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U.S. PATENT AND TRADEMARK OFFICE

WEDNESDAY, FEBRUARY 27, 2008

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

The Subcommittee met, pursuant to notice, at 1:34 p.m., in Room
2141, Rayburn House Office Building, the Honorable Howard Ber-
man (Chairman of the Subcommittee) presiding.

Present: Representatives Conyers, Berman, Wexler, Watt, Jack-
son Lee, Johnson, Coble, Sensenbrenner, Goodlatte, Chabot, and
Issa.

Staff present: Shanna Winters, Majority Chief Counsel; Eric
Garduno, Majority Counsel; Christal Sheppard, Majority Counsel,
Rosalind Jackson, Majority Professional Staff Member; Blaine Mer-
ritt, Minority Counsel.

Mr. BERMAN. This hearing of the Subcommittee on Courts, the
Internet, and Intellectual Property will come to order. I would like
to begin by welcoming everyone to this hearing.

I have to remember now which hearing is it that I am chairing.
fI_{ight, Oversight Hearing on the U.S. Patent and Trademark Of-
ice.

I will recognize myself for an opening statement.

For over 200 years, inventors have relied on U.S. patents to pro-
tect their inventions from unauthorized use and copy. Patents play
a essential role in spurring innovation. With the exclusive rights
granted by patents, investors are rewarded for the inventions they
create and are encouraged to further innovate. While the degree of
importance that intellectual property plays varies by industry, pat-
ents are crucial to many of the industries that the U.S. economy
depends on.

That is why I take seriously threats to the patent system. One
threat, the issuance of poor quality patents, has been a problem I
have tried to address since at least 2002. Poor quality patents un-
dermine the value of patents generally. They lead to a waste of re-
sources, hinder development of new products as companies are
forced to either take out licenses on junk patents or spend millions
fighting them in court.

Addressing this problem is the primary impetus of the patent re-
form legislation passed by the House last year and currently under
consideration in the Senate. But another problem is the patent ap-
plication backlog and the resulting increase in patent pendency.
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The number of patent applications awaiting initial review by an ex-
aminer has increased every year for the last 10 years and totaled
over 760,000 applications by the end of 2007.

Today, it takes on average over 25 months for a first office action
to be issued, and almost 32 months for an application to complete
its course through the USPTO. Average pendency in some of the
more important technology areas like biotechnology, chemicals and
computer architecture and software are well above 32 months. By
the USPTO’s own account, if steps are not taken to address patent
pendency, total average pendency could increase to roughly 52
months by 2012.

The implications of long patent pendency periods are sobering.
The value in a patent is being able to use it to exclude others from
making, using or selling an invention.

While patent rights must be perfected through the application
and examination process, the term of an issued patent begins the
day the patent application is submitted. Thus, long pendency peri-
ods cut directly into the time an inventor has to make commercial
use of his invention.

If this period becomes too long, inventors may give up relying on
the patent system altogether and use trade secrecy as a means to
protect their inventions. This will reduce the technical information
available to society, since some inventors will no longer provide
public disclosure of their inventions through the patent system.

Over the last few years, GAO has issued various reports ana-
lyzing practices of the USPTO. The most important recent report
makes several points related to patent examiner hiring and reten-
tion, two of which I will highlight, and leave the rest to our GAO
witness to discuss.

Thanks in large part, the first part to pressure from this Sub-
committee, there has been no diversion of USPTO fees since fiscal
year 2005. And as a result, the USPTO has been able to plan and
make examiner hiring decisions based on their projected fee collec-
tions.

Secondly, the GAO report found there is little hope of dimin-
ishing the patent application backlog through hiring efforts. This
may be due to a number of factors—examiner retention issues,
flawed examiner production goals, the lack of capacity to train
enough examiners, and because actions to address this problem are
too late in coming.

The Subcommittee is committed to make sure the USPTO has
the resources it needs to address both patent quality and pendency.
For instance, I introduced H.R. 2336 earlier this Congress, which
would ensure that the USPTO permanently retains all fees it col-
lects. I believe Mr. Caldwell is a co-sponsor of that legislation.

Our support of the USPTO should not be misconstrued as giving
the USPTO carte blanche to pursue any course it chooses and, con-
versely, to ignore warning signs that impact efforts to reduce the
patent backlog. For instance, while I understand that the USPTO
has agreed to study whether the current production goals are in-
deed unreasonable, I have to question why this was not done soon-
er, given that this very problem had already been identified by the
GAO in 2005.
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Additionally, I am troubled about the recently promulgated con-
tinuation and claims rules, and wonder why a compromise couldn’t
be reached that patent users could live with and that would still
address the pendency problem. I am very familiar with the dif-
ference between rhetoric and substance.

I can’t count the ways the patent reform legislation that passed
the House last year has been unfairly criticized and misconstrued.
Nevertheless, there may be some truth to the public criticisms re-
garding the claims and continuation rules. As such, there would be
some middle ground that the USPTO has not fully considered.

And finally, as part of our oversight responsibilities, we must
look into all assertions being made about the USPTO. I have re-
cently been made aware that there may be problems with various
management decisions made by the USPTO leadership.

For instance, last year the USPTO eliminated an office dedicated
solely to intellectual property enforcement. This seems counter-in-
tuitive, given the Subcommittee’s actions to strengthen intellectual
property enforcement efforts through the—Chairman Conyers’ Pro
IP Act legislation.

The USPTO has characterized this change as a realignment in-
stead of a reprogram that would require prior congressional notifi-
cation. Regardless of the semantics, it should be clear that the Sub-
committee would like to understand the USPTQO’s reasons behind
any such decision prior to its implementations.

I look forward to what promises to be a vigorous discussion with
our witnesses on these and related issues, and I would now like to
recognize our distinguished Ranking Member, Howard Coble, for
his opening statement.

Mr. CoBLE. Thank you, Mr. Chairman, and thank you, as well,
for having scheduled this hearing. A healthy U.S. Patent and
Trademark Office is essential for our patent system to thrive. Un-
fortunately, there is no true measure or statistic to evaluate the of-
fice or the system as a whole.

On the one hand, we have some report that there may be trou-
bles over the horizon. The time for average patent pendency and
the backlog of patent applications are steadily increasing.

And while we are losing experienced examiners, it appears there
may be no solution in sight. Also, fairly recent internal reorganiza-
tions and rule changes have led to some controversy, which may
lead to some additional concern.

On the other hand, the U.S. Patent & Trademark Office is show-
ing successes in many other areas, including projections for more
than $2 billion in fee revenue in 2009, record numbers of patents
being processed, and other indications that examiners are improv-
ing their reviews of applications, including a substantially lower
percentage of applications being approved. Some think that the
U.S. Patent & Trademark Office are obviously going well.

Address the increasing patent pendency and the growing backlog
of applications is a perennial challenge for the office, but the length
of time for pendency and the magnitude of the backlog have grown
to what some have viewed as alarming proportions.

Recent improvements in examiner performance are enormous ac-
complishments. They should be recognized, but they alone will not
overcome these historic challenges. I am hopeful that today’s panel
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will help everyone better understand how the pendency and back-
log issues can be managed.

Also, Mr. Chairman, I am interested to hear about changes with-
in the patent office and how they have or have not improved effi-
ciencies. If changes were made that triggered a notice to Congress,
that notice should have been sent. I hope we can clarify today
when notice to Congress is required, that what constitutes notice
or what actions trigger a notice so there is no confusion in the fu-
ture.

In order to work together, we must be kept abreast of these im-
portant changes within the office, and we must furthermore main-
tain an open dialogue, it seems to me.

Finally, I greatly appreciate the effort of Mr. Berman, of you, in
having scheduled this hearing. We have spent considerable time
and resources in the first session of the 110th Congress developing
comprehensive patent reform. No reform, however, will be success-
ful unless our patent system is strong and robust, which largely de-
pends on the ability and the performance of the U.S. Patent &
Trademark Office.

Unfortunately, there are no predictions that demands our patent
system are going to recede. As a result, the office, as users of the
Congress, are going to have to continually and honestly assess the
performance of the office to protect and ensure the future of our in-
novations. This honest assessment is essential for Members of this
Subcommittee and for the future of the U.S. Patent & Trademark
Office.

I look forward, Mr. Chairman, as do you, to today’s panel and
learning any new sights on how we may improve or assist the U.S.
Patent & Trademark Office in meeting its growing challenges.

And I yield back, Mr. Chairman.

Mr. BERMAN. Well, thank you, Mr. Coble.

And the Chairman of the Committee on Judiciary, Mr. Conyers,
is recognized.

Mr. CoNYERS. Thank you, Chairman. I am happy to associate
myself with the remarks of both you and Howard Coble, and I
would ask unanimous consent to put my statement in the record.

The only point that I would like to make is to Mr. Dudas, our
distinguished Undersecretary. I was out at the Patent Office earlier
this year and there is a question about hiring—as many people as
we hire, we have got a lot of people going out the back door.

I was impressed with the quality of the young men and women
that are trained out there. They were energetic and committed.
Now, these were people going into the system. The question is,
what happened somewhere along the way, or what goes on to
change that enthusiasm? And I am sure we will get into that.

And so, I am happy to join the distinguished Chairman of the
Committee, Mr. Berman, and I look forward to the testimony of the
witnesses.

The prepared statement of Mr. Conyers follows:]

PREPARED STATEMENT OF THE HONORABLE JOHN CONYERS, JR., A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF MICHIGAN, CHAIRMAN, COMMITTEE ON THE JUDI-
CIARY, AND MEMBER, SUBCOMMITTEE ON COURTS, THE INTERNET, AND INTELLEC-
TUAL PROPERTY

Thank you, Chairman Berman, for holding this oversight hearing on the USPTO.
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The GAO report, and general commentary throughout the patenting community
is essentially unanimous that the increasing length of patent pendency is a serious
and growing problem that harms our nation’s competitive advantage both at home
and abroad.

However, there’s much less than unanimity when it comes to figuring out the root
causes of the increase in the time it takes to obtain a patent and the mechanisms
that are necessary to reverse that trend.

Many place the blame squarely on the shoulders of either the USPTO administra-
tion or the USPTO employees represented before us today by Department of Com-
merce Undersecretary Jon Dudas and Robert Budens, President of the patent exam-
iners union, POPA.

However, it is clear to me that the patenting community and advances in the com-
plexity of technology must also shoulder some of the blame/burden.

The USPTO has directly taken, head-on, the issue of patent pendency, patent
quality and employee retention through several bold initiatives that we will hear
more about today. Some of these efforts have not been met with applause—but rath-
er with lawsuits. Others have been instituted and carried out without much fanfare.
I speak of the new continuation rules, aggressive new examiner hiring efforts and
the USPTO examiner training academy.

Whether or not these initiatives are the optimal way to achieve our collective
goals will be examined today; however, we all agree that a patent system that does
not take into account the realities of the world around us can not survive, thus
sometimes minor or major tweaks are necessary—doing nothing is not an option. We
may disagree with the changes but we all see the need for correction.

In the case of this committee, we proposed and passed the Patent Reform Act of
2007, which is essential to the continued vitality of American intellectual property
in the increasingly competitive global marketplace.

In the case of the USPTO, Undersecretary Dudas saw a problem with pendency
and laid out a solution that the Administration felt would address the issues.

I went to the USPTO this past January to not only to meet and speak with Un-
dersecretary Dudas about his initiatives but also to meet and speak directly with
a graduating class of new USPTO examiners. I saw, directly, the sincere and pro-
found investment in training for the new hires.

However, investment in increased training and additional hiring can not cure the
problem of pendency and quality unless we also address the problem of attrition.

The September 2007 GAO report stated that despite aggressive hiring efforts for
new examiners by the USPTO that the new hires will not be sufficient to reduce
the patent application backlog mainly due to the inability to retain those examiners.
For nearly every two patent examiners that the USPTO hires and trains, at least
one has left the agency. Between 2002 and 2006, the USPTO hired 3,672 examiners
and 1,643 left the agency during that same time period. High attrition levels clearly
offset the increased examiner hiring.

POPA stated that the reason is the unrealistic production goal schedule—insuffi-
cient time to meet production goals—which results not only in examiner attrition
but poor quality patents.

The USPTO states that attrition is for reasons personal to the examiner, such as
the job is not a good fit or having to move to a new city because of a spouse.

As for the GAO results, they polled people who were still at the agency for rea-
sons why they would consider leaving. Although 67% indicated that it was the pro-
duction goal schedule as POPA also stated, GAO is polling the wrong people. They
asked people who chose to stay. Not those who left.

We have to ensure that the patent laws stay relevant with the changing times
and that the USPTO has the resources and regulations in place that assist in that
process. I look forward to hearing the panels commentary today on how to maintain
the US as one of the, if not the, best Patent Office in the World.

Mr. BERMAN. I thank the Chairman.

Okay. Without objection, I recognize the gentleman from Florida,
Mr. Wexler, for opening comments.

Mr. WEXLER. Thank you, Mr. Chairman.

I just want to read a list of senior title positions. Commissioner
for Patents. Commissioner for Trademarks. Deputy Commissioner
for Patents. Deputy Commissioner for Patent Operations. Adminis-
trator for External Affairs. Chief of Staff for the Undersecretary of
Commerce. Chief Financial Officer. Deputy Financial Officer. Direc-
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tor of Patent Quality. Chief Information Officer. Deputy Informa-
tion Officer. Director of Enforcement.

All of these positions were filled, as I understand it, by career
professionals. Collectively, they represent literally hundreds of
years of experience, Federal experience in scientific, legal and tech-
nical fields. And if I have the right information, they have all been
removed by Mr. Dudas or his predecessor, most by the current oc-
cupant.

The numbers are disturbing, and I hope that the hearing will tell
us why this is happening.

And thank you, Mr. Chairman, for holding the hearing.

Mr. BERMAN. Thank the gentleman.

And we will now go to the witnesses.

John Dudas is Undersecretary of Commerce for Intellectual Prop-
erty and Director of the United States Patent & Trademark Office,
a post he has held since 2004. Prior to that, Mr. Dudas served as
acting undersecretary and director and deputy undersecretary and
deputy director.

Before joining the Bush administration, Mr. Dudas served for 6
years as counsel here to the U.S. House Judiciary Committee’s
Subcommittee on Courts and Intellectual Property, and staff direc-
tor and deputy general counsel to the House Judiciary Committee.
Mr. Dudas holds a law degree from the University of Chicago.

