORABLE HOWARD L. BERMAN, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF CALIFORNIA, AND RANKING MEMBER, SUB-
COMMITTEE ON COURTS, THE INTERNET, AND INTELLECTUAL PROPERTY

Mr. Chairman, thank you for scheduling this oversight hearing of the Patent and
Trademark Office operations and analysis of the GAO and NAPA reports. It is espe-
cially appropriate that we do this now, as we move forward with the patent reform
bill next week, which will likely effect the Office.

The U.S. patent system is the cornerstone of innovation in our society. Through-
out its more than 200-year history, the Patent Office has provided incentive for in-
ventors to innovate by providing them with the protection for their ideas in the form
of patents and trademarks. Today, intellectual property-based industries represent
the largest single sector of the U.S. economy and the USPTO is at the core.

In recent years, however, the USPTO’s patent operation has come under criticism.
Charges of poor quality patents and ever-increasing pendency of applications dimin-
ish the stature of the patent system and reflect poorly on the Office’s product. I com-
mend the Patent Office for implementing many of the initiatives cited in its 21st
Century Strategic Plan. Nevertheless, challenges remain.

The first challenge, unfortunately, is one that the USPTO cannot influence—but
instead is our job, here in Congress. All the witnesses agree that we must stop fee
diversion. Between FY 1992-2004, the Office lost access to $741 million of the fees
it collected. A lack of funding is cited in multiple reports as the primary reason for
increased pendency and for not implementing vital quality initiatives. We cannot
continue to allow a perverse situation where we kneecap U.S. technology and eco-
nomic leadership by diverting user fees to wholly unrelated products. That is why
many of us here today are original co-sponsors of the “Patent and Trademark Fee
Modernization Act of 2005,” to once and for all put an end to this true tax on inno-
vation.

However, the fee bill is only the starting point. In order to improve the operations
of the Patent Office, we must make a number of fundamental reforms to the system.

Patent pendency, the amount of time a patent is pending, now stands on average
at more than two years. Currently, the backlog of applications awaiting a first re-
view numbers 600,000. Without change to the system, this current level is expected
to grow to over 1,000,000 by the year 2010.

If you look solely at the most complex, cutting-edge technologies, where patent
protection may be the most critical, average pendency is more than three years. The
light-speed pace of innovation makes this simply unacceptable—many cutting-edge
technologies will be long obsolete by the time the patent is granted.

Part of this backlog is due to growing demand for the Patent Office’s product—
the Patent Office receives record numbers of applications each year. The more trou-
bling factor leading to the ever-increasing backlog of patent applications is that
USPTO simply does not have enough experienced examiners to handle the demand.

I applaud USPTO for taking steps to increase the size of its patent examining
corps. However, attrition remains a serious problem. Only 45% of the Patent Office
workforce has five or more years of service. In an agency where it takes roughly
5 or 6 years before an employee becomes fully productive, this is a very troubling
statistic.

One other major issue with which the Office struggles is the quality of patents.
The current production quota system, known as the “count system,” has not been
reevaluated since it was first introduced in 1976. The amount of information
through which examiners must search to find relevant patent literature has expo-
nentially increased and applications are growing ever more complicated, yet exam-
iners still work under 1976 assumptions. Even with advances in the deployment of
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information technology, a number of studies have indicated that examiners today
simply do not have enough time to do their job properly, and have been encouraged
to take a number of shortcuts. Not surprisingly, then, the quality of patents suffers.
Although USPTO has instituted some quality initiatives in recent years, it seems
there is still a long way to go.

There are additional quality measures and changes to the patent system as a
whole that we hope to address in the “Patent Reform Act of 2005.” Through allowing
submissions by third-parties, harmonization with international practice, amending
the inter-partes reexamination system, and creation of a post-grant opposition pro-
cedure, it is our hope that the bill will further enhance the quality of patents and
increase confidence in their integrity. I look forward to the testimony here today,
as it will undoubtedly impact the important legislation next week. I also look for-
ward to working further with the USPTO and patent stakeholders to arrive at a
truly innovative reform to the patent system as we know it.

Thank you Mr. Chairman. I yield back the balance of my time.

