ABOLISH CONTINUING PATENT APPLICATIONS?
(Cecil D. Quillen, J.Y

Harry, thank you. Thisisredly old home week for me! Those of you who read
resumes may have noticed that Harry and | both served as Chief Patent Counsels
for what is now Eastman Chemical Company. It was Kodak’s Chemicals

Divison when | was there.

Slim Webster, who is coauthor of the studies that are the predicate for my
remarks, was Kodak’ s Assistant General Counsel and Chief Patent Counsel
throughout my time as generd counsdl. Heis heretoday. Jeff Hawley isSlim’'s
successor at Kodak.

| should say aword about how Slim and | got interested in the effects of
continuing applications. David Saxon, who was one of Kodak’ s outside
Directors when | was on the Board, was MIT’ s president and had made his
professional career in academic science. David thought the number of patents
we got was a measure of the productivity of our research labs. | wanted to make
sure David understood we could get as many patents as we were willing to pay
for, and that the number of patents we got was certainly no indication of the
productivity of our labs. | was afraid that if David persisted in his views, and
our Research Director ever learned of it, and believed his performance was
judged by the number of patents we got, we might bankrupt the company buying

patents for him.
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| was even hoping that David, and the rest of the Board for that matter, would
come to understand that a well-managed patent program would result in fewer,
rather than more, patents.

To aid my discussions with David, Slim checked with the USPTO to find out
how many continuing applications were filed each year. They said they didn’t
keep records of continuing applications. That was a truly astonishing answer in
the midst of the Quality Management revolution. Continuing gpplications are
rework for the USPTO, and for it to fail to keep records of the rework required
of it, much less not attempt to manage it, violated the most elementary principles
of Quality Management.

In 1998, long after | had retired from Kodak, | became interested in attempting a
study relating to innovation and the U.S. patent system, and needed to know the
number of original patent applications filed each year. | looked at the USPTO's
1997 Annual Report, and discovered they weren't reported, and that you
couldn’t determine them from the Annua Reports.

So | requested information as to filings of origina applications and continuing
applications a couple of timesin 1998 that went unanswered, and again late in
1999 in afairly “snarky” letter to then Commissioner Dickinson that made the
point the information | was seeking was e ementary management information
which surely would have been collected by the USPTO.

About amonth later | got acall from the USPTO tdling me they had found
information that might be responsive to my FOIA request, and asked if | wanted



it. | didn’t realize | had made a FOIA request, and wasn't sure | understood
exactly what the information was, but asked that it be sent along anyway.

Asyou will see, thisinformation enabled us to determine, for the first time ever
so far as | know, the number of Origina Applicationsfiled in the USPTO, the
portion of the USPTO workload that was rework comprised of refiled
Continuing Applications, and, when combined with information from Annual
Reports, examination performance of the USPTO for the years covered by the
data. Thisfirst study was published in the August 2001 Federa Circuit Bar
Journd.?

Thisfirst dide isasimplified depiction of application flow through the USPTO.

The Total Applications workload is made up of two kinds of applications,
Origina Applications and Continuing Applications. Continuing Applications
clam priority from an earlier filed non-provisond application. Origina
Applications do not.

After Examination, applications are either Allowed or Abandoned, and Allowed
Applications, or at least most of them, go on to become Patents. Many of the
Abandoned Applications, however, are not in fact “abandoned” but are refiled as
Continuing Applications and restart Examination al over again. And even some
Allowed Applications are refiled.

USPTO Annua Reports, as | mentioned, do not report the number of Origina
Applications, or the number of refiled Continuing Applications, nor do they

2 The Federal Circuit Bar Journal, Vol. 11, No. 1 (August 2001), pages 1-21.
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report the number of Abandoned A pplications the subject matter of which was
not in fact abandoned but was instead included in arefiled Continuing
Application. Thusit isnot possible from the Annual Reports to determine
USPTO examination performance, nor isit possible to determine the number of
Origina Applications, or the portion of the USPTO workload that is rework
from refiled Continuing Applications.