Robin Nazzaro is a director with the Natural Resources and En-
vironment team of the United States Government Accountability
Office. She is currently responsible for GAO’s work on Federal land
management issues—so it is obvious why you are here. No.

Recently, she oversaw GAQO’s work on federally funded R&D,
which includes responsibility for the USPTO and other Government
programs. Ms. Nazzaro received a bachelor’s degree from the Uni-
versity of Wisconsin and a certificate in senior management and
government from the John F. Kennedy School of Government at
Harvard University.

Robert Budens is president of the Patent Office Professional As-
sociation, and has served on this executive committee since 1998.
He also currently serves on the Patent Public Advisory Committee.

Mr. Budens has been with the USPTO since 1990 and has been
a primary patent examiner since 1994. He holds advanced degrees
in microbiology and immunology from Brigham Young University
andlthe University of Texas Southwestern Medical Center, respec-
tively.

Alan Kasper is first vice president of the American Intellectual
Property Law Association. He is also the director of Sughrue Mions
International Department, and a member of the firm’s manage-
ment committee. Mr. Kasper’s practice includes domestic and inter-
national patent law.

Prior to joining Sughrue Mions, Mr. Kasper was an attorney for
the Communications Satellite Corporation, and was a patent exam-
iner in the U.S. Patent & Trademark Office. He received his law
degree from the Georgetown University Law Center.

Gentlemen and lady, your written statements will be made part
of the record in their entirety. I would ask you to summarize your
testimony in 5 minutes or less. To help you stay within that time,
there is a timing light at your table. When 1 minute remains, the
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light will switch from green to yellow, and then red when the 5
minutes are up.
Mr. Dudas, would you lead the panel with your testimony?

TESTIMONY OF THE HONORABLE JON DUDAS, UNDERSECRE-
TARY OF COMMERCE FOR INTELLECTUAL PROPERTY, AND
DIRECTOR OF THE U.S. PATENT AND TRADEMARK OFFICE,
U.S. DEPARTMENT OF COMMERCE, WASHINGTON, DC

Mr. Dubas. Thanks very much, Chairman Berman. Thank you,
Ranking Member Coble, Congressman Wexler, and Congressman
Issa. It has been over 2 years since I have had the opportunity to
update this Subcommittee officially at an oversight hearing, and I
appreciate this opportunity to do so today.

Mr. Chairman, I am pleased to report that both fiscal year 2006
and fiscal year 2007 were record-breaking years for the USPTO,
due in part to the women and men at the United States Patent &
Trademark Office. For 2 years in a row we have met or exceeded
our highest production goals ever with a 21 percent increase in pro-
duction in the last 2 years.

We have the highest hiring in the history of the office, both in
terms of percentage and in terms of raw numbers. Over 1,200 ex-
aminers hired in Patents each of the last 2 years.

We have the highest number of examiners working from home.
In the last 2 years, we went from zero working almost full-time
from home to over 1,000, and we are adding 500 a year.

We now have the highest usage of electronic filing. We used to
measure in terms of 2 and 3 percent. We are up to 70 percent in
electronic filing, and the highest percentage of electronic processing
in the history of the office.

For each of these accomplishments in 2006, we met or exceeded
those records in 2007. And for those achievements, it is clear we
must thank the 8,500 hard-working women and men of the United
States Patent & Trademark Office. They are high achievers. We
are a performance-based organization. They are performance-fo-
cused, and they are always up for the challenge.

On behalf of our employees, I also want to thank this Sub-
committee, and the Chairman and Ranking Member in particular,
all of your colleagues. We are pleased especially that the Adminis-
tration and Congress have worked together to ensure that the
USPTO has had access on a yearly basis to all anticipated fee col-
lections. The President’s budget request continues full funding for
the fifth consecutive year this year.

Full access to fees gives us the resources we need to continue to
improve upon our record-breaking successes, but there certainly
are challenges ahead.

Mr. Chairman, my written statements describes the wide range
of initiatives that we have underway and updates our activity since
our last oversight hearing. Quality is the driving force in every-
thing we do, from our daily activities to our long-term strategic
planning.

All of us in the room and all stakeholders want a quality exam-
ination process that results in quality patents and quality trade-
marks. That quality starts with the highest quality people, and I
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am proud that our 8,500 employees do this on a daily basis with
true dedication to their jobs.

We recognize that, to recruit and retain the highest quality peo-
ple, we must provide an employment package with benefits and a
working environment that beats—not just meets, but beats what
our competitors are offering, and we do have competitors within
Government and the private sector who are constantly looking to
hire the people with the same skill sets that we are looking for,
and also hiring people that have the experience after having been
a patent examiner.

Quite frankly, I believe the offerings that we have are more than
competitive, and we seek to improve them. Others find our environ-
ment to be good, as well.

We have been honored for 2 years in a row, that Business Week
Magazine chose the United States Patent & Trademark Office as
one of the best places in the United States to launch a career. We
have been chosen by Business Week magazine as one of the best
places to round out your career, and one of the best places to have
an internship. Washington Families magazine called the USPTO
one of the best places to work in the Washington area if you have
a family.

Our flex time, our tele-work and Hotelling programs continue to
be a model for Federal agencies. Eight-five percent of eligible trade-
mark examining attorneys work from home.

As I mentioned, we now have over 1,000 patent examiners work-
ing from home, and we are adding 500 per year. Our vision is to
create a workplace where an examiner has every opportunity and
every flexibility to succeed as they want to succeed, and they can
do that, we hope, from anywhere in the country. They can choose
where they go, is our vision.

But we have some legislative hurdles. We want examiners to be
able to work from home in Detroit, Austin, Florida, Los Angeles,
Greensboro, Roanoke, for that matter, Mr. Goodlatte. Good to see
you.

Mr. Chairman, we recognize the importance of making every rea-
sonable effort to retain our examiners. It takes a number of years
to effectively train and guide our examiners to full signature au-
thority.

We don’t want to lose them to our competitors when they have
developed marketable expertise. We want them to come to the
USPTO and want to stay there. And I will go in much more detail
about the specific statistics and what we are doing.

But I can tell you, the Bureau of Labor Statistics does numbers.
Attrition rate throughout the Federal Government is 11.2 percent.
The attrition rate across the board at the USPTO is 8.5 percent,
32 percent lower than throughout the rest of Federal Government.

Our average attrition rate for patent examiners with 0 to 3 years
of experience is quite high, and that is where we really need to
focus. But our examiners with experience beyond 3 years, between
3 to 30 years, that drops to below 40 percent. Our focus on exam-
iner retention and recruitment in those first few years has borne
fruit in the first years that we have done that.

So BLS, Bureau of Labor Statistics, reports up to 45 percent at-
trition for engineers and computer scientists throughout the pri-
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vate sector. Over the last 10 years, first-year attrition at the
USPTO has been about 20 percent. With targeted retention and re-
cruitment efforts with the new training academy and other things
we have put in place, we have lowered that 25 percent to 15 per-
cent for first years, and in targeted areas we have lowered it to 10
percent.

So by targeting retention efforts, we think we have really found
something. We don’t have enough numbers yet to give years and
years of data, but we have had much success on that.

So I look forward to talking about all the issues that you have
raised. I believe we have come a long way and enjoyed many suc-
cesses since our last oversight hearing. There is lots of room for im-
provement. There are challenges that lie ahead, and we fully in-
tend to do all we can, with your continued support, to build on
these successes.

Thank you.

[The prepared statement of Mr. Dudas follows:]
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PREPARED STATEMENT OF THE HONORABLE JON W. DUDAS

STATEMENT OF
JON'W. DUDAS
UNDER SECRETARY OF COMMERCE FOR INTELLECTUAL PROPERTY
AND
DIRECTOR OF THE UNITED STATES PATENT AND TRADEMARK OFFICE
BEFORE THE
SUBCOMMITTEE ON COURTS, THE INTERNET AND INTELLECTUAL PROPERTY
COMMITTEE ON THE JUDICIARY
U.S. House of Representatives

“USPTO Oversight Hearing”

FEBRUARY 27,2008

Introduction

Chairman Berman, Ranking Member Coble, and Members of the Subcommittee:

Thank you for this opportunity to appear before you to discuss the United States Patent
and Trademark Office's (USPTQO) operations, programs and initiatives.

T first want to take this opportunity to thank you Mr. Chairman and your colleagues on
both sides of the aisle for your continued support for the USPTO and its 8,500
employees. We are especially pleased that the Administration and the Congress have
worked to ensure that the USPTO has access to all anticipated fee collections. The
President's budget for FY 2009 continues this full-access to fee collections for the fifth
consecutive year. We expect to receive $2,075 million in fee revenue in 2009, which is
almost an 8 percent increase in resources over what we expect to collect in 2008.

Full access to fees has provided, and will provide, the resources to continue our record
hiring of patent examiners and to streamline our processes to achieve maximum
operational efficiency. We plan to hire an additional 1,200 patent examiners each year
and will continue to expand our award-winning telework programs and otherwise work to
make the USPTO an "employer of choice." Further, we will continue to improve
electronic processing and communications with applicants, encouraging them to do
business with the USPTO via the Web. Also, we will expand our efforts to protect
American intellectual property domestically and abroad by providing IP training for
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foreign officials and through ongoing work with international IP offices to cooperate on a
wide range of issues.

Mr. Chairman, as we look to the future, we will make every effort to improve on our
successful record in fiscal year 2007. Our patent examiners completed over 362,000
patent applications in 2007, the largest number ever, while maintaining for the second
year in a row an examination compliance rate’ of 96.5 percent, the highest in a quarter of
a century. The allowance rate for patents is currently 44%. This is in contrast to
allowance rates in excess of 70% just eight years ago.

Also, over the past few years, the percentage of Board of Patent Appeals decisions in
which the examiner is affirmed or affirmed in part has increased from 51% to 69%.
Finally, since the pre-appeal brief program was established in midyear 2005, the
percentage of applications reviewed under the program in which the examiners action is
deemed correct has increased from 45% to 56%.

On the trademark side, we also processed a record number of applications in 2007.
USPTO trademark examining attorneys completed work on nearly 324,000 classes.
Nearly 96 percent of first actions and more than 97 percent of final actions met statutory
and compliance rates for quality of decision making and writing, the highest levels ever
achieved. The trademark organization has seen significant production and productivity
gains in the past two years.

All in all, fiscal year 2007 was another banner year for the USPTO. We met 90 percent
of the performance goals established under the Government Performance and Results Act
of 1993,

Mr. Chairman, we fully intend to build on our successes. Our primary strategic goals
over the next several years are to optimize patent and trademark quality and timeliness
and improve intellectual property protection and enforcement domestically and abroad. 1
would like to discuss our ongoing, planned and envisioned initiatives intended to achieve
our goals.

Patent Initiatives - Human Capital

The primary factor influencing patent quality is the expertise of our examining corps.
Attracting, hiring, training, and retaining the high performing examiners who are critical
to meeting our goals is a multi-faceted effort that includes competition for some of the
most talented and recruited individuals in tomorrow’s work force. We have and will do
everything we reasonably can to make sure we offer examiners and all our employees the
kind of workplace, benefits and opportunities that will keep them on board for years to
come.

! The patent allowance compliance rate is the percentage of applications allowed by cxaminers with no
errors afler being reviewed.
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With respect to addressing our patent backlog challenges, we should note that the recent
Government Accountability Office report, "Hiring Efforts Are Not Sufficient to Reduce
the Patent Application Backlog," draws a conclusion consistent with what the USPTO
has been saying for nearly 5 years -- hiring alone simply is not the answer to the growth
of filings and complexity in the patent system. Accordingly, our initiatives go beyond
hiring to include a wide range of efforts to promote quality and efficient processing and
make the USPTO an "employer of choice."

1. Hiring Patent Examiners

With full access to our fee collections, the USPTO hired 1,215 patent examiners in FY
2007. We plan to hire 1,200 patent examining professionals each year through 2013,

2. Recruiting

The USPTO's recruitment efforts are strong and nationwide in scope. Planning efforts
have culminated in targeted TV, print, radio and Internet banner advertising, and
developing a brand image, “Examine the Possibilities.” Additionally, we have increased
career and job fair participation and on an annual basis we participate in over 150 events
throughout the country. We also offer recruitment incentives (up to $9,900 per year for
four years for hard-to-fill computer and electrical engineering positions) for all
examiners.

We continue to explore partnerships with universities to offer intellectual property
courses to science and engineering students, develop an internship program and train
students in intellectual property to create a ready pool of potential examiner candidates.

3. Making USPTO an "Employer of Choice"

Continuing to attract and retain the finest public servants is a growing challenge. Our
employees are at the heart and soul of our intellectual property system, and we need to do
everything we possibly can to ensure they have an environment of trust, respect and
opportunity.

The USPTO has developed and implemented a variety of workplace-friendly, family-
friendly initiatives that have earned the USPTO recognition by Business Week magazine
as one of the best places in America to launch a career and to round out one's career. The
USPTO has also been lauded by Washington Families magazine as one of the best places
in the Washington area to work if you have a family. We are proud to offer a wide range
of benefits from an on-site daycare center, to a modern fitness center, to reimbursement
of law school tuition for examiners. We will expand and improve our workplace
offerings and attributes to promote the USPTO's image as an "employer of choice."

4. USPTO Telework -- the "Gold Standard"
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As we hire over 1,200 patent examiners a year, much of our human capital focus is on
telework programs which help recruitment and retention efforts, improve work/life
balance, minimize commuting time, maximize examiner productivity and allow us to
more efficiently manage our space requirements.

Over 1,000 examiners have joined our recently implemented Patent Hoteling Program
(PHP). The PHP was developed using the very successful Trademarks telework program
model and is a voluntary program that provides patent examiners the ability to work from
home with complete on-line access to USPTO resources. We plan to add 500 more
examiners to the hoteling program each year for the next several years. The goal of the
hoteling program is to change the boundaries of the old workplace patterns allowing for
decreased commute time, a more efficient use of office space, and even a more balanced
lifestyle for our employees. This all translates into increased employee productivity and
satisfaction, as well as higher employee retention. It should be noted that 83% of our
hotelers reported an increase in morale and 87% strongly or somewhat agreed that they
would be willing to work more years at the USPTO because of the hoteling program.

On a more long-term basis, we hope to create a workplace where an examiner can be
successful from anywhere. In this regard, we are currently engaged in consultations with
Administration officials and members of Congress to address relevant issues concerning
duty station requirements and travel regulations. Resolution of these issues would permit
current hoteling employees to request to live in geographical locations far removed from
our headquarters, thus enhancing our ability to retain high quality professionals.