PREPARED STATEMENT OF THE HONORABLE JOHN CONYERS, JR., A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF MICHIGAN, AND MEMBER, SUBCOMMITTEE ON
COURTS, THE INTERNET, AND INTELLECTUAL PROPERTY

According to a March 2005 PEW Internet & American Life Project survey, young
adults continue to be the largest group of Internet users who share files with others
online. File sharing among students can provide many beneficial uses in education,
research, and professional development. Unfortunately, college students have ex-
ploited the intended use of the peer-to-peer network by trafficking in music, movies,
software, video games, and other copyrighted material without permission. While
the Supreme Court unanimously held this past summer in the Grokster case that
the file trading companies can be liable for their misconduct, we cannot turn a blind
eye to the users of such software.

Aside from the issue of copyright infringement, this illegal use of peer-to-peer net-
works can lead to invasions of student privacy, viruses, and other potential security
threats to the university’s network.

The content industry is stepping up its battle against digital copyright piracy on
college campuses, encouraging higher education leaders to monitor their students
and impose restrictions on violators. On the other hand, monitoring raises privacy
concerns and could chill the use of peer-to-peer technology that can otherwise have
valuable academic rewards. I also would be concerned that monitoring could turn
university officials into spies, thus creating an atmosphere in which the First
Amendment and privacy rights of students are significantly devalued.

Because piracy has proven to be a lethal threat to the content industries, we must
address the legitimate concerns of creators. One approach to reducing peer-to-peer
piracy on university campuses that does not require monitoring seems to be work-
ing: providing a legal alternative for students to access music, films, and other
media while educating students about the importance of copyright issues. Two major
universities in my home state, the University of Michigan and Michigan State Uni-
versity, have taken the lead in this approach.

After the University of Michigan inked an agreement with Cdigix, students were
able to choose from a wide variety of media and entertainment services for only a
nominal monthly fee. Because of the University’s agreement with Cdigix, its accept-
able use policy, and its education campaigns on copyright infringement, the Record-
ing Industry Association of America cited the University as a model for how univer-
sities should combat illegal file sharing.

At Michigan State University, the University has implemented the multi-tiered
approach of information campaigns, an acceptable use policy, and technical meas-
ures to prevent illegal file sharing. These measures have led to a 75% reduction in
the monthly rate of Digital Millennium Copyright Act violations on campus. In addi-
tion, MSU is conducting advanced discussions with venders such as Cdigix to pro-
vide a legal avenue for students to access digital entertainment. MSU’s strategy
strikes the appropriate balance between preventing illegal sharing of copyrighted
ﬁleskand respecting the privacy of personal communications over the University net-
work.

By providing legal alternatives to file sharing and through education, universities
can and will continue to teach students to make good decisions regarding online en-
tertainment. Furthermore, by becoming familiar with services like Cdigix, students
will develop the habit of paying for music that will extend beyond the university
setting.
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RESPONSE FROM ANU K. MITTAL, DIRECTOR, SCIENCE AND TECHNOLOGY ISSUES, U.S.
GENERAL ACCOUNTING OFFICE (GAQO), TO QUESTIONS SUBMITTED BY THE HONOR-
ABLE ZOE LOFGREN, A REPRESENTATIVE IN CONGRESS FROM THE STATE OF CALI-
FORNIA, AND MEMBER, SUBCOMMITTEE ON COURTS, THE INTERNET, AND INTELLEC-
TUAL PROPERTY

Question Received from Mr. Praveen Goyal on 9/9/2005:

At yesterday's oversight hearing, Rep. Lofgren asked each of you to submit
any comments you mighti have on the obviousness standard in current law, and
whether and how it should be changed. In particular, she sought your
comment on a particular proposal suggested Lo her by academics. Their
proposal was that the "suggestion to combine" test be eliminated, and 35

U.S.C. section 103(a) amended by adding the following:

“Subject matter shall be found obvious even though the prior art does not
contain any explicit or implicit suggestion or motivation to combinc what
was not identically disclosed or described, if by the effective filing date

a person having ordinary skill in the art would have found the subject
maiter sought to be patented to be obvious considering the technical
differences from the prior art. Patentability shall not be negatived by the
manner in which the invention was subsequently used or commercialized."

A copy of a memorandum setting out this language is on the record in the
subcommittee's June 2005 hearing on H.R. 2795, available at

http:/judiciary. house.gov/media/pdfs/printers/109th/21655.pdf
<http:/judiciary.house.gov/imedia/pdfs/printers/109th/21655.pdf> .

Rep. Lofgren would welcome any input you have on this proposed new
obviousness standard.