This next dide is acopy of FOIA data’ provided by the USPTO. The data
reported all continuing applications ectivity for utility, plant and reissue (UPR)
applications for the USPTO’ sfiscal years 1993-1998.

And this next dide summarizes USPTO Annua Report data for those years,
along with the FOIA data, and calculations using both.

With the FOIA data we were able to determine the total number of refiled
Continuing Applications and their impact on the USPTO workload. Asyou can
see, they comprised 28.4% of the applications filed in fiscal years 1993-1998.
Because refiled Continuing Applications are directed to subject matter that has
already been examined, or could have been, they represent rework for the
USPTO.

By subtracting Continuing Applications from Total Applications we determined
the number of Original Applicationsfiled in those years. We aso determined
the number of Origina + Divisona applications.

3 See USPTO FOIA Request No. 00-044.



And, by subtracting refiled Continuing Applications from Abandoned
Applications, we were able to estimate the number of Net Abandonments, i.e.,
the number of gpplications abandoned without refiling, caculated (1) on the
assumption that the parents of all continuing applications were abandoned in
favor of the continuing applications, and (2) on the assumption that only the
parents of continuations and CIPs were so abandoned.

Knowing the numbers of Origina Applications, Net Abandonments, and
Allowed Applications, we were able to calculate the actual examination
performance of the USPTO.

We determined, as shown on this next dide, two measures of examination
performance, Allowance Percentage and Grant Rate.

Allowance Percentage is the number of Applications Allowed divided by the
number of Original Applications Filed. In our “refined” calculation, this
included a two-year alowance for prosecution time.

Grant Rate is defined on the Trilateral Website as the number of Applications
Allowed in agiven period divided by the number of Application Disposals
(Allowances + Abandonments) in the same period. The USPTO, EPO, and JPO
al report Grant Rates on the Trilateral Webste.

Thisnext dide isfrom Table 7 of our first paper and summarizes the results of

our first study. When corrected for continuing applications, and with a two-year
prosecution lag, the Allowance Percentage for the USPTO was 95%. That isto
say, the number of applications allowed in 1995-1998 was 95% of the number of



Origind Applications filed in 1993-1996. And, even if divisional applications
are treated as if they were Original Applications, the two-year lagged Allowance
Percentage was 86%.

Allowance Percentages were aso determined for the EPO and JPO, using al of
the data then available for them. The lagged Allowance Percentages for the
EPO and the JPO were 68% and 65%, respectively, both well below the USPTO

numbers.

The champ though was the German Patent Office where Mike Scherer, Dietmar
Harhoff, and Katrin Vopel had found that only 41.7% of the 1977 applications
were alowed.

Asto Grant Rates, as | indicated, the USPTO, EPO, and JPO al publish Grant
Rates on the Trilateral Website. The averaged Grant Rates for the EPO and JPO
for 1995-1999, as published on the Trilateral Website, were 67% and 64%,
respectively.

USPTO Grant Rates on the Trilatera Website are not corrected for Continuing
Applications. The uncorrected Grant Rate for the USPTO for itsfiscal years
1993-1998 is 66%. But, when corrected for al refiled Continuing Applications,
the USPTO Grant Rate is 97%, dropping to 87% when divisional applications
are treated as if they were Origina Applications. Both are above the averaged
Grant Rates for the EPO and JPO.

One point made to us in connection with our first study was that it is possible for

a patent to be granted on a continuation application and its parent, even though



both are supposed to be for the same invention. This was discussed in footnote
17 of our first paper.

After our first paper had been published we were able to borrow a database from
John Allison and Mark Lemley and estimate the numbers of such patents and
their effects on our published results, which are shown in red on this slide.
Allowance Percentages drop by about three percentage points and Grant Rates
by about two percentage points, al of which are sill above the results for the
EPO and the JPO. These adjusted results are reported in our second paper.

The impetus for our second study, of which Rick Eichmann is aso a coauthor,
was the observation that virtually every reported patent statistic showed a mgjor
discontinuity following formation of the Federa Circuit.