5. Pay and Retention

All patent examiners received a 7% special pay rate increase in November 2006, With
the January 2008 across-the-board increase for other Federal employees, in February we
submitted a request to the Office of Personnel Management for an increase of 2% to the
special pay table for patent examiners. The special pay coupled with the recruitment
incentives has assisted the USPTO in reaching our hiring goals.

The USPTO expects to increase productivity in Patents by offering examiners more
opportunities to determine when and how they do their work, and achieve higher
bonuses. The USPTO is piloting a voluntary flat goal program for patent examiners that
builds upon the successful system in Trademarks and moves production away from an
hourly-based system. Highlights of the program include awards of up to $5,000 per
quarter; flexibility in how work is done; and a predetermined amount of work based on
grade and docket. Under the year-long pilot (April 2007 - April 2008), examiners may
earn larger, quarterly bonuses for every application examined above a particular target
goal. Early indications are that participants prefer the per-application bonus as opposed
to the present productivity award structure and enjoy the flexibility of choosing when and
how to do their work. The USPTO will evaluate the results of the pilot and incorporate
that information into future planning.
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1n 2006, USPTO management submitted proposals to the Patent Office Professional
Association union representatives for a new collective bargaining agreement that would
replace a previous agreement negotiated in 1986. Proposals include enhanced patent
examining monetary awards as well as a stand-alone quality award. Negotiations on
those proposals continue.

6. Patent Examiner Attrition

The USPTO agrees with the recent GAO report which concludes, in part, that patent
examiner attrition is an important matter deserving further analysis and attention. Ttis
clear that patent examiners are critical to our system of protecting intellectual property
and driving American innovation. We have achieved notable successes in examiner
retention efforts and face various challenges in that context that have not yet been fully
explored and evaluated.

In reviewing patent examiner attrition, and otherwise continuing to promote appropriate
initiatives to maximize the efficiency and productivity of examination, we must recognize
a number of relevant facts:

1. The USPTO's attrition rate is lower (8.5%) than the average attrition rate for
Federal workers (11.2%).

2. The average attrition rate for USPTO patent examiners with 0-3 years experience
is 15.5%. The average attrition rate for USPTO patent examiners with 3-30 years
experience i8 3.95%.

3. The attrition rate of patent examiners with 0-3 years experience, though
measurably higher than the rest of the patent corps, appears to be well below the
attrition rate experienced by similarly situated entities hiring more than 1,000
engineers in a year.

4. Examiners with the highest production requirements have the lowest attrition
rates, and the examiners with the lowest production requirements have the highest
attrition rates. In fact, 70% of all work in FY 2007 was done by examiners with 3
or more years of experience who exceeded their production goals by an average
of 8% and had an average attrition rate of 3.95%.

5. 60% percent of all patent examiners exceeded their production requirements by at
least 10% in FY 2006.

2007 proved to be a year where our targeted strategies focused on first-year attrition were
dramatically successful. First year attrition is the highest attrition year for nearly all
businesses and has historically averaged 20% at the USPTO. In 2007, we reduced that to
15%, and in some areas targeted for retention bonuses, we cut it in half. We have less
than two years of data, but our combination of improved recruiting, training and retention
efforts -- focused in the high risk areas -- has led to strong positive results.

7. Training Patent Examiners
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In fiscal year 2006, USPTO established a new university-style training program to
graduate new-hire examiners with the ability to work with reduced oversight thereby
reducing the art unit training burden faced by Supervisory Patent Examiners (SPEs). The
training program consists of classes of approximately 130 students, which are broken
down further into small “labs” of approximately 16 examiners who will work in a similar
area of technology. The training program is conducted over a period of 8 months in a
location outside of the Technology Centers.

The program courses are taught through a combination of large lectures and small group
sessions within the individual labs. The curriculum is kept current by a committee, with
representation from every Technology Center, that writes and reviews the substance of
the curriculum.

Lectures are followed by practical application and testing. The results of ongoing testing,
administered electronically, indicate to examiners how well they grasp a particular topic
and provide the trainer with information as to whether segments of the topic need
additional review. Examiners write Office actions that are reviewed and evaluated by the
trainer who provides appropriate feedback. A proficiency test is administered at the end
of the 8-month program. The intent of the program is to deliver, to the examining corps,
new hires who are capable of writing complete Office actions for supervisory review.

Mr. Chairman, we were honored to have Chairman Conyers address a graduating class of
examiners last month. I would like to take this opportunity to extend an invitation to you
and ranking member Coble to do so as well in the near future. 1 know our new examiners
will appreciate hearing about intellectual property matters from the folks who actually
write the IP laws.

8. Examiner Certification and Recertification

The USPTO has implemented a thorough certification process for any patent examiner
seeking to be promoted from the GS-12 level to the GS-13 level. This process includes a
review of the work product of the examiner and a certification exam modeled upon the
patent bar exam that patent attorneys and agents must pass.

Examiners are provided with legal education on fundamental concepts involving patent
laws and procedures to assist them in the preparation of taking the certification exam.
Patent law and evidence courses, coaching lectures and on-line Study Tool for
Examination Preparation (STEP) are offered to the examiners as training preparation
tools.

The promotion to GS-13 represents a level of independence in which the supervisor is no
longer responsible for day-to-day intensive review of the examiner’s work product. In
order for the examiner to achieve this level of independence, we are ensuring that they
have the skills required to perform their job requirements with a high level of quality.
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We are pleased to note that the percentage of examiners passing the certification test has
increased from 44.4% in fiscal year 2004 to 65.9% in fiscal year 2007.

An in-depth review of the work of primary examiners is conducted after three years to
ensure that primary examiners maintain the knowledge, skills and abilities necessary to
perform high quality examinations. This review is conducted in part by the Technology
Center and in part by the Office of Patent Quality Assurance (OPQA). Over the past
three years, approximately 95% of primary examiners have passed recertification.

9. Patent Reviews

Our Office of Patent Quality Assurance (OPQA) has implemented targeted reviews of
examination processes or functions that are perceived to potentially be problematic
trends. These reviews provide a means to validate the accuracy and magnitude of the
most significant examination process complaints, to establish a baseline of current
performance in the targeted area as well as a basis to establish performance targets for
improvement plans.

The reviews are conducted on a sample designed to provide statistically valid data and
yield an assessment of the current level of performance and the supporting review data
with respect to the identified examination process or function. Based on input on
potential areas for consideration obtained through customer satisfaction survey data and
other input from applicants and practitioners, the areas of final rejection practice, Request
for Continued Examination (RCE) practice, search quality and restriction practice were
identified for review during FY 07. Fiscal year review findings are summarized at the
Corps and TC levels and OPQA consults with the Technology Centers to develop and/or
implement improvement plans, as appropriate.

In October 2006, OPQA instituted an in-depth analysis of the search quality in
applications selected from specific Art Units within each Technology Center in order to
positively identify root-cause problems related to search quality and to identify and share
best practices. Art Units subject to review were selected by the Technology Centers on
the basis of perceived need, taking into account the findings of quality assurance
programs in place within the Technology Centers and the OPQA.

Based upon the review findings, training tailored to the specific needs and technical
subject matter of the individual Art Units is developed and delivered to the unit in an
interactive format. Training is a collaborative effort between OPQA, Technology Center
managers and search experts from the Scientific and Technical Information Center and
covers topics including search strategy, claim interpretation, search tools and effective
search techniques.

10. Expanded Technical Training Program

The USPTO has expanded the range of eligible non-duty training courses available for
examiners to enhance their technical skills and abilities. A similar " After Work
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Education" (AWE) program is currently being implemented for technical support
personnel.

While the USPTO has provided paid non-duty training in the past to patent examiners to
enable them to take technical classes, often leading to an advanced degree, it was
determined that the previous program was too restrictive. In response to an explicit need
expressed by the examiners, amendments were made to broaden the program to provide
examiners with one year of experience at the USPTO the ability to take classes in arts
outside their immediate docket. The classes, however, must still be related to a
recognized technology that is examined at the USPTO.

This program will assist in developing and maintaining a highly skilled workforce by
enhancing the employees' knowledge, skills and abilities through formal education.
Currently, the patent examiner can receive up to $5,000 per year, and the agency has
proposed to raise that opportunity to $10,000 per year.

Patent Initiatives - Administrative and Regulatory

The USPTO believes that improvements in patent quality are dependent, to a significant
degree, on providing examiners access to more and better-focused information relevant to
their decision making. Accordingly, the USPTO has promulgated and proposed, and will
develop and propose, regulations and administrative changes goveming submission and
examination of patent applications that will enable our examiners to make more efficient
and informed patentability determinations.

1. Accelerated Examination

The USPTO has established procedures setting forth requirements for patent applicants
who want, within 12 months, a final decision by the examiner on whether their
application for a patent will be granted or denied. To be eligible for "accelerated
examination," applicants who file under this procedure are required to provide specific
information so that review of the application can be completed rapidly and accurately.

Applicants have a duty to disclose to the USPTO material prior art of which they are
aware. Under the USPTO's accelerated examination procedure, applicants are required to
conduct a search of the prior art, to submit all prior art that is closest to their invention,
and explain what the prior art teaches and how their invention is different.

In addition to providing and explaining any prior art references, applicants must
explicitly state how their invention is useful and must show how the written description
supports the claimed invention. The procedure also limits the number of claims allowed
in each application and shortens the time periods for responding to most USPTO
communications.
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The accelerated examination procedure is designed to give applicants quality patents in
less time. In exchange for a more rapid examination, patent examiners receive more
focused and detailed information about the invention and the closest prior art from the
applicants. This increased disclosure upfront by applicants helps examiners more
efficiently make the correct decision about whether a claimed invention deserves a patent
within the 12-month timeframe.

The accelerated examination program has been in effect since August 2006, and the first
patent issued under the accelerated examination program (in just 6 months) on March 13,
2007, to Brother Corporation for a printer ink gauge. The patent application was filed on
September 29, 2006.

1,096 petitions for accelerated examination have been filed to date with 344 granted and
271 pending. Of the 344 granted petitions, 114 have been allowed and 73 will have
issued as patents by the end of this month. Our [2-month to completed prosecution (final
rejection, allowance or abandonment) goal has been met for all applications.

2. Peer Review Pilot

On June 7, 2007, the USPTO released details of a pilot project that could help expedite
and improve the examination process in computer technologies. The Peer Review Pilot
gives technical experts in computer technology, for the first time, the opportunity to
submit annotated technical references relevant to the claims of a published patent
application before an examiner reviews it.

When patent examiners have the best information in front of them, they are more likely to
make the correct decision. Examiners, however, have a limited amount of time to find
and properly consider the most relevant information. This is particularly true in the
software-related technologies where code is not easily accessible and is often not dated or
well documented.

The pilot is a joint initiative with the Community Patent Review Project (CPRP),
organized by the New York Law School 's Institute for Information and Policy. The pilot
began on June 15, 2007, and runs for one year.

Technical experts in the computer arts registering with the CPRP website review and
submit information for up to 250 published patent applications. To ensure a broad cross
section of computer technology is reviewed, no more than 15 applications are allowed
from any one person or organization.

Existing law allows USPTO to accept prior art from the public, but it doesn't allow the
public to submit any commentary related to the art without the approval of the applicant.
Thus, consent is obtained from all applicants who volunteer their applications for this
pilot.

To expedite review of applications used in the pilot, they are assigned to an examiner as
soon as a submission is received from the CPRP. This will shorten the time it normally
takes in the computer arts from filing an application to a final decision. Only one
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submission from the CPRP of up to 10 annotated references are accepted for each
application in the pilot.

To date, 57 applications have been volunteered to participate in this pilot from over L5
different corporations and independent inventors. Over 170 pieces of prior art have been
submitted to the 45 applications that have published so far in the pilot.

This pilot is just one facet of USPTO's broader efforts to find new ways to get the best
information in front of examiners before they make a final decision on a patent
application.

3. Markush Claims

On August 10, 2007, the USPTO proposed new rules in the Federal Register that will
improve an examiner's ability to focus the examination process for individual claims
listing multiple independent and distinct inventions in the alternative. Such "multi-
invention alternative" claims are especially prevalent in the pharmaceutical, chemical,
and biotechnology fields. The rules would permit the examiner to focus examination to a
single invention. The rules would also encourage applicants to identify, with more
specificity, the claimed invention to be examined, thus promoting examination quality.

4. Information Disclosure Statements

On July 10, 2006, the USPTO published proposed rule changes to information disclosure
statement (IDS) requirements and other related matters to improve the quality and
efficiency of the examination process. The proposed changes will enable the examiner to
focus on the relevant portions of submitted information at the very beginning of the
examination process, give higher quality first actions, and minimize wasted steps.

Patent applicants and their attorneys or agents currently have an obligation to inform
USPTO's patent examiners of all information known to be material to patentability of the
invention claimed by the applicant. Applicants list information for the examiner to
consider in a communication called an Information Disclosure Statement (IDS).

The USPTO has observed that applicants sometimes provide information in a way that
hinders, rather than helps, timely and accurate examination. For example, some
applicants send a very large number of documents to the examiner, without identifying
why they have been submitted, thus tending to obscure the most relevant information.
Additionally, some applicants send very long documents without pointing out what part
of the document makes it relevant to the claimed invention. Sometimes applicants delay
sending key information to the examiner. These practices make it extremely difficult for
the patent examiner to find and properly consider the most relevant information in the
limited time available for examination of an application.

The USPTO's proposed rule change is designed to encourage early submission of
relevant information, and to discourage submission of information that is unimportant or
does not add something new for the examiner to consider. With the proposed changes,

10
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patent examiners would not have to review documents that do not directly relate to the
claimed invention, or that duplicate other information already submitted.

Under the proposal, applicants would still be able to send in as many documents as they
choose. However, there would be more stringent requirements for those choosing to
submit large numbers of documents or very long documents.

5. Open Source as Prior Art

The USPTO is consulting with the Open Source community regarding the potential
development of a tagging process and interface to enable examiners access to open
source software repositories as a source of prior art.

This initiative would classify and develop a lexicon for open source repositories, or
databases, so that examiners could readily search them for relevant prior art. Currently,
these repositories represent a body of prior art that examiners cannot access due to the
inability to apply conventional text searching techniques. In other words, in this art,
different inventors use a wide variety of terms to mean the same thing, making text
searching very difficult.