GAO’s Response Provided by Email on 9/12/2005:

GAO has not conducted any reviews of the obviousness standard and therefore, at
this timme, we are not in a position to commment on whether or not it should be
changed.
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EXECUTIVE SUMMARY, U.S. PATENT AND TRADEMARK OFFICE: TRANSFORMING TO
MEET THE CHALLENGES OF THE 21ST CENTURY, A REPORT BY A PANEL OF THE NA-
TIONAL ACADEMY OF PUBLIC ADMINISTRATION FOR THE U.S. CONGRESS AND THE
U.S. PATENT AND TRADEMARK OFFICE, 2005, SUBMITTED BY THE HONORABLE
LAMAR SMITH

EXECUTIVE SUMMARY

The U.S. Patent and Trademark Office (USPTO) is a complex "knowledge worker" agency and
the fulerum of the U.S. intellectual property system. Its mission—grounded in the U.S.
Constitution—is to ensure that the intellectual property system contributes to a strong domestic
and global economy, encourages investment in innovation, and fosters an entrepreneurial spirit.

Under the close scrutiny of its stakeholders, academia, its counterparts around the world,
Congress, and the courts, USPTO must accommodate a burgeoning interest in securing property
rights and changing legal interpretations of patent faw. Tt must also deal with substantial
external volatility—particularly the U.S. economy and funding levels. With all of these
variables and pressure points, USPTO attempts to balance the tradeoffs between enhancing
quality and maximizing production and does so within the context of the federal workplace and
its myriad requirements.

With a $1.7 billion proposed fiscal year (FY) 2006 budget, derived from fees for services
provided, USPTO needs the flexibility to operate with the incentives and acumen of a private
busimess—with full accountability to Congress and its users. In 1999, o provide USPTO with
added management flexibilities to achieve its mission, Congress designated it as one of only
two federal “performance-based organizations.”  This designation provided additional
flexibilities in budgeting, human resources, procurement, and other administrative areas, but not
those needed for making long-term business decisions. In 2003, USPTO issued a modified 277
Century Strategic Plan, which described its vision to create a quality-focused, productive,
responsive organization supporting a market-driven intellectual property system. It seeks to
transform itself over the next five years guided by three strategic themes—(1) agility, (2)
capability, and (3) productivity, with quality embedded in each theme.

To help ensure that USPTO is making progress in implementing its strategic plan and is on the
right path to transformation, the Chairman of the House Appropriations Subcommittee on
Science, State, Commerce, and Justice asked the National Academy of Public Administration
(Academy) to examine USPTQ’s organization structure and its work processes. The Academy
Panel has reviewed and assessed organizational and human capital structures, the timeliness and
quality challenges USPTO faces in processing patent applications, and whether it has the
appropriate skills needed within its staff.

CORPORATE STRUCTURE AND CULTURE

As a performance-based organization, USPTO has more flexibility than a traditional federal
agency, but it still does not have the flexibility to make long-term business decisions, the
borrowing authority to help meet multi-year capital needs, or access to all of its user fee
revenues. While organizational form does not guarantee efficient operations, one that does not
permit a business-type agency to apply its resources to meet changes in market demand (for
USPTO, the changing volume of patent applications) can create inefficiencies and
disincentives.
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The Panel believes that USPTO’s structure has created such inefficiencies. The demand for
patents is closely tied to the U.S. economy and its fluctuations. A corporate structure would
enable USPTO to respond more quickly and effectively to workload, yet remain accountable to
Congress, the President, and stakeholders.

Accordingly, the Panel recommends that Congress create the U.S. Patent
and Trademark Corporation (USPTC) as a wholly owned government
corporation under the policy direction of the Secretary of Commerce, with
the appropriate authority te borrow, set fees (within parameters Congress
would set), and issue its own regulations.

Past Academy reports have tended to recommend a Chief Executive Officer but not a governing
board for government corporations. There are no stockholders for a board to represent. Also,
some government corporations have not been well-served by large boards. Therefore, the
Academy Panel believes an Advisory Board or Advisory Committee would better serve USPTO
rather than a formal governing board of directors and believes such an advisory body could
provide guidance in terms of stakeholder interests.

A key feature of USPTO’s culture is that its work 1s far more geared to measurable production
than most federal agencies with a highly educated workforce, and the patent workforce is also
highly unionized. The consequence is that nearly all aspects of work process and workforce
management are negotiated. Given that management and its largest union have been at impasse
for decades, proposed reforms may not be accepted with alacrity even if they make sense,
because they require negotiation. This is not a healthy organizational culture.