For example, asillustrated by this slide, Jon Merz and Nicholas Pace, in a study
published in the JPTOS in 1994,* found increases in application filings, patent
grants, and patent litigation, al attributed to formation of the Federa Circuit.

Application filings, as shown on this slide, were level at éout 100,000 per year
from 1973 until formation of the Federa Circuit in 1982, and then commenced a
dramatic rise, reaching nearly 350,000 in 2002.

This dide shows allowances and issuances from 1973 through 2002. Both
began climbing after formation of the Federa Circuit. The decline prior to then,
when considered with the relatively level patent filings shown on the prior dide,

4 Journal of the Patent and Trademark Office Society, Vol. 76 (August 1994), pages 579-590.
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suggests that the USPTO was perhaps becoming more rigorous in the years
immediately prior to the Federal Circuit.

Perhaps most important for those of usin thisroom is the effect on demand for
IP lawyers. Thisdide, from an article by John Barton of Stanford that was
published in Science, the Journa of the American Association for the
Advancement of Science, shows dramatic growth in the ratio of IP lawyers to
R&D expenditures in the United States following formation of the Federal

Circuit.

So, curious asto the effect of the Federal Circuit and the lowered and less
certain standards for patentability promulgated by it on USPTO examination
performance, we asked for data going back to 1975, or earlier, if avallable, so
we would have datafor both before and after formation of the Federa Circuit,
and could determine its effect on the USPTO.

Unfortunately the USPTO had no reliable data for continuing applications for
years prior to 1980, but they did provide us with data for the 1980-2000 period.

This dide is acopy of theinformation.”

We have since obtained data for the 1980-2002 period for all three patent
offices,® which will be reflected in the table and charts | will present shortly.
The second of our studies, published in the August 2002 Federa Circuit Bar

® See USPTO FOIA Request No. 01-183. Paper copies of the relevant parts of USPTO Annual Reports for
1975-1980 and 1982-1992 were provided pursuant to USPTO FOIA Request No. 01-327.

® See USPTO FOIA Request No. 04-031 for the USPTO data for 1980-2002.
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Journd,” is limited to data through 2000, since that was we al we had at the

time of our work.

This slide shows Continuing Applications as a percent of Total Applications
from 1980 through 2002. The percentage of Continuing Applications has nearly
doubled, rising from about 15% in 1980 to about 28% in 2002. Divisional
applications have been level at about 5%, except for the 1995 spike occasioned
by the 20-year patent term. Continuing applications declined following the 1995
spike, but growth has resumed, and, as | said, comprised about 28% of
gpplications filed in 2002.

This next dide shows the number of applicationsin the 1980-2002 period. All
have grown dramatically, but, as was gpparent from the previous dide,

Continuing Applications have grown more than Origina Applications.

This dide summarizes overall performance of the USPTO, EPO, and JPO,
averaged over the twenty-three year period from 1980 through 2002. The
USPTO numbers are lower than others you may have seen. But they don't
reflect improved performance. Remember they are averages over atwenty-three
year period in which performance in earlier years was better than performance in
later years, as you will see momentarily. And, in al instances, performance of
the USPTO was less rigorous than the EPO or JPO.

This next dide shows USPTO performance over time, which was the object of
our second study. Thereisarapid decline in examination performance

following formation of the Federa Circuit as shown by therise in Allowance

" The Federal Circuit Bar Journal, Vol. 12, No. 1 (August 2002), pages 35-55.
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Percentages, which peaked in 1990, and thereafter oscillated between about 85%
and about 95% (or between about 80% and 90% if divisional applications are
treated asif they were original applications).

This next slide compares USPTO performance with that of the EPO and JPO
over the same time period, as measured by Allowance Percentage. It showsthe
USPTO to be less rigorous throughout the whole period, except for ayear or so
in the mid to late 1990s when the EPO Allowance Percentage was higher.