6. Electronic Filing and Processing

The USPTO continues to promote electronic filing and processing of patent applications
as a means of reducing paper-based inefficiencies. The USPTO implemented the
Electronic Filing System-Web (EFS-Web), a user-friendly, secure, Internet-based patent
application and document submission program in March 2006. Prior to FY 2006, less
than 2% of patent applications were filed electronically. After working with the public
and introducing the much-improved EFS-Web system, 49.3% of patent applications were
filed electronically in FY 2007. In FYO08, approximately 70% of patent applications are
being filed electronically.

Improvements in EFS-Web have increased the quality of submissions received by the
Office, and created significant cost savings for applicants as well as the Office. The trend
toward improved processing and examination efficiency will continue as EFS-Web is
being integrated with the evolving Patent File Wrapper (PFW) system to allow for a fully
automated, text-driven patent application processing life-cycle. Our outreach efforts to
our stakeholders are focused on further promoting electronic filing and interaction with
patent applicants.

Operating in today's wired world requires that the USPTO have full electronic processing
that is safe, secure and continually available to employees, applicants and stakeholders.

EFS-Web has been a successful step in achieving that goal.

7. Central Reexamination Unit (CRU)

11
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Reexamination cases, formerly distributed to the Technology Centers and assigned to
examiners according to technology, are now assigned to a Central Reexamination Unit
(CRU). The CRU consists of 52 highly skilled primary examiners who have a full
understanding of reexamination practice and are generalists in their field of technology
and relevant case law, and concentrate solely on reexamination.

The CRU is comprised of three art units including mechanical, electrical and chemical
technology. The units are supervised by Supervisory Patent Examiners (SPEs) and each
action is conferenced by a panel of three including the lead examiner, one
SPE/RQAS/TQAS and one other CRU examiner. The goal of the CRU is to close
prosecution on all ex-parte reexaminations within two years of filing.

8. Pre-Appeal Conferences

In July 2005, the USPTO announced that patent applicants can request a pre-appeal brief
conference and learn its results before incurring the costs of drafting and filing an appeal
brief. This change is expected to save patent applicants at least $30 million annually.

Previously, when an applicant wished to appeal a patent examiner’s rejection of his/her
patent application to the Board of Patent Appeals and Interferences (BPAT), the applicant
was required to file a notice of appeal and an appeal brief before proceeding to the BPAIL
Depending on the complexity of the invention, appeal briefs cost between $5,000 and
$20,000 to prepare.

Before the appeal goes to the BPAI docket, however, the agency holds a pre-appeal brief
conference with the examiner handling the application and two other experienced
examiners. The purpose of the conference is to determine if the application is ready for
appeal. Under the new procedures, an appeal brief isn’t filed until the outcome of the
conference is known. If the case is not ready for appeal, applicants will no longer incur
the costs associated with needlessly preparing and filing the appeal brief.

9. Pre-First Office Action Interview and First Action Interview

Pre-First Office Action Interview

This initiative involves conducting a pre-first Office action interview with the applicant
or his/her designated legal representative to discuss potential prior art rejections and
possibly resolve many or all issues with respect to patentability. MPEP 713.02 provides
for interviews prior to the first official action which will form the basis of reminders and
encouragement to examiners regarding this provision. The MPEP makes clear that these
interviews are at the discretion of the examiner who has yet to search the invention and a
showing by the applicant may be required to justify the interview. In addition, the Office
is currently in the process of setting up teleconferencing facilities to pilot such interviews
when face-to-face meetings are not feasible and/or convenient.

Interviews occurring before the first Office action are believed to provide the opportunity
for a more focused examination at the earliest stages of prosecution. Pendency of

12
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applications that are part of this initiative will be tracked with the expectation that closure
will be reached sooner due to the increased communication and discussion of issues
taking place earlier in the process. We strongly encourage applicants to take advantage
of this opportunity.

First-Action Interview

This initiative is a pilot program in which the applicant is entitled to a first action
interview, upon request, prior to the first Office action on the merits. Under this pilot, the
examiner will conduct a prior art search and provide applicant with a condensed pre-
interview Office action. Within 30 days of its receipt, the applicant must schedule an
interview and submit proposed amendments and/or arguments. At the interview, the
rejections and proposed amendments will be discussed. If agreement is not reached, the
applicant will receive a cursory first action interview Office action coupled with an
interview summary that will act as the first Office action on the merits under 35 USC

132

Interviews early in an application’s prosecution allow for a speedy resolution of any
unresolved issues. This, coupled with reduced applicant periods for response under the
pilot, should reduce total pendency for the applications examined under this initiative.

Currently, the Official Gazette Notice and POPA agreement are undergoing final vetting.
It is expected that the pilot will be implemented in March or April of 2008.

10. Work Sharing

The USPTO continues to work with the world's major intellectual property offices to
study, review and implement work-sharing efforts that promote examination efficiencies
in each participating office. The USPTO launched a trial cooperation program with the
Japan Patent Office (JPO) in FY 2006 to leverage fast-track patent examination
procedures already available in both offices to obtain corresponding patents faster and
more efficiently. It also permits each office to benefit from work previously done by the
other office.

This program, the Patent Prosecution Highway (PPH), is a significant first step in
cooperative efforts to support U.S. and Japanese industries in their global patent
prosecution activities and represents the first concrete implementation of a work-sharing
arrangement between the USPTO and the JPO.

The USPTO is expanding on this work-sharing program with other intellectual property
offices, initially with the United Kingdom, Korea and Canada. The USPTO will continue
its efforts in expanding this program and will develop a coordinated approach among the
offices in order to streamline practices and procedures.

11. Outreach
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The USPTO with the help of its Patent Public Advisory Committee (PPAC) is reaching
out to the intellectual property community to seek their input on improvements to the
patent system in all areas including, but not limited to, examination, prosecution,
enforcement and levels of patenting. Through the PPAC, we anticipate an open dialogue
with patent stakeholders and the public as to what the Office needs to do to best protect
and encourage innovation in America. We are open to all possibilities from minor
improvements to a dramatic overhaul of patent protection, if justified. We are looking at
a wide variety of alternative examination procedures including those that can be
implemented under existing authorities as well as those requiring statutory changes.

The USPTO is also partnering with a local university's graduate school of business to
participate in an international competition among graduate business students to create a

business plan to address the USPTO's patent backlog and pendency challenges.

Patent Initiatives - Legislative

The USPTO is pleased that proposed patent modernization legislation includes quality-
related provisions that will help ensure that patent examination is focused on the most
relevant information available. Having such information available to patent examiners at
the early stages of the examination process will lead to quality and efficiency
improvements. The legislative proposals are consistent with the wide range of USPTO
administrative initiatives directed toward those goals.

1. Applicant Quality Submissions (AQS)

A critical element of ensuring that patent examinations are of the highest quality and
completed as efficiently as possible is the content of the initial application. The patent
applicant has the most knowledge, the most opportunity, and the most to gain by
providing the USPTO with the best possible information about his or her invention.

The Senate bill (S. 1145), as reported, directs the USPTO to issue regulations requiring
applicants to submit search reports and analysis and other information relevant to
patentability. The regulations would govern the timing and content of these submissions.
Further, the bill provides that “micro-entities” as defined in the pending legislation are
exempt from the requirements of this section.

The USPTO fully endorses the proposed AQS legislative language in the Senate bill,
which is consistent with language originally recommended by the Office.

Policymakers would also need to consider how the current doctrine of inequitable
conduct may discourage applicants from fully and fairly sharing relevant information
with the USPTO. The USPTO is working with Congress on language in the patent
modernization legislation that would encourage applicants to share more information
with the Office.

2. Public Quality Submissions

14
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Consistent with the USPTO's efforts to improve examiners' access to relevant
information, pending patent modernization legislation would establish a procedure to
permit submission by any person in writing of prior art within six months after
publication of an application for patent. It would provide a limited opportunity for the
public to have prior art documents considered by an examiner in the examination of an
application. Any submission would necessarily include a "concise description of the
asserted relevance of each submitted document."

Current USPTO rules permit documents to be submitted within 2 months after
publication but without any explanation of relevance.

The USPTO supports this proposal with some technical adjustment and the addition of
related rulemaking authority by the USPTO Director.

3. Post-Grant Review

Consistent with USPTO recommendations, pending patent modernization legislation
includes provisions to establish new post-grant review procedures at the USPTO. The
provisions are intended to improve upon existing administrative reexamination
alternatives and provide a quicker, lower cost alternative to expensive litigation in
reviewing patent validity questions. Such procedures would complement rather than
displace ongoing quality-focused initiatives at USPTO.

The USPTO has suggested to Congress that the legislation, as currently drafted, be
revised to more closely align with the post-grant review proposal drafted by the USPTO.

The USPTO proposal and both pending bills establish a post-grant review procedure
under which any person may request the USPTO to cancel as unpatentable any claim of a
patent within 12 months after issue or reissue. While the House and Senate bills vary as
to a second window of opportunity for challenging a patent, the USPTO supports
establishment of a second window that would open for a period of six months after a
petitioner receives notice from a patent holder alleging infringement and shows
substantial economic impact.

Trademark Initiatives
The Trademark organization met all of its production and pendency goals for FY 2007.
Trademark first action pendency was 2.9 months and final action pendency, excluding
suspended and inter partes proceedings, was 13.4 months.

1. Telework

The Trademark organization's telework programs continue to be a model for the Federal
government. 85% of eligible examining attorneys work from home and, in fact, 85% of
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all eligible trademark employees participate in a work-at-home program. The attrition
rate for trademark examining attorneys was 2.5% in FY 2007.

2. Office of Trademark Quality Review and Training (OTQRT)

In FY 2003, the Trademark Quality Office (TQO) was recast as the Office of Trademark
Quality Review and Training (OTQRT) with expanded authorities and responsibilities.
While the TQO was responsible for measuring the quality of work product and
maintenance of relevant data, the OTQRT is now responsible for the analysis of the
quality data, identification of quality concerns and development of training initiatives
designed to address those concerns. The Office continues to work with management to
improve quality rather than merely perform measurements.

OTQRT review applications within strict time periods that ensure that corrective action
can and does take place -- the current process is not only an in-process review, but allows
for an in-process correction where appropriate.

Training initiatives that reflect the quality data and analysis are implemented in two main
areas -- in continuing legal and procedural education and through new employee
(primarily new examining attorney) training.

3. Outreach

The Office continues to invite members of the outside Trademark bar to provide industry
specific lectures on trademark topics. Further, the Office has partnered with the
International Trademark Association to jointly develop and present annual training
seminars on particular industries. Recent seminars have focused on the fashion and
retail, food and beverage, and motor vehicle industries.

The Office also arranges for speakers on a variety of current trademark issues and works
with the International Trademark Association on a legal lecture series for examining
attorneys. For example, recent topics have included anti-counterfeiting, ethics, and
perspectives on examination from the point-of-view of private trademark counsel. Also,
the Office meets with user groups on an ongoing basis to obtain feedback on
examination quality.

4. Examining Attorney Training Time

Examining Attorneys are permitted to use up to 40 hours per year to attend training that
directly enhances their ability to perform their duties as Examining Attorneys.

Protection of Intellectual Property

With increased demand for countries to implement effective systems for IP rights
enforcement to achieve their World Trade Organization (WTQ) and Trade Related
Aspects of Intellectual Property Rights (TRIPs) obligations, and comply with existing
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and new bilateral/multilateral trade agreement commitments, the USPTO continues to
focus on providing technical training and capacity-building programs for IP rights
protection and enforcement, judicial and prosecutorial education, public education and
awareness efforts, and capacity-building to support the needs of developing countries.
While the USPTO has long provided IP rights assistance and training, the USPTO has
developed a flexible team approach to meet the challenges of TP rights protection and
enforcement in today’s global environment. This effort is accomplished by fulfilling
existing obligations to assist nations in implementing accessible and effective IP rights
protection and enforcement systems; partnering to provide useful programs and training;
and working to increase the accessibility, efficiency, and effectiveness of civil,
administrative, and criminal enforcement mechanisms in global trade, foreign markets,
and electronic commerce.

1. Posting of 1P Experts Overseas

In partnership with the Department of Commerce’s U.S. and Foreign Commercial
Service and the Department of State, the USPTO has posted TP experts in selected, high
profile countries where U.S. IP challenges are greatest. The USPTO has posted experts in
the countries of Brazil, India, Thailand, China (three experts), Egypt and Russia. The
experts advocate U.S. IP policy and interests, conduct training on IP rights matters, assist
U.S. businesses and otherwise support the Embassy or Consulate action plan on IP rights.

2. Global Intellectual Property Academy (GIPA)

The USPTO established GIPA, which consolidates and greatly expands USPTO’s
curriculum of training and capacity building programs on IP rights protection and
enforcement. Through GIPA, USPTO brings foreign government officials including
judges, prosecutors, police, Customs officers, patent, trademark and copyright officials,
and policy makers to the United States to learn, discuss and strategize about global 1P
rights protection and enforcement. GIPA programs cover the gamut of IP rights
enforcement issues facing the global economy, and are offered by USPTO acting in close
cooperation with other U.S. Federal government agencies.

With the establishment of the Academy, the USPTO also implemented a Foreign
Examiners-in-Residence (FEIR) training program — the first of its kind in international
cooperation and training at the USPTO. Selected examiners from the patent offices in
China, India, Brazil, Egypt, Mexico, and the Philippines participated in an 8-month pilot
training program. The pilot is being evaluated to determine whether to continue the FEIR
program.

3. Training and Capacity Building

In the near future (FY 2009 and beyond), the USPTO plans to strengthen our efforts to
improve domestic and international IP protection. Project activities under this initiative
will include the development and implementation of a series of enforcement programs
including a world-wide program, regional programs, programs designed for single
country participation and topic specific programs; increase the level of partnering and
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resource matching with other government agencies, intergovernmental organizations,
international organizations, and foreign international IP offices. An increase in bilateral
activities between the USPTO and other foreign governments including consultations on
the implementation and effectiveness of enforcement provisions is anticipated.

4, Free Trade Agreements (FTAs)

The negotiation of FT As with trading partners is an essential mechanism for
strengthening protection of U.S. interests abroad. The USPTO actively works with the
USTR to develop standardized text for the IP section of FTAs, as well as advises the
USTR during negotiation and implementation efforts. Additionally, technical assistance
for FTA implementation would be provided. In FY 2007, the USPTO led the negotiations
for the IP Chapter of the U.S.-Korea FTA, which is arguably the strongest IP chapter in
any FTA and the most commercially significant FTA agreement in over 15 years. The
USPTO also participated in negotiations on the IP chapter of the U.S.-Malaysia FTA, and
negotiations and implementation of the U.S.-Central American FTA with the Dominican
Republic. The USPTO will continue to support USTR in FTA negotiations, as
scheduled.