The Panel recommends that USPTO develop strategies to make theirs a
more positive, collaborative organizational culture.

These efforts should start with an assessment of the current culture, probably by an external
group, and should involve employees and managers. Top management should continually
reinforce that USPTO is a good employer; its employees receive excellent benefits and enjoy a
very flexible work schedules, and work in state-of-the-art facilities.

It is essential that an organization’s culture support its mission, and a culture cannot be changed
overnight. Cultural change has costs, such as time away from production for focus groups or
training, consultant fees, purchasing materials and allowing staff time to read them, or
producing a video on how the organization plans to institute change. The Panel belioves the
long-term benefits will far outweigh the costs.

HUMAN CAPITAL MANAGEMENT SYSTEM
With only 45 percent of the workforce having five years or more of service, USPTO lacks

adequate numbers of seasoned examiners to meet its mission challenges. The current human
capital system will become an increasing liability to USPTO as even larger portions of the
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federal workforce (the Departments of Homeland Security and Defense) implement their new
personnel systems and demonstrate the benefits of human capital agility in the federal
framework. Those agencies with more constraints will likely be less competitive in the
recruitment marketplace.

The Panel believes that the General Schedule pay system impedes USPTO’s ability to attract
and retain employees. With a personnel system tailored to its needs, USPTO could adopt a pay
scale or performance-based pay system that could improve recruitment and reduce attrition,
thus keeping more experienced employees rather than training them for several years before
they leave to oin law firms or other entities as patent attorneys or agents. A performance-based
pay system could also expedite the collective bargaining process.

The new DHS personnel system, with a labor-market based pay structure and performance-
based pay increases, is in place. While unions have raised issues about the framework for the
labor-management relationship, the independent Homeland Security Labor Relations Board
provides a valuable vehicle for the quick resolution of all bargaining matters and disputes and
ensures continued focus on agency mission. Aspects of this system could be a model for a
tailored USPTO personnel system. The Panel believes that if, and only if, USPTO receives
congressional authority to develop a more flexible personnel system, it should not be reluctant
to pay rates that are substantially above General Schedule levels. Tt would be far more efficient,
for the agency and patent applicants, to retain patent examiners rather than to lose half the
number hired within a short period of time, as is the case in most fiscal years.

The Panel therefore recommends that USPTO work with Congress and OPM
to develop an impasse resolution system that permits prompt renegotiation of
work processes and pay rates.

TIMELINESS AND WORK PROCESSES

High performing organizations constantly struggle with using their limited resources efficiently
while at the same time ensuring the delivery of high quality work. USPTQ’s strategic plan
acknowledges the importance of issuing high-quality patents in a timely manner. It is a
substantial challenge particularly due to funding volatility and the backlog of patent
applications.

Pendency is the key measure that USPTO uses to assess the timeliness of processing patent
applications. First-action pendency is defined as the time (measured in months) from when an
applicant files an application and USPTO makes a preliminary decision about whether to issue
a patent. Although first-action pendency averages 20.2 months (up from 7.6 months in FY
1993 and 13.6 months in FY 2000), examiners spend only about 20 hours on average reviewing
a patent application. First-action pendency includes time an examiner is not reviewing an
application—primarily time in the queue. Pendency varies by the subject area of the
application. For example, in FY 2004, it was 31.4 months for the communications area, and
15.2 months for the mechanical engineering, manufacturing, and products area.
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In part, conditions beyond USPTO’s control—the volatility of the U.S. cconomy, the
concomitant but sometime unexpected increase in applications, and the consequences of not
having access to all patent application fees—have created today’s massive backlog of patent
applications (more than 830,000, up from 244,646 in 1993). Between FYs 1992-2004, USPTO
did not have access to $741 million of the fees it collected, the preponderance of which ($573
million) came from patent fees. This $741 mullion represents between 6 and 7 percent of the
total funding available to USPTO during this period. The inherent nature of the appropriations
process prevents some fees from reaching USPTO in unanticipated high-volume years because
USPTO’s budget is set months prior to the start of the fiscal year.

Simulations using USPTO’s patent resource model, which the Academy Panel independently
evaluated before using, show that if USPTO had been given access to these fees and applied all
or most of them to patent staffing, it would have had the ability to consistently hire staff and
FAOM pendency could have remained at an average of 11.4 to 12.6 months, USPTO’s FY
2005 appropriation permits access to most of the patent fees collected, as does the President’s
FY 2006 budget request.