This next dide shows Grant Rates for the USPTO. Corrected Grant Rates also
increased following formation of the Federal Circuit. Corrected for continuation
and continuatior+in-part applications they rose from about 72% in 1984 to more
than 90% in 2002. Uncorrected Grant Rates (the bottom line) have been
essentialy flat. And, asyou can see from the bottom line, Grant Rates reported
by the USPTO on the Trilateral Website are not corrected for continuing
applications.

There are a couple of intervals where the calculated Grant Rate, corrected for all
continuing applications, is over 100%, which isimpossible. The reasonfor this
anomaly is the assumption, for this calculation, that the parent application of
every continuing application was abandoned in favor of the continuing
application. Thisfrequently is not the case for divisona applications, and
occasiondlly for continuations and CIPs aswell. The first of the anomalous
periodsis 1995 when divisonal and other continuing application filings spiked

because of the 20-year term.
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This next slide compares Grant Rates for 1995-2002. The EPO, JPO, and
Uncorrected USPTO Grant Rates are those reported on the Trilateral Website.
Grant Rates for the USPTO, corrected for continuation and continuati on-in-part
applications, are about 20 percentage points higher than the uncorrected USPTO
Grant Rates.

The USPTO was not thrilled with our finding that its performance trailed the
EPO and JPO and published a critique of our first paper in the April 2003
JPTOS.? Their critique, which relied on unpublished data for a time period
(1994-2000) that differed from that available to us for our first paper (1993-
1998), did get different numbers, but by counting issued patents instead of
alowed applications, and by omitting patents in which there was already a
patent claming the same priority filing date. The two-year lagged Allowance
Percentage for their sample, which they didn’t calculate, was 95%, the same as
for ours. Their change from allowed applications to issued patents dropped their
percentage to 88%, smply because of the time interval between alowance and
Issue, and their omission of issued patents where there was aready a patent
claiming the same priority date further dropped their percentage from 88% to
75%, which is still above Allowance Percentages for the EPO and the JPO.
They did not mention our second paper although it was published eight months
prior to theirs and addressed many of their criticisms. Nor did they examine
changes over time in the numbers of continuing applications or in USPTO

examination performance.

The latest, but probably not the last, word on this topic is a new report by the
Organization for Economic Co-operation and Development (OECD) that Herb

8 Journal of the Patent and Trademark Office Society, Vol. 85 (April 2003), pages 335-349.
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Wamsley brought to my attention a couple of weeks ago.” The OECD paper
reports “grant rates’ for the EPO and USPTO for essentially the same
population of applications, i.e., for EPO applications claiming a U.S. priority
date, and for U.S. applications that were subsequently filed in the EPO. They
found that USPTO “grant rates’ for this application population were “around 30
percentage points’ higher than EPO “grant rates’ for the same application
population. Thisdide is Figure 7 from the OECD report. USPTO “grant rates’
(the top line) are consistently between 80% and 90%. EPO “grant rates’ for the
same application population (the bottom line) start at about 65% and decline to
about 50%. The OECD “grant rate” is not the same as the Grant Rate reported
on the Trilaterd Webste. It is more akin to our Allowance Percentage.

Now to turn to the question of the day: patent quality and what these findings
suggest.

Continuation and continuation-in-part applications are unique to the U.S. They
currently represent nearly one-fourth of the examination workload of the
USPTO. Because the subject matter of these refiled applications has already
been examined, or could have been, they represent rework for the USPTO.

Aswe have just seen, the increase in refiled continuing applications has been
accompanied by adecline in USPTO examination performance, whether
measured by Allowance Percentage or Grant Rate. Perhaps thisis because
applicants can refile as often as they wish and avoid final decisions as to the
patentability of their gpplications, leaving the USPTO without the ability to

® patents and Innovation: Trends and Policy Challenges, OECD (2004), available through the OECD website,
www.oecd.org.
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obtain final patentability decisions, and in the position of being unable to rid
itself of determined applicants except by allowing their applications. These
inabilities are dmost certainly amgjor reason why USPTO examination
performance trails that of the EPO and JPO.