5. IP Public Awareness Program

The USPTO holds conferences for small- and medium-sized businesses where
participants learn about the importance of IP rights and how to protect and enforce these
rights. In FY 2007, the USPTO formed a partnership with the U.S. Chamber of
Commerce enabling the USPTO to share duties of agenda-building, funding, and
outreach. Events were held in Raleigh, Detroit, Burlington (Vermont), San Antonio,
Portland (Oregon), Seattle, Denver, and Los Angeles. The USPTO also organized two
China specific events that took place in Philadelphia and Kansas City (Missouri).

Large companies presented “lessons learned” and “best practices” to small-business
attendees and small-businesses discussed the importance of their IP protection. More than
1,300 small- and medium-sized businesses attended. As a new outreach and educational
tool, the USPTO distributed more than 1,500 CDs on IP protection. The USPTO will
continue to hold small-business outreach seminars. Also in FY 2007, the USPTO began a
partnership with the Ad Council to reach young Americans through a national ad
campaign called /nspiring Invention, which seeks to make inventing and developing new
ideas part of children’s lives. Radio and television commercials are now playing
throughout the country with the message, “Anything’s possible. Keep thinking.”

6. STOP!

The USPTO is fully engaged in the Bush Administration’s Strategy Targeting Organized
Piracy (STOP!) in the fight against piracy and counterfeiting around the world. In
addition to training and outreach efforts, USPTO IP attorneys continue to staff the STOP!
Hotline, which lets callers receive information on TP rights and enforcement from our
attorneys with regional and subject matter expertise.
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Conclusion

Intellectual property rights are a critical aspect of how nations protect and promote
innovation and global competitiveness. The United States represents the gold standard
for intellectual property protection, and the USPTO is the most productive and most
respected intellectual property office in the world. However, because intellectual
property protection is so fundamental to our Nation’s economic growth, being the best is
not enough. We must approach perfection. Despite the challenges, we at the USPTO
strive to get it perfect, and we look forward to working with the Subcommittee to ensure
that we do.

Thank you.
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ATTACHMENT

USPTO UPDATE
BEFORE THE
SUBCOMMITTEE ON COURTS, THE INTERNET AND INTELLECTUAL PROPERTY
COMMITTEE ON THE JUDICIARY
U.S. House of Representatives

“USPTO Oversight Hearing”

FEBRUARY 27,2008

The following is an update of USPTO activities since the last oversight hearing before
this subcommittee in September 2005.

PATENTS

. Patent’s production has increased by 21.5%

. Lowest error rates in Patents in a quarter century

. Highest quality increases in every quality measure

. Highest affirmance rate at the Board - 69%

. Lowest allowance rate in USPTO history, dropping from 70% in 2000 to 44% in
the first quarter of 2008

. Hired more than 2,400 highly qualified patent examiners

. Tmplemented an Accelerated Examination procedure whereby any patent
examination will be completed within 12 months

. Increased electronic filing in Patents from 2% to 70% currently

. Implemented nearly full-time teleworking for patent examiners—went from zero
to more than a thousand patent examiners working nearly full-time from home.
0 83% of participants reported an increase in morale
0 87% of participants reported they were more likely to work more years at

the USPTO

0 10% average increase in production of participants

. Implemented a program providing laptops for all patent examiners
0 86% of participants reported that job satisfaction improved
0 70% of participants said productivity increased

. Implemented a “flat goal program” to provide greater pay for higher production
0 83%% of participants reported their job satisfaction improved
0 5% average increase in production of participants

. Reduced attrition levels in the critical first-year area in 2007 by 25% (5 points)

and by 50% (10 points) in recruitment bonus targeted areas, compared to the
historical average of 20%

. Increased pay of patent examiners through a special pay rate and implemented
recruitment and retention bonus programs
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TRADEMARKS

. 41.3% increase in production

. Lowest historical error rates in Trademarks

. Increased teleworking for eligible trademark examiners by 23% to 85%

. Tmplemented work at home for 85% of all Trademark employees

. Implemented AWE educational opportunity program

INTERNATIONAL

. Conducted over 120 training programs for intellectual property officials

. Held first ever (May 2007) meeting of the heads of the five largest IP Offices to
discuss cooperative efforts to improve patent quality and efficiency

. Completed the Global Intellectual Property Academy facility to deliver targeted
programs and training for foreign IP and enforcement officials

. Implemented first of its kind Foreign Examiners-in-Residence training program

. Participated in negotiations on [P chapters of the U.S.-Korea, U.S.-Malaysia and

U.S.-Central American/Dominican Republic FTAs
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Mr. BERMAN. Thank you.
And Ms. Nazzaro?

TESTIMONY OF ROBIN M. NAZZARO, DIRECTOR OF NATURAL
RESOURCES AND ENVIRONMENT, U.S. GOVERNMENT AC-
COUNTABILITY OFFICE, WASHINGTON, DC

Ms. NAzZARO. Thank you, Mr. Chairman and Members of the
Committee. I am pleased to be here today to discuss the U.S. Pat-
ent & Trademark Office.

As the Chairman noted, my current portfolio does not include
USPTO, but I have had over 10 years experience where I did have
responsibility for Federal research and development programs, in-
cluding intellectual property and the oversight of USPTO. I am
here today pitch-hitting for one of my colleagues who is undergoing
cancer treatment.

My testimony today will be based on a report that we issued last
September entitled, “U.S. Patent & Trademark Office: Hiring Ef-
forts Are Not Sufficient To Reduce The Patent Application Back-
Og.”

Specifically, I will discuss (1) USPTO’s process for making its an-
nual hiring estimates and the relationship of these estimates to the
patent application backlog; (2) the extent to which patent examiner
hiring has been offset by attrition; and (3) the factors that may con-
tribute to this attrition, and the extent to which USPTQO’s retention
efforts align with examiners’ reasons for staying with the agency.

First, as a result of its increased workload relative to its existing
workforce, USPTO determined that it would need to hire additional
patent examiners each year. However, the agency identified its pro-
jected annual hiring estimates primarily on the basis of available
funding levels and its institutional capacity to train and supervise
examiners and not on existing backlog or the expected patent appli-
cation workload. Although this process is generally consistent with
the Office of Personnel Management’s workforce planning strate-
gies, the process does not consider how many examiners are needed
to reduce the existing patent application backlog or address the in-
flow of new applications. Consequently, the patent application
backlog has continued to increase, and it is unlikely that the agen-
cy will be able to reduce the backlog simply to its hiring efforts.

Second, in addition to the patent examiner attrition, which has
continued to significantly offset PTO’s hiring process from 2002
through 2006, one patent examiner left the agency for every two
patent examiners hired. Of those who left, 70 percent had been at
the agency for less than 5 years. This represents a significant loss
to the agency, because these new examiners are primarily respon-
sible for the actions to remove applications from the backlog. Ac-
cording to USPTO management, patent examiners leave the agency
primarily for personal reasons, such as the job not being a good fit
or the need to relocate in the event of a spouse’s job. We also sur-
veyed a random sample, though, of over 1,400 patent examiners, in
which we received an 80 percent response rate. In contrast, 67 per-
cent of the patent examiners we surveyed identified the agency’s
production goals as one of the primary reasons examiners may
choose to leave USPTO. These goals are based on the number of
applications patent examiners must complete during a 2-week pe-
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riod. However, the assumptions underlying these goals were estab-
lished over 30 years ago and have not been adjusted to reflect
changes in the complexity of patent applications. Moreover, 70 per-
cent reported working unpaid overtime during the past year in
order to meet these production goals.

On the other hand, a number of different retention incentives of-
fered from 2002 through 2006, such as a special pay rate, perform-
ance bonuses and a flexible workplace were the primary reasons
patent examiners identified for staying with the agency. According
to USPTO management, their most effective retention efforts were
those related to compensation and an enhanced work environment.
GAO’s survey of patent examiners indicates that most patent ex-
aminers generally approve of the retention efforts and ranked the
agency’s salary, which can be more than 25 percent above Federal
salaries for comparable positions, and the flexible work schedule
among the primary reasons for staying with the agency.

In conclusion, despite its efforts to hire more patent examiners
and implement retention incentives, USPTO has had limited suc-
cess in retaining new patent examiners. Because production goals
appear to be undermining its efforts to hire and retain a highly
qualified workforce, we believe the agency will continue to be lim-
ited in its ability to meet the increasing demand for U.S. patents
and reduce the growth of the patent application backlog, and ulti-
mately may be unable to fulfill its mission of ensuring U.S. com-
petitiveness. Thus, we recommended that USPTO undertake a
comprehensive evaluation of how it establishes these goals and re-
vise its goals as appropriate. USPTO agreed to implement this rec-
ommendation once it determines the effect of recent initiatives de-
signed to increase the productivity of the agency through a more
efficient and focused patent examination process. We are interested
in timeframes and strategies that the agency has in place to try to
implement this recommendation.

Mr. Chairman, this concludes my prepared statement. I would be
happy to respond to any questions that you or Members of the Sub-
committee may have at this time.

[The prepared statement of Ms. Nazzaro follows:]
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Highlights of GAO-08-527T, testimony
before the Subcommittee on Courts, the
Internet, and Intellectual Property,
Committee on the Judiciary, House of
Representatives

Why GAO Did This Study

The U.S. Patent and Trademark
Office (USPTO) helps protect U.S.
competitiveness by granting
patents for new ideas and
innovations. Increases in the
volume and complexity of patent
applications have extended the
time for processing them. Concerns
continue about the agency’s efforts
to attract and retain qualified
patent examiners who can meet the
demand for patents and help
reduce the growing backlog of
unexamined patent applications.

In 2007, GAO reported on (1)
USPTO’s process for making its
annual hiring estimates and the
relationship of these estimates to
the patent application backlog; (2)
the extent to which patent
examiner hiring has been offset by
attrition, and the factors that may
contribute to this attrition; and (3)
the extent to which USPTO’s
retention efforts align with
examiners’ reasons for staying with
the agency. GAO recommended
that USPTO comprehensively
evaluate the assumptions it uses to
establish its production goals.
USPTO agreed to implement this
recommendation once it
determines the effect of recent
initiatives designed to increase the
productivity of the agency through
a more efficient and focused patent
examination process.

This testimony is based on GAO’s
2007 report, which was based in
part on a survey of 1,420 patent
examiners. See, GAO, U.S. Patent
and Trademark Office: Hiring
Efforts Are Not Sufficient to
Reduce the Patent Application
Backlog, GAO-07-1102.

To view the full product, including the scope
and methodology, click on GAO-08-527T.
For more information, contact Robin M.
Nazzaro at (202) 512-3841 or
nazzaror@gao.gov.

34

U.S. PATENT AND TRADEMARK OFFICE

Hiring Efforts Are Not Sufficient to Reduce the Patent
Application Backlog

What GAO Found

USPTO primarily determined its annual hiring estimates on the basis of
available funding levels and institutional capacity to train and supervise new
patent examiners, and not on the basis of the number of patent examiners
needed to reduce the existing backlog of patent applications or review new
patent applications. USPTO’s process for identifying its annual hiring
estimates is generally consistent with accepted workforce planning strategies.
However, because this approach does not consider how many examiners are
needed to reduce the existing backlog or address the inflow of new
applications, it is unlikely that the agency will be able to reduce the growing
backlog simply through its hiring efforts.

Although USPTO is hiring as many new patent examiners as its budget and
institutional capacity will support, attrition is significantly offsetting the
agency’s hiring efforts, and agency management and patent examiners
disagree about the causes of attrition. Specifically, from 2002 through 2006,
one patent examiner left USPTO for nearly every two hired—70 percent of
those who left had been at the agency for less than 5 years. This represents a
significant loss to the agency because new patent examiners are primarily
responsible for the actions that remove applications from the backlog.
According to USPTO management, patent examiners primarily leave the
agency because of personal reasons, such as finding that the job is not a good
fit. In contrast, 67 percent of patent examiners identified the agency’s
production goals among the primary reasons they would consider leaving the
agency. These goals are based on the number of applications patent
examiners must complete during a 2-week period. However, the assumptions
underlying these goals were established over 30 years ago and have not since
been adjusted to reflect changes in the complexity of patent applications.
Moreover, 70 percent of patent examiners reported working unpaid overtime
during the past year in order to meet their production goals. The large
percentage of examiners working overtime to meet production goals and who
would choose to leave the agency because of these goals may indicate that
these goals do not accurately reflect the time needed to review applications
and are undermining USPTO’s hiring efforts.

The retention incentives and flexibilities USPTO has provided over the last 5
years generally align with the primary reasons patent examiners identified for
staying with the agency. Between 2002 and 2006, USPTO used a variety of
retention flexibilities, such as a special pay rate, performance bonuses, and a
flexible work place to encourage patent examiners to stay with the agency.
According to USPTO management, their most effective retention efforts were
those related to compensation and an enhanced work environment. GAO’s
survey of patent examiners indicates that most patent examiners generally
approved of USPTO’s retention efforts, and ranked the agency’s salary and
other pay incentives as well as the flexible work schedule among the primary
reasons for staying with the agency.

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

I am pleased to be here today to discuss GAO’s recent report on the U.S.
Patent and Trademark Office (USPTO).! Protecting intellectual property
rights and encouraging technological progress are important for ensuring
the current and future competitiveness of the United States. As you know,
USPTO helps protect the nation’s competitiveness by issuing patents that
protect new ideas and investments in innovations, ranging from new
treatments for diseases to new wireless technology applications.
However, recent increases in both the complexity and volume of patent
applications have lengthened the time it takes the agency to process them
and raised concerns among intellectual property organizations, patent
holders, and others about the quality of the patents that are issued. Over
the last 15 years, the number of patent applications that have not yet been
reviewed, called the backlog, has continued to grow—increasing since
fiscal year 2002 by nearly 73 percent to about 730,000 applications.

USPTO relies on a workforce of nearly 5,000 patent examiners to review
and make decisions on patent applications. The number of patent
applications that can be reviewed in any given year is determined by,
among other things, the number of examiners hired, as well as the overall
size and experience of the patent examination workforce. Patent
examiners are assigned a biweekly “production goal,” which represents
the number of specific actions and decisions that patent examiners must
make about patent applications they review in a 2-week period.” USPTO
assesses patent examiners’ performance on their ability to meet their
goals. However, as we noted in 2005 and again in 2007, the assumptions
underlying the agency’s production goals have not been updated since
1976.