The Panel believes this recent action to allow fuller access to patent fees is a
step in the right direction. To provide more funding certainty, the Panel
recommends that Congress take steps to ensure that all fees USPTO collects
during future fiscal years are available for its use without fiscal year
limitation.

To help USPTO achieve efficiencies in patent processing and possibly reduce pendency,
USPTO initiated, at the direction of Congress, a pilot program 1o test outsourcing the “search”
function of the patent prosecution process. The search function involves reviewing patent or
non-patent literature for historical references to inventions that are similar to those in a patent
application. USPTO estimates that about 20 percent of the total patent prosecution time would
be saved if another entity conducted the search. The Panel recognizes that pendency cannot be
quickly reduced by hiring new patent examiners. However, it has reservations about
outsourcing, in part because the European Patent Office (EPO) previously had the search and
examination functions done by different staff members and now has combined these functional
responsibilities to achieve greater efficiency. The Japan Patent Office (JPO) began, in the mid-
1980s, to outsource some searches because statutes did not permit them to hire more staff. JPO
examiners work directly with searchers, most of whom are in a quasi-governmental entity, and
the only searches outsourced are those that can be done in patent literature.

Questions remain about whether private search firms will be attracted to this type of work given
the conflict-of-interest requirements or whether they can perform work at the same level of
quality as USPTO staff. A thorough evaluation of the pilot program will be critical because the
results will have an impact on USPTO’s future business vision, which calls for leveraging
search results from others--foreign patent offices, the patent applicant, and private contractors.
Congress has required such an evaluation.
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The Panel recommends, as part of the evaluation of the pilot, that USPTO
examine the potential to outsource the search function to a federally funded
research and development center that would work exclusively for USPTO.

Such centers—which have more flexible hiring authorities—can secure the skills the agency
needs, do not have a proprietary interest in the work, and have little incentive to breach the
principles of confidentiality.

Eliminating unnecessary rework offers another opportunity to increase efficiency in patent
processing. In 2004, 25 percent of examiners' work could be described as rework. Patent law
allows a form of rework known as "continuations," which allow an applicant to request another
review of the same invention that was included in a prior application—even if USPTO rejected
the patent. Continuations provide an applicant a substantial benefit, because this second review
skips the queue and receives the same priority for processing as the original application. This
means other applicants wait longer for USPTO to review their applications. There are valid
uses for continuations, but there are also indications that some applicants use them to “game the
system.” There are varied proposals to limit the use of continuations, either through
congressional action or USPTO rule-making.

The Panel recommends that:

USPTO use every means possible to work with stakeholders to provide
Congress with the necessary information to assist it in identifying the
appropriate number of continuations that should be allowed.

Congress amend patent law by establishing a specific maximum number of
continuations that will be allowed for any patent application.

Finally, worksharing (relying on aspects of the examination process that foreign patent offices
have completed) also has potential to increase efficiencies in processing patent applications and
reducing workload. Currently, USPTO, EPO, and JPO (the Trilateral Offices) annually receive
almost 200,000 applications in common (more than half USPTO's annual volume of new
filings). To achieve the goal of worksharing, the Trilateral Offices need to better understand
each other’s work methods, and each country needs to amend certain provisions of its patent
law to accommodate worksharing. The need for greater collaboration is under discussion and,
to some extent, is the driving force behind current patent law reform efforts. A 2004 National
Academy of Sciences (NAS) report concluded that the United States, Europe, and Japan should
further harmonize patent examination procedures and standards to reduce redundancy in the
search and examination functions and eventually achieve mutual recognition of results.

The Panel strongly supports harmonization and recommends that USPTO
work closely with Congress to provide it with the necessary information to
amend patent laws to achieve harmonization.



183

QUALITY

Patent quality is important because USPTO's decision on a patent application has economic
spillover effects to other businesses and, more broadly, to competition and innovation. Thus, it
is important for USPTO to conduct quality reviews during application processing and "get it
right the first time" to prevent issuance of inappropriate patents, with their attendant litigation
costs and adverse technological impacts. For the last 25 years, USPTO has assessed quality by
determining whether the claims in a patent clearly meet the statutory criteria. To make this
assessment, USPTO reviews between two to three percent of approved applications. The error
rate from FYs 2000-2004 varied from a high 6.6 to a low of 4.2 percent. Although the error
rate has remained fairly stable, several studies, congressional hearings, and scholarly articles
report perceptions that patent quality has declined, particularly in areas of technology in which
patents have only recently been granted, such as computer software and business methods.
However, these concerns have not been quantified.