We have just gone through a legidative season in which patent quality was
much discussed. The IPO, for example, through John Williamson when he was
president, said:

“1PO members believe patent quality is deficient. They are being fettered
by increasing numbers of invalid patents.”
Other patent lobby groups, e.g., AIPLA, the ABA P Section, the 21* Century
Cadlition, BIO, etc., expressed similar sentiments. And the remedy proposed
was to increase examination resources at the USPTO.

The quickest way to increase USPTO examination resources would be to abolish
al continuing applications (except for Sec. 121 divisonas). Thiswould
Immediately increase resources available for examination of Original

Applications by about one-third, and would not require additional funding.

So, if the IPO and its sister lobby groups really believe the way to decrease the
number of invalid patents and improve patent quality is to increase examination
resources, they should demand immediate abolition of all continuing
applications (except for Sec. 121 divisionals) so that resources now devoted to
the rework such applications represent can instead be directed to the
examination of Origina Applications. Giving the USPTO the ability to obtain

13



final patentability decisions should certainly reduce the number of invaid
patents and enhance patent quality.

Astothe USPTO, it claims to be a* Performance-Based Organization.” Buit it
tolerates a rework rate that has grown from something like 10% in 1980 to about
25% today. Certainly, no commercia enterprise (or its managers) would long
survive a 25% rework rate, or growth from 10% to 25%. But the only way for
the USPTO to gain control over this rework is for continuation and continuation-
in-part applications to be abolished. So if the USPTO wants to make good its
claim to be a “ Performance-Based Organization,” it too should demand
immediate abolition of al continuation and continuation-in-part applications.

And if the USPTO is genuingly interested in improving patent quality and
decreasing the number of invalid patents, it should want the ability to obtain
final decisions as to the patentability of applications it has examined and not
continue in the position of having to alow patent applications to rid itself of
determined applicants.

It seems to me that these data aone make an overwhelming case for abolition of
continuation and continuation-in-part applications, so | am not going to discuss
the many abuses made possible by such applications that would be eliminated by
their abolition. Some are mentioned in our two papers. A far more
comprehensive list isin anew article by Mark Lemley and Kimberly Moore in
the February 2004 issue of the Boston University Law Review,'® which
recommends abolition of al continuing applications, except for Sec. 121

divisonals.

10 Boston University Law Review, Vol. 84. (February 2004), pages 101-159.
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Abalition undoubtedly would require administrative changes at the USPTO.
Some resources made available would need to be applied to dealing with
additional appeals by applicants who could no longer refile and instead appeaed
from Final Rejections rather than abandon their applications. And examiners
should receive as much credit for filing appeal briefs as they do for first actions
or disposals so they have as much incentive to persist in aregjection asto alow a
case.

Although abolition of continuation and continuation-in-part applicationsis a
necessary step for increasing patent quality and reducing the number of invalid
patents, it will not by itself be sufficient to remove dl of the impediments to
innovation in the United States imposed by our current patent system. More,
and more difficult, changes will be required. | am not going to discuss those
other changes here today. | have written and spoken about them el sewhere and
will be happy to share my thoughts with any of you who may be interested.

Questions?
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Patents by the Numbers
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Patents by the Numbers
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Patents by the Numbers
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Figure 7. USPTO and EPO estimated grant rates
Priority years: 1982-98
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Note: EPO grant rates are defined as number of applications with grant date divided by total number of applications, sorted by
year of priority (data on EPO grants is still partial for recent years). The methodology to estimate the grant rate at USPTO for US
priorities also applied at EPO consists of the following steps: 1. Select all EPO applications with at least one US priority in the
EPO database; 2. Track the corresponding patent number in the USPTO database on grants; 3. Divide the number of US
priorities in EPO applications with a grant date at USPTO by the total number of US priorities in EPO applications, sorted by
year of priority. Priority year corresponds to the initial date of filing of a patent application worldwide, regardless of subsequent
filings in other countries; it normally corresponds to the date of filing in the applicant’s domestic patent office.
Source: OECD Patent Database, November 2003.