'GAO, U.S. Patent and Trademark Office: Hiring Efforts Are Not Sufficient to Reduce the
Patent Application Backlog, GAO-07-1102 (Washington, D.C.: Sept. 4, 2007).

*USPTO, an agency within the Department of Commerce, consists of two organizations,
one for patents and one for trademarks. This statement focuses on the patent organization,
which accounts for approximately 76 percent of the agency’s resources.

PUSPTO tracks two key milestones in the patent application process to evaluate a patent
examiner’s performance. One milestone is the patent examiner’s initial action on the
merits of the case. Most patent applications are removed from the backlog when this initial
action is made. The other milestone occurs when the lication is allowed, aband 1, or
sent to the Board of Patent Appeals and Interferences.

Page 1 GAO-08-527T
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Since 2000, USPTO has implemented a variety of human capital
flexibilities, such as recruitment bonuses and law school tuition
reimbursement, to help attract and retain enough patent examiners to
meet the growing demand for patents. Nevertheless, the rate of attrition
for patent examiners has continued to increase, especially among patent
examiners who have been with the agency for less than 5 years.

My testimony today summarizes findings from GAO’s 2007 report,
specifically (1) USPTO’s process for identifying its annual hiring estimates
and the relationship of these hiring estimates to the patent application
backlog; (2) the extent to which patent examiner hiring has been offset by
attrition at USPTO, and the factors that may contribute to patent
examiners’ decisions to leave the agency; and (3) the extent to which the
retention incentives and flexibilities USPTO has implemented align with
patent examiners’ reasons for staying with the agency. This report was
conducted in accordance with generally accepted government auditing
standards. Those standards require that we plan and perform the audit to
obtain sufficient, appropriate evidence to provide a reasonable basis for
our findings and conclusions based on our audit objectives. We believe
that the evidence obtained provides a reasonable basis for our findings
and conclusions based on our audit objectives.

In summary, we found the following:

In each of the last 5 years, USPTO identified its projected annual hiring
estimates primarily on the basis of how many new patent examiners it has
the budget and supervisory and training capacity to support, and not on
the existing backlog or the expected patent application workload.
Although USPTO'’s process for identifying its annual hiring estimates is
generally consistent with accepted workforce planning strategies, this
process does not consider how many examiners are needed to reduce the
existing patent application backlog or address the inflow of new
applications. As such, it is unlikely that the agency will be able to reduce
the growing backlog simply through its hiring efforts.

Attrition is significantly offsetting USPTO’s hiring progress, and agency
management and patent examiners disagree about the causes for this
attrition. From 2002 through 2006, one patent examiner left USPTO for
nearly every two the agency hired. Of those who left, 70 percent had been
at the agency for less than 5 years. This represents a significant loss to the
agency because new patent examiners are primarily responsible for the
actions that remove applications from the backlog. According to USPTO
management, patent examiners leave the agency primarily for personal

Page 2 GAO-08-527T
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reasons, such as the job not being a good fit or family reasons. In contrast,
67 percent of patent examiners we surveyed as part of our 2007 report
identified the agency’s production goals as one of the primary reasons
examiners may choose to leave USPTO. Moreover, 70 percent of patent
examiners reported working unpaid overtime during the past year in order
to meet their production goals. Such a large percentage of patent
examiners, who are working extra time to meet their production goals and
choosing to leave the agency because of these goals, may be an indication
that the production goals do not accurately reflect the time patent
examiners need to review applications and are undermining USPTO’s
hiring efforts.

The retention incentives and flexibilities USPTO has provided over the last
5 years generally align with the primary reasons patent examiners
identified for staying with the agency. According to USPTO management,
the most effective retention efforts were those related to compensation
and an enhanced work environment. Specifically, between 2002 and 2006,
USPTO used a variety of retention flexibilities, such as a special pay rate,
performance bonuses, flexible work place, and a telework program to
encourage patent examiners to stay with the agency. Most patent
examiners who participated in our survey indicated that they generally
approved of USPTO’s retention efforts, and ranked the agency’s salary and
other pay incentives, as well as the flexible work schedule, among the
primary reasons for staying with the agency.

Background

To obtain a patent, inventors—or more usually their attorneys or agents—
submit an application to USPTO that fully discloses and clearly describes
one or more distinct innovative features of the proposed invention and pay
afiling 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 specializes in specific areas of
science and engineering. Supervisors in each technology center then
assign the application to a patent examiner for further review to determine

'Patents typically fall into one of three categories: (1) utility—for useful inventions, such
as processes hines, articles of e, Or C sition of matter; (2) d fi
changes in configuration, shape, or surface ornamentation that do not involve c!
function; or (3) plant—fc 11 plants. A fourth category, “reissue
patents,” refers to patents USPTO grants as replacements for any patent that was in some
way defective; these patents constituted less than one-half of 1 percent of patents issued in
fiscal year 2003.

Page 3 GAO-08-527T
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if a patent is warranted. In making this determination, patent examiners
must meet two specific milestones in the patent examination process: first
actions and disposals.

« First action. At this milestone, patent examiners notify applicants
about the patentability of their invention. After determining if the
invention is new and useful, or a new and useful improvement on an
existing process or machine, patentability is determined through a
thorough investigation of information related to the subject matter of
the patent application and already available before the date the
application was submitted, called prior art. Prior art includes, but is not
limited to, scientific publications and U.S. and international patents.

« Disposal. Patent examiners dispose of a patent application by
determining, among other things, if a patent will be granted—called
allowance—or not.

Patent examiners receive credit, called counts, for each first action and
disposal, and are assigned production goals on the basis of the number of
production units—comprised of two counts—they are expected to achieve
in a 2-week period. The counts in a production unit may be any
combination of first actions and disposals.

The production goals that are used today to measure patent examiner
performance are based on the same assumptions that USPTO established
in the 1970s. At that time, production goals were determined based on the
belief that it should take a patent examiner a certain amount of time to
review a patent application and achieve two counts based on their
experience (as determined by their position in the agency) and the type of
patent they are reviewing. As aresult, these goals vary depending upon
the patent examiner’s position based on the federal government’s general
schedule pay scale (GS) and the technology center in which the patent
examiner works. For example, a GS-12 patent examiner working on data
processing applications is expected to achieve two counts in 31.6 hours,
whereas a GS-12 patent examiner working on plastic molding applications
is expected to do so in 20.1 hours. GS-7 patent examiners working on
those types of applications, however, are expected to achieve two counts
in 45.1 and 28.7 hours, respectively. Patent examiner achievements are
recorded biweekly, and, at the end of each fiscal year, those patent
applications that have not been reviewed for first action are counted as
part of USPTO’s inventory of unexamined applications, otherwise known
as the patent application backlog.
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USPTO’s Annual
Hiring Estimates Are
Determined by
Funding and
Institutional Capacity
and Are Unlikely to
Reduce the Patent
Application Backlog

In each of the last 5 years, USPTO has identified its annual hiring estimates
primarily on the basis of available funding levels and its institutional
capacity to train and supervise new patent examiners, and not on the basis
of the number of patent examiners needed to reduce the existing backlog
or review new patent applications. Although this process is consistent
with workforce planning strategies established by the Office of Personnel
Management (OPM) and has enabled the agency to better match its hiring
estimates to its institutional capacity, USPTO’s ability to reduce the patent
application backlog simply through its hiring efforts is unlikely.

Specifically, USPTO begins the process of identifying projected hiring
estimates as part of creating its budget submission for the Office of
Management and Budget (OMB) 18 months before the start of the hiring
year in order to meet OMB’s submission timeline. After considering
expected funding levels and available patent examiner workforce data,”
USPTO considers its institutional capacity to supervise and train patent
examiners. For example, in identifying its fiscal year 2002 hiring estimate,
USPTO determined that funding availability would limit the number of
patent examiners the agency could hire, and established its estimate on
the basis of the number of patent examiners the agency had hired in the
most recent year. However, in fiscal years 2003 through 2006, USPTO
determined that funding would not be a limiting factor, and the agency’s
hiring estimates were based primarily on its institutional capacity to
supervise and train patent examiners.

USPTO considers a number of factors in determining its institutional
capacity to supervise and train new patent examiners. For example, it
determines its supervisory capacity by considering the number of
additional patent examiners who can be placed in a technology center.
This number is limited by the number of supervisors available in each
center who can sign patent application approvals and rejections and
provide on-the-job-training for new patent examiners. Although new
patent examiners can review the prior art relating to patent applications,
only supervisors can authorize a new patent examiner’s decision to
approve or reject a patent application. In an effort to avoid delays and

USPTO stated that it uses a robust forecasting and modeling process to determine the
optimal hiring, staffing, and production levels. This model was evaluated by the National
Academy of Public Administration and determined to be appropriate. While we
acknowledge that USPTO uses this model to identify optimal hiring levels, we found that
the determination of j d esti was made on the basis of funding levels and the
capacity to support additional staff.
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inefficiencies in initial and final decisions on patent applications, the
agency tries to ensure that the supervisor to patent examiner ratio is about
1 supervisor for every 12 patent examiners. Similarly, USPTO’s training
capacity is determined by the number of patent examiners the agency
believes it can train in a year. Training capacity was based on 2- or 3-week
courses offered throughout the year and were led by supervisory patent
examiners. The courses could accommodate about 16 patent examiners
each, and in fiscal year 2004, according to USPTO, the agency offered
about 28 training sessions.

Because USPTO’s projected hiring estimates are established at least 18
months in advance of the hiring year, the agency continually refines the
estimates to reflect changes that might occur during this period. For
example, in 2002, when it created its budget submission to OMB, USPTO
projected it would hire 750 patent examiners for fiscal year 2004.
However, due to budget constraints, the agency actually hired 443 patent
examiners in fiscal year 2004. Figure 1 shows USPTO’s projected and
actual hiring numbers for fiscal years 2002 through 2006.

.
Figure 1: USPTO Patent E: i Proj d Hiring Esti and Actual Number
Hired, Fiscal Years 2002 through 2006
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Source: USPTO.
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The differences between projected hiring estimates and the number hired
occurred primarily because of funding availability. In fiscal years 2003 and
2004, according to USPTO, the agency’s appropriations were significantly
less than the agency’s budget requests. As a result, the agency could not
financially support the number of new patent examiners it had initially
planned to hire. In fiscal years 2005 and 2006, however, USPTO hired more
patent examiners than originally planned because the agency’s
appropriation for those years was greater than anticipated.

The way in which USPTO identifies annual patent examiner hiring
estimates is generally consistent with workforce planning strategies
endorsed by OPM. For example, OPM recommends that agencies
regularly track workforce trends to ensure updated models for meeting
organizational needs; base decisions on sources of information such as
past workforce data; and include in its workforce planning process a
workforce analysis system that identifies current and future losses due to
attrition. We found that USPTO generally followed these processes.

Recognizing the need to increase its institutional capacity to hire more
patent examiners, USPTO has taken steps to increase its training and
supervisory capacity. To increase its training capacity, USPTO
implemented an 8-month training program in fiscal year 2006 called the
Patent Training Academy. According to USPTO, the academy provides the
agency with a constant annual training capacity for 1,200 new patent
examiners for each of the next 5 years. Moreover, USPTO officials believe
that the academy may indirectly improve the agency’s supervisory
capacity because new patent examiners should be better prepared to start
work in a technology center and therefore will need less supervision and
on-the-job training. USPTO plans to monitor new patent examiners after
they have graduated from the academy to determine if the agency can use
this approach to increase its institutional capacity and, therefore, its future
annual hiring estimates.

Even with its increased hiring estimates of 1,200 patent examiners each
year for the next 5 years, USPTO’s patent application backlog is expected
to increase to over 1.3 million at the end of fiscal year 2011. The agency
has also estimated that if it were able to hire 2,000 patent examiners per
year in fiscal year 2007 and each of the next 5 years, the backlog would
continue to increase by about 260,000 applications, to 953,643 at the end of
fiscal year 2011. Despite its recent increases in hiring, the agency has
acknowledged that it cannot hire its way out of the backlog and is now
focused on slowing the growth of the backlog instead of reducing it.
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Attn'tion Has Although USPTO is hiring as many new patent examiners as it has the
R R annual funding and institutional capacity to support, attrition has
Slgmﬁcantly Offset, continued to increase among patent examiners—one patent examiner has

i been lost for nearly every two hired over the last 5 years. For example,
Hlnng over the Last 5 from the beginning of fiscal year 2002 through fiscal year 2006, USPTO

Years, and Ageney hired 3,672 patent examiners. However, the patent examination
Management and workforce only increased by 1,644 because 1,643 patent examiners left the
e agency and 385 patent examiners were either transferred or promoted out
Patent Examiners of the position of patent examiner. As shown in figure 2, approximately 70
Disagree about the percent of the patent examiners who left the agency had been at USPTO

Y. for less than 5 years, and nearly 33 percent had been at the agency for less
Reasons for Attrition  than 1 year’

“These percentages include patent examiners who transferred or were promoted out of the
patent examination workforce, but remained at USPTO, and represent approximately 19
percent of patent examiner attrition from fiscal year 2002 through 2006.
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Figure 2: Patent E: iner Attrition by Years of Experience, Fiscal Years 2002
through 2006
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Source: USPTO.

Note: In each fiscal year, the number of patent examiners at USPTO for less than 5 years is inclusive
of those at USPTO for less than 1 year.

The attrition of patent examiners who were at the agency for less than 5
years is a significant loss for USPTO for a variety of reasons. First,
attrition of these staff affects USPTO’s ability to reduce the patent
application backlog because these less experienced patent examiners are
primarily responsible for making the initial decisions on patent
applications—the triggering event that removes applications from the
backlog. Second, when these staff leave USPTO, the agency loses up to 5
years of training investment in them because patent examiners require 4 to
6 years of on-the-job experience before they become fully proficient in
conducting patent application reviews. Third, the more experienced
examiners who have the ability to examine more applications in less time
have to instead devote more of their time to supervising and training the
less experienced staff, thereby further reducing the agency’s overall
productivity. Finally, these workforce losses reduce the pool of potential
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supervisory patent examiners for the future and therefore impair USPTO’s
ability to increase its supervisory capacity and, ultimately, its hiring goals.