To respond to concerns that patent quality has declined, USPTO implemented several initiatives
to ensure appropriate patentability determinations and improve the knowledge, skills, and
abilities of examiners. The Panel believes many of these are consistent with sound
management practices and acknowledges that additional quality reviews affect timeliness of
application processing.

The Panel recommends that USPTO monitor the results of these reviews to
(1) ensure that their implementation does not result in denying or seriously
delaying patents to deserving inventors, and (2) identify the appropriate
number of reviews needed to sustain quality without adversely affecting
pendency.

In addition to raising concerns about quality, others—the Federal Trade Commission, NAS, and
scholarly articles—recommended various regulatory or legislative reforms to improve quality.
USPTO’s strategic plan includes one such reform—developing a new post-grant review
process—which would reduce the volume of litigation by providing a new administrative
opportunity to rule on patent validity. Though many stakeholders agree on the need for a new
process, they differ on certain design elements. The Panel reviewed four major proposals for
establishing a post-grant review process, including proposed legislation.

The Panel agrees with the provisions of the four proposals for pest-grant
review that provide for (1) administrative patent judges conducting the
process and (2) an appeals option to the Court of Appeals of the Federal
Circuit.

The Panel recommends the following with regard to the other elements of a
post-grant review process:

e The grounds for a challenge be limited to patentability and not
enforceability.
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¢ Discovery be limited to cross examination on matters relevant to the
grounds for review.

¢ Estoppel from further litigation be limited to those issues raised and
resolved in the proceeding.

¢ The patent owner be permitted a single narrowing of any claims,
with the addition of dependent claims on geod cause shown.

If a post-grant review system is adopted, the Panel recommends that
USPTO compile data on the costs and benefits of post-grant review and
inter parfes reexamination, including the impact on patent quality. These
data should help inform Congress about whether both systems should be
maintained.

WORKFORCE AVAILABILITY AND SKILLS

USPTO places highly skilled knowledge workers—its patent examiners—in a production
environment and measures their performance primarily in quantitative terms. Those who can
work in this environment can receive substantial bonus pay, but the production system may be a
contributing factor to high attrition rates.

In 10 out of 13 years, from FY 1992-2004, for every ten patent examiners hired, five left; many
within the first three years. Because examiners become fully productive only after several
years of USPTO work experience, it is essential to retain staff. USPTO does not systematically
use exit interviews to determine why examiners leave, but senior USPTO staff attribute high
attrition to:

e Pay in relation to the Washington, DC cost of living

o The lack of a real-world understanding about the job on the part of recent graduates

e The difference between the often-isolating and repetitive desk work of USPTO patent
examination duties and those of research or bench science, for which many USPTO
employees have trained

» The up-front career plans of many new employees, who use this USPTO experience as a
stepping stone to law school, or, if already a lawyer, to a more lucrative private practice
or employment opportunity in intellectual property

The Panel believes that USPTO is on the right track with:

e Bringing in new human resources management leadership so that USPTO can apply
additional and improved techniques in recruiting and retaining statt
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* Developing videos and better recruitment literature to more clearly explain the work to
potential recruits and requiring personal interviews for all applicants to assess their
overall competence and communication skills

e Using information gleaned from quality reviews of patent examiner work to help
individual examiners improve their work

However, USPTO needs to do more, and the Panel recommends that it:

e Systematically determine why patent examiners are likely to leave within
their first three yvears with the office and determine if it can make
accommodations te retain them

¢ Develop competitive recruitment programs (a “patent scholars program”)
to raise USPTO visibility on campuses and attract more of the best
graduates

* Use more of the hiring flexibilities now permitted under its status as a
performance-based organization and general federal personnel regulations

While USPTO cannot hire its way out of its pendency problems in the short term, unchecked
attrition of recent hires is at historical levels and will likely exacerbate the pendency problem
and reduce the quality and consistency of patent determinations. An organization that so
significantly affects innovation in the U.S. and around the globe needs to have and use the
flexibility to deal with these challenges to optimize its performance. The Panel offers several
recommendations to help USPTO deal with the problems of staff erosion, improve morale, and
enhance the retention of experienced and technology-savvy examiners upon whom the system
relies.