We found that USPTO management and patent examiners disagree
significantly on the reasons for the agency’s attrition. According to USPTO
management, personal reasons are the primary reasons that cause patent
examiners to leave the agency.” Some of these reasons include the
following:

« The nature of the work at USPTO does not fit with the preferred
working styles of some patent examiners, such as those with
engineering degrees who are looking for more “hands-on” experiences.

+ Many patent examiners enter the workforce directly out of college and
are looking to add USPTO to their resumes and move on to another job,
rather than building a career at the agency, otherwise known as the
“millennial problem.”

« Patent examiners may choose to leave the area, as opposed to choosing
to leave the agency, because their spouse transfers to a position
outside of the Washington, D.C., area; the cost of living is too high; or
the competition is too high for entry into the Washington, D.C., area
graduate and post graduate programs for those patent examiners who
would like to pursue higher education.

According to USPTO management, the agency has a number of ongoing
efforts to help address these issues. For example, the agency is
developing a recruitment tool to better assess applicant compatibility with
the agency’s work environment; targeting midcareer professionals during
the recruitment process; and considering the creation of offices located
outside the Washington, D.C., area to provide lower cost-of-living
alternatives for employees.

While Patent Office Professional Association officials—the union that
represents patent examiners—agreed that in some cases personal reasons
may contribute to patent examiners leaving the agency, they believe that
the unrealistic production goals that the agency sets for patent examiners

"The term “primary reasons” refers to the top three reasons patent examiners leave the
agency provided by USPTO management, as well as the top three or more statistically
significant reasons provided by patent examiners in our survey.
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is primarily responsible for attrition.® Specifically, according to union
officials unrealistic production goals have created a “sweat shop culture”
within the agency that requires patent examiners to do more in less time
and has therefore been a significant contributor to patent examiners’
decisions to leave USPTO. To call attention to this concern, in April 2007
the union joined the Staff Union of the European Patent Office and other
international patent examiner organizations in a letter declaring that the
pressures on patent examiners around the world have reached such a level
that in the absence of serious measures, intellectual property worldwide
would be at risk. The letter recommended, among other things, an
increase in the time patent examiners have to review patent applications.

Patent examiners who participated in our survey generally agreed with
union officials. Specifically, approximately 67 percent of patent examiners,
regardless of their tenure with the agency, said that the agency’s
production goals were among the primary reasons they would consider
leaving USPTO. Moreover, we estimated that 62 percent of patent
examiners are very dissatisfied or generally dissatisfied with the time
USPTO allots to achieve their production goals; and 50 percent of patent
examiners are very dissatisfied or generally dissatisfied with how the
agency calculates production goals. In addition, a number of respondents
noted that the production goals are outdated, have not changed in 30
years, and some technologies for which they evaluate applications had not
even been discovered at the time the agency’s production goals were set.
Fifty-nine percent of patent examiners believed that the production system
should be reevaluated, including altering the production goals to allow
more time for patent examiners to conduct their reviews.

We and others have reported in the past that the assumptions underlying
the agency’s production goals were established over 30 years ago and have
not since been adjusted to reflect changes in science and technology.
Moreover, USPTO uses these production goals to establish its overall
performance goals for patent examiners, such as the number of first
actions to be completed in a given year.” However, from 2002 through

*Union officials also identified a recent decision by USPTO management to track when
patent examiners enter and leave the building as another reason patent examiners would
choose to leave the agency. Union offi s declined to rank the reasons they believe
patent examiners leave USPTO, preferring instead that we rely on patent examiner survey
results.

“USPTO predicts first actions by multiplying the number of patent examiners in the
workforce by production goals.
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2006, the agency missed its projections in 4 of the 5 years. Furthermore,
according to our survey, patent examiners are discontented with the
actions they have to take in order to meet their production goals.
Specifically, 70 percent of patent examiners who participated in our
survey reported working unpaid overtime to meet their production goals
during the last year, some reporting working over 30 extra hours in a 2-
week period. In addition, we estimated that 42 percent of patent
examiners had to work while they were on paid annual leave in order to
meet their production goals. The percentage of patent examiners working
while on paid leave was significantly higher for those with longer tenure at
the agency. We estimated that 18 percent of patent examiners who had
been at USPTO from 2 to 12 months worked to meet their production
goals while on paid leave, compared with 50 percent of patent examiners
with over 5 years’ experience. As one respondent to our survey explained,
“Vacation time means catch up time.” Another respondent summed up the
situation as follows: “I know that the production goals are set to keep us
motivated in order to help get over the backlog but if a majority of
examiners cannot meet those goals without relying on unpaid overtime or
annual leave then something is wrong with the system.” According to our
survey results, 59 percent of patent examiners identified the amount of
unpaid overtime that they have to put into meeting their production goals
as a primary reason they would choose to leave USPTO, and 37 percent
identified the amount of time they must work during paid leave in order to
meet their goals as a primary reason to leave the agency.

Even though the agency has not been able to meet its productivity goals
for the last 4 years, this extensive amount of unpaid overtime patent
examiners have to work in order to meet their production goals does not
appear to be a concern for the agency. When we asked USPTO
management about the agency’s policy for unpaid overtime to meet
production goals, the Deputy Commissioner for Patent Operations told us,
“As with many professionals who occasionally remain at work longer to
make up for time during the day spent chatting or because they were less
productive than intended, examiners may stay at the office (or remote
location) longer than their scheduled tour of duty to work.”
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47

Retention Incentives

From 2002 to 2006, USPTO offered a number of different retention

incentives and flexibilities, as table 1 shows.

and Flexibilities
Provided over the
Last 5 Years Generally

Table 1: Retention Incentives and Flex
Other Retention Efforts, Fiscal Years 2002 through 2006

ies Provided by USPTO by Category, and

Category

Retention incentive, flexibility, or other

Align with the
Primary Reasons
Patent Examiners
Identified for Staying
at USPTO

Compensation

Performance bonuses

Flexible spending accounts that allow patent examiners to set
aside funds for expenses related to health care and care for
dependents

Law school tuition reimbursement program®

Noncompetitive promotion to the full performance level

Recruitment bonuses up to $9,900

Special pay rate”

Transit subsidy program

Enhanced work
environment

Casual dress policy

Flexible work schedules, including the ability to schedule hours
off during the day

Improved management communication techniques (e.g., town
hall meetings, online chats with the Commissioner)

e No-cost health screenings at an on-site health unit staffed with a

registered nurse and part-time physician

e On-site child care and fitness centers

e Creation of a committee to organize recreational and social

activities, such as a basketball tournament and Halloween party

e Work at home opportunities

Other retention
efforts

e Additional training for managers, such as workshops on

intergenerational issues and technical training for patent
examiners

e Formation of a Patents Retention Council to focus on patent

examiner retention issues at USPTO

e Asurvey given to potential applicants during the recruiting

process to better assess applicant compatibility with the USPTO
work environment

Source: GAO analysis of USPTO information

*USPTO provided the law school tuition program for two years between fiscal years 2002 and 2006.

“The special pay rate was approved in 2006 and went into effect in January 2007.

According to USPTO management officials, the three most effective
retention incentives and flexibilities that they have offered are the special
pay rates, the bonus structure, and opportunities to work from remote
locations. More specifically:
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«  Special pay rate. In November 2006, USPTO received approval for an
across-the-board special pay rate for patent examiners that can be
more than 25 percent above federal salaries for comparable positions.
For example, in 2007, a patent examiner at USPTO earning $47,610
would earn $37,640 in a similar position at another federal agency in
the Washington, D.C., area.

« Bonus structure. The agency awards bonuses to patent examiners who
exceed their production goals by at least 10 percent. For example,
according to USPTO, in fiscal year 2006, 60 percent of eligible patent
examiners who exceeded production goals by 10 percent or more
received a bonus. As table 2 shows, USPTO awarded 4,645 bonuses to
patent examiners that totaled over $10.6 million in fiscal year 2006."

«  Opportunities to work from remote locations. In fiscal year 2006,
approximately 20 percent of patent examiners participated in the
agency’s telework program, which allows patent examiners to conduct
some or all of their work away from their official duty station 1 or more
days a week. In addition, when USPTO began a “hoteling” program in
fiscal year 2006, approximately 10 percent of patent examiners
participated in the program, which allows some patent examiners to
work from an alternative location."

|
Table 2: Number of B and Bonus A ts USPTO A led, and Number of
Patent Examiners Participating in the Telework Program in Fiscal Years 2002
through 2006

2002 2003 2004 2005 2006

Number of bonuses 4,877 4,839 5015 4,567 4,645
Bonus amount (dollars in millions) $103 $10.9 $11.5 $10.9 $106
Patent examiners in telework program Not 800 345 1,014 999
applicable”
Source: USPTO,

“USPTO did not offer a telework program until fiscal year 2002.

- . T
USPTO may award up to three types of bonuses to one patent examiner in a fiscal year,

one of which may be awarded twice per fiscal year.
"patent examiners who qualify for hoteling are assigned USPTO computer hardware and

are not assigned permanent office space but share space when it is necessary for them to
come into the USPTO offices.
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According to the results of our survey, patent examiners generally agreed
that compensation-related retention incentives and efforts to enhance the
work environment were among the most important reasons they would
choose to stay at USPTO, as table 3 shows.

Table 3: Patent i ’ Views on Comp ion-Related and Work
Envi I ives and Flexibilities in D ing Order of |

p

Estimated
percentage of patent
examiners who
identified these
incentives and
flexibilities as

USPTO incentives and flexibilities offered to patent reasons to stay with
examiners the agency
Current total pay (excluding benefits) 58
The availability of the flexible work schedule program 49
The availability of a hoteling program 38
Current federal benefits 30
The availability of a teleworking program 17
The recent implementation of a special pay rate increase 16
Opportunities for career advancement 15
The ability to be promoted to the next GS level 14
The availability of the law school tuition program 10
The availability of monetary awards 5
The casual dress policy 4
Access to an on-site fitness center 4
The availability of a transit subsidy program 2
The availability of on-site child care 1
The availability of flexible spending accounts (i.e., the program 1
that allows you to pay for eligible out-of-pocket health care and

dependent care expenses with pre-tax dollars)

The availability of an on-site health unit 0
Activities offered by the Work-Life Committee 0

Source: GAO survey.

Note: To ine the estil in this table, we included the total number of times
patent examiners identified a particular retention incentive and flexibility as one of the three most
important reasons they would choose to stay at USPTO.

Despite USPTO’s efforts to hire more patent examiners annually and
implement retention incentives and flexibilities over the last 5 years, the
agency has had limited success in retaining new patent examiners.
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Because the agency’s production goals appear to be undermining USPTO’s
efforts to hire and retain a qualified workforce, we recommended in 2007
that the agency comprehensively evaluate the assumptions it uses to
establish patent examiner production goals and revise those assumptions
as appropriate.

The Department of Commerce agreed with our findings, conclusions, and
recommendation and agreed that the agency’s hiring efforts are not
sufficient to reduce the patent application backlog. It stated that USPTO
is implementing initiatives to increase the productivity of the agency that
will result in a more efficient and focused patent examination process.
Once USPTO determines the effect of these initiatives on patent examiner
productivity, it will reevaluate the assumptions used to establish patent
examiner productions goals.

Mr. Chairman, this concludes my prepared statement. I would be happy to
respond to any questions that you or Members of the Subcommittee may
have at this time.
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Mr. BERMAN. Thank you very much.
Mr. Budens?

TESTIMONY OF ROBERT D. BUDENS, PRESIDENT, PATENT
OFFICE PROFESSIONAL ASSOCIATION (POPA), ARLINGTON, VA

Mr. BUDENS. Mr. Chairman, Ranking Member Coble, Members of
the Subcommittee, POPA represents more than 5,800 patent pro-
fessionals at the USPTO, including more than 5,500 patent exam-
iners.

Mr. BERMAN. Is your mic on?

Mr. BUDENS. Oh, sorry. You want me to start over?

Mr. BERMAN. Fifty eight hundred.

Mr. BuUDENSs. Fifty eight hundred patent professionals at the
USPTO, including more than 5,500 patent examiners. POPA’s
members take great pride in the work they do, and are committed
to maintaining the quality and integrity of America’s patent sys-
tem.

The USPTO has received much criticism in recent years for fail-
ing to allow high quality patents in a timely manner. Many pro-
posed solutions represent radical changes that go far beyond what
is necessary to fix the patent system.

As with any product, it is better to build quality in right up front
than to try and repair problems after the product has left the fac-
tory. Patent examiners need the time and the tools to do their job
right the first time. Years of inadequate funding and restrictions
on hiring left the USPTO severely understaffed.

Fortunately, since 2005, the agency has been permitted to keep
its fees, and appropriators have lifted restrictions on hiring, actu-
ally requiring more hiring, not less. The agency now brings on
1,200 new examiners each year. It is doing a good job hiring people.
It is just not keeping them.

Statistics we have seen show that about 30 to 44 percent of each
year’s new examiners leave the agency within 3 years. To com-
pensate for overall annual examiner attrition, the agency must hire
almost two examiners for each one it retains.

Frankly, we don’t recognize the attrition statistics cited in the
agency response to the GAO report. The one thing management
could do to increase retention it has consistently refused to do for
more than 30 years—provide examiners with the time to do the job
right. More than any other factor, the reason examiners leave the
USPTO is the unrelenting stress caused by the agency’s outdated
production system.

Patent examination is a labor-intensive job, mentally and phys-
ically. Automation can accelerate processes, such as searching large
databases, but it cannot make the examiner read and understand
the results of those searches any faster.

After years of trying to do the job faster and cheaper, the USPTO
now finds itself facing the same criticism that any manufacturer
faces when it cuts corners—perception by end users that the prod-
uct lacks the quality it needs to do the job it was supposed to do.

The USPTO’s production goals have remained essentially un-
changed since they were put in place in 1976. Since then, the pat-
ent applications have more technologically complex, have larger
specifications, and higher numbers of claims.
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Studies by Professor Dennis Crouch show that the size of issued
patent specifications increased by 85 percent since 1987. The data
also shows significant increases in the number of independent
claims and total claims. Trying to do a high quality job in 2008 in
the amount of time examiners were given in 1976 has left exam-
iners angry, stressed out and demoralized.

A POPA survey revealed that one-third of examiners worked un-
paid overtime just to keep their jobs. Another third of examiners
work unpaid overtime to earn performance awards. The GAO found
similar results in its September 2007 report. This excessive use of
unpaid overtime establishes a need for the USPTO to provide more
time.

What employees need—we need fee retention. POPA encourages
this Subcommittee to continue working with the Appropriations
Committee and the Administration to ensure that the USPTO has
access to all its fees. But POPA believes that this access, however,
must not be obtained at the expense of the oversight responsibil-
ities of the Judiciary and Appropriations Committees.

We need to put an end to outsourcing searches. The USPTO has
wasted considerable resources in prior attempts to outsource patent
searches, and now with the applicant quality submission.

Outsourcing searches will not result in better quality patents,
and will likely create conflicts of interest for applicants. The Sub-
committee should put an end to this waste by passing legislation
that clearly establishes patent searching and examination as inher-
ently governmental functions.

We need more time. POPA asks that the Subcommittee provide
more time for examiners by putting a fence around the patent fil-
ing fees and directly allocating these fees to providing time for ex-
aminers to examine patent applications.

Finally, we need tools. The USPTO needs to reverse its policy of
neglecting the U.S. classification system and restoring its funding.
We need automated tools that allow examiners to classify and add
foreign and non-patent references to USPTO databases. There are
very few former classifiers left in the agency. Before their institu-
tional memory is lost forever, they need to be put back to work
training new classifiers and examiners.

Thank you very much for this opportunity to present our views.

[The prepared statement of Mr. Budens follows:]
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Mr. Chairman, Ranking Member Coble, Members of the Subcommittee,

Thank you very much for this opportunity to present the views of the Patent Office
Professional Association (POPA) on the operations of the U.S. Patent and Trademark Office
(USPTO).

POPA represents more than 5,800 patent professionals at the USPTO. The vast majority
of these are the agency’s patent examiners — the engineers, scientists and attorneys who
determine the patentability of the hundreds of thousands of patent applications received in the
USPTO each year. POPA’s members are diligent, highly skilled, hard working professionals.
They take great pride in the work they do and are committed to maintaining the quality and
integrity of America’s patent system.

The U.S. patent system is a powerful engine driving innovation in America. It has helped
produce the most powerful and robust economy in history. The vital role of patents to the U.S.
and global economies is clearly evidenced by the rapidly expanding efforts of inventors and
companies to protect intellectual property throughout the world.

The USPTO has been the target of much criticism in recent years for failing to allow
high-quality patents and doing so in a timely manner. This criticism has resulted in increased
scrutiny of the day-to-day operations of the USPTO as well as review of the laws governing the
patent system. A number of studies, both government and private, as well as at least one book
have been published that attempt to identity problems facing the USPTO today while proposing
a variety of solutions for those problems. Regardless of the source, virtually all studies agree
that the USPTO needs to: hire and retain a highly skilled workforce; improve the quality and

timeliness of issued patents; and keep and use all of its fees for its own operations.
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POPA agrees that these are important issues facing the USPTO, but it does not
necessarily agree with many of the solutions proposed by the authors of these studies.

POPA notes with appreciation that Congress and the Administration have worked
together in permitting the USPTO to retain and use all of'its fees since Fiscal Year 2005. This is
a vital step towards fixing the perceived problems of the agency and POPA urges the Legislative
and Executive branches to continue this cooperation in the future.

Many other proposed solutions, including the Patent Reform Act of 2007, are directed
towards fixing problems with patent quality after a patent has issued. Many of these proposed
changes represent radical changes to the U.S. patent system. POPA believes that they go far
beyond what is truly necessary to improve performance at the USPTO.

In his cover letter accompanying the Patent Public Advisory Committee (PPAC) Annual
Report to Congress and the President, PPAC Chairman Kevin Rivette stated:

The Committee believes that the United States patent system and the United

States Patent and Trademark Office (“USPTO”) face significant challenges that

urgently need to be addressed today. 7he issues of patent quality and pendency

override all other issues.” [Emphasis added].

POPA agrees with the assessment of Chairman Rivette and the PPAC on the critical nature of
patent quality and pendency. These issues, however, are internal problems of the USPTO.
POPA believes that quality and pendency must be solved in the USPTO before a patent is issued
—not after. As with any product, it is better to build quality in right up front than to try and
repair problems after the product is manufactured. Patent examiners understand this

fundamental truth, but they need the time and the tools to do the job right the first time.

! Attachment 1. Letter from PPAC Chair Kevin Rivette to The President accompanying PPAC FY07 Annual
Report, November 30, 2007, A complete copy of the PPAC Anmual Report can be obtained at:
www. usplo.goviweb/olTices/com/advisory freports/ppac_2007annualrpl.pdf.
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DOING THE JOB RIGHT TAKES PEOPLE

If the U.S. patent system is to continue driving innovation and economic competitiveness
in America and the world, the USPTO must issue high-quality patents that meet all the statutory
requirements for patentability and it must do so in a timely manner. To accomplish this, the
agency must hire highly skilled patent examiners and, most importantly, it must keep them. In
its 2007 Annual Report, the PPAC stated:

Attracting and retaining the most qualified workforce possible is ultimately the

key to a successful examination system. The most sophisticated search tools, and

the clearest applications and standards are unavailing if the USPTO does not hire,

train and retain talented, dedicated employees.”

Hiring and keeping good people has been a problem for the USPTO for many years. The
Dept. of Commerce Inspector General (IG) issued a report in 2002 finding that the USPTO
needed improvements in its hiring practices.® The IG identified several obstacles facing the
USPTO: a shortage of potential examiners with appropriate technical training, private sector job
competition, compensation packages less than private sector compensation, and competition
from other Federal agencies.

A brief history of the agency’s hiring and retention problems can be found in “/nnovation
and Iis Discontents” by Adam B. Jaffe and Josh Lerner.* The authors noted that the increasing
importance of intellectual property in a global economy made the problem of hiring and retention
even more acute.

While patent application filings increased continuously, years of inadequate funding and

restrictions on hiring (FTE ceilings) left the USPTO severely understatted. Fortunately, since

2 PPAC Annual Report, November 30, 2007. page 6.

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

*Jalle, A. B. & Lerner, J.. and Iis |. , Princeton University Press, 2004, pp. 133-138.
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2005, the agency has been permitted to keep its fees and appropriators have lifted restrictions on
hiring — actually requiring hiring minimums, rather than hiring maximums.

Over the last several years, the agency has dramatically increased its hiring efforts,
bringing on approximately 1,000 to 1,200 new examiners in each of the last three years.
Although this level of hiring has strained the agency’s training resources, it demonstrates that the
agency does not have a significant hiring problem. Tt is finding people to hire. The agency’s
problem is keeping the people it hires.

While the agency is working hard at hiring 1,200 new examiners per year, approximately
30 to 44 percent of those new examiners leave the agency within three years. To compensate for
overall annual examiner attrition, the agency must hire almost two examiners for each one it
retains. For example, in Fiscal Year 2005, the agency hired 978 examiners but had 425 examiner
attritions. In FY 2006, the agency hired 1,218 examiners but lost 510. In FY 2007, it hired
1,215 but lost 543.

POPA has compiled a history of attrition from 1990 to 2005 using USPTO published
statistics.” A review of this data shows that, while the majority of examiner attrition comes in
the first three years of employment, a significant number of mid-career (3-15 years) examiners
also leave the agency. Many of these examiners are experienced primary examiners who train
junior examiners and perform at higher production levels. Because of this mid-career attrition,
POPA does not believe the agency is expanding the pool of experienced examiners at a sufficient

rate to meet its needs.

* Attachment 2. “Attrition of Patent E: i (including SPEs),” piled by POPA from USPTO sources such as
Annual Reports and public meciings of the Patent Public Advisory Commitlce.
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Not until one looks out past 15 years of service in the agency does the attrition rate
significantly drop off. This makes perfect sense when one realizes that these employees
generally have significant investment in retirement plans and have truly made a career at the
USPTO.

The USPTO’s problems with retention have recently been investigated by the General
Accountability Office (GAQ).® In its September 2007 report to Congressman Tom Davis,
Ranking Member of the House Committee on Oversight and Government Retorm, the GAO
found that:

From 2002 through 2006, patent examiner attrition has continued to significantly

offset USPTO's hiring progress. Although USPTO is hiring as many new patent

examiners as it has the annual capacity to supervise and train, for nearly every

two patent examiners it has hired over the last 5 years at least one has left the

agency. Specifically, USPTO hired 3,672 patent examiners between 2002 and

2006, and 1,643 patent examiners left the agency during this time. More

importantly, of those who left, 70 percent had been at USPTO for less than 5

years. (Report at page 5).

The results of the GAQ investigation correlate well with the attrition data independently
compiled by POPA and highlights the need to improve retention of examiners, especially those
with fewer than fifteen years in the agency.

Tn response to the GAO report, USPTO Director Jon Dudas sent a letter to Congressman
Tom Davis, Ranking Member of the Committee on Oversight and Government Reform and the
requestor of the GAQ investigation.” Tn his letter, Mr. Dudas attempts to minimize the issue of

attrition at the USPTO by comparing USPTO attrition to other government and private sector

entities and by “analyzing and addressing patent-examiner attrition with several innovative

% “Hiring Blforls Are Not Sullicient to Reduce the Patent Application Backlog.” U.S. Government Accounlability
Office Report No. GAQ-07-1102, September 2007,

Attachment 3. Letter from Undersecretary of Commerce and USPTO Director Jon Dudas to the Honorable Tom
Davis, Ranking Member, Commiitce on Oversight and Government Reform, December 4, 2007
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techniques since it began hiring in FY2005.” (See page 4). POPA does not know what
“innovative techniques™ Mr. Dudas is referring too, but the attrition statistics in his letter do not
appear to correlate with previously published USPTO data. For example, the agency has tracked
attrition of those hired in a particular fiscal year by length of service. The data that we have seen
shows that the attrition of examiners from the same hiring group having less than three years of
experience is in the range of approximately 30 to 44 percent of those hired. Mr. Dudas’ letter
only attributes an average attrition rate of 15.5 percent to examiners with 0-3 years experience.

Furthermore, attempting to minimize the agency’s attrition problems by comparing the
USPTO to other government agencies or private sector companies is misleading — the fact that
other agencies or companies have attrition problems does not make the need for the USPTO to
retain its examiners any less urgent. What is most important is that, from our experience, the
USPTO could have a lower attrition rate if it treated employees ditterently.

Mr. Dudas also sets forth a number of initiatives the USPTO claims to be doing to retain
examiners. Again, this information is misleading. POPA is unaware of any examiner receiving
a “retention bonus.” The agency is paying recruitment bonuses to new hires, but has not offered
any retention bonuses to its senior examiners who are every bit as essential to the agency. While
the agency did obtain an increase in examiners’ special pay rate, that increase has already been
eroded by locality pay increases in 2007 and 2008 for which special pay rates are not eligible.
Part-time employment is not available to all employees. There are ceilings on the number of
participants in our negotiated part-time programs. Award programs for patent examiners have
not been changed in many years. Most insulting of all to examiners is the inclusion of the

onerous “flat goal” pilot — a pilot POPA believes is illegal and so abhorrent to almost all
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examiners that the agency could barely muster 180 or so volunteers for a 300-person pilot
program.

A serious matter likely to negatively effect attrition in 2008 is examiners” concerns with
the decidedly anti-employee attitude of USPTO management in negotiations on a new collective
bargaining agreement. These negotiations have been ongoing for the better part of a year with
little progress on major topics. It is clear from the agency’s proposals and discussions that
USPTO management intends to dramatically curtail important employee rights with respect to
grievances and performance appraisals as well as rolling back benetits that employees have
enjoyed for many years. The agency has even refused to commit to treating all examiners fairly
and equitably, or provide senior examiners with their own offices — things the agency has been
doing for many years. This is no way to run an agency that needs every examiner it can get.

When it comes to retention of examiners, the agency’s anti-employee actions speak much
louder than their words. And examiners are very intelligent people. They understand what
management is really trying to do in these negotiations.

Finally, the one thing management could do to increase retention, it has consistently
refused to do for more than thirty years — provide examiners with the time to do the job right.
More than any other factor, the most common reason examiners leave the USPTO is the

unrelenting stress caused by the agency’s outdated production system.
DOING THE JOB RIGHT TAKES TIME

Patent examination is a labor-intensive job, both mentally and physically. Automation
can accelerate certain processes such as searching large databases of information, but it cannot

make the examiner read and understand the results of those searches any faster. To do the job
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right requires a serious investment, not only in resources such as automated search tools, but in
real time for examiners to use those tools, examine applications and determine the patentability
of inventions.

For many years now, management at the USPTO has sought ways to do the job faster and
cheaper. They have spent well over a billion dollars on automated search tools — often resulting
in tools that have not lived up to expectations.® They have reduced costs, not by developing
better and more efficient processes, but by no longer funding important examination tools such
as developing and maintaining the U.S. classification system and the agency’s paper search files.
And, for more than thirty years the agency has refused to adjust examiners’ production goals to
compensate for the increasing complexity of technologies, larger and more complex patent
applications, and an ever-expanding body of both patent and non-patent literature (prior art).

Examiners manufacture patents. But, as with any manufacturing process, doing it faster
and cheaper usually results in making a lower-quality product. Patent examining is not immune
to this fundamental axiom. After years of trying to do the job faster and cheaper, the USPTO
now finds itself facing the same criticism that any manufacturer faces when they cut corners —a
perception by end-users that the product lacks the quality it needs to do the job it was supposed
to do.

Examiners, as POPA has often stated, manufacture patents in the high-stress environment
of a “legal sweatshop.” They do an arcane job under difficult and antiquated circumstances.

The USPTO monitors examiner performance using a rigorous goal-oriented production

and workflow system that measures examiners” work output (production) in 6-minute

*“Key Processes for Managing Patent Automation Strategy Need Strengthening,” U.S. Government Accountability
Office Report No. GAQ-05-336, Junc 2003,
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increments. Currently, a GS-12 examiner has, on average, about 20.4 hours, spread over one to
two years, to complete the examination of a utility-type patent application. 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. Under current production goals, some primary examiners in low
complexity technologies have as little as 11.2 hours per application. Primary examiners in even
the most complex technologies are only allowed a maximum of 22.1 hours.” Examiners working
on design-type applications or plant applications have even less time than those working on
utility-type applications. On average, these examiners have only about five to seven hours per
application.

The USPTO’s production goals have remained essentially unchanged since they were put
in place in 1976. Since that time, however, the work of examiners has changed considerably.
Examiners now routinely examine technologies such as biotechnology, nanotechnology,
bioinformatics, and business methods that were either not patentable or simply did not exist
when these goals were put in place. Cell phones, Blackberries™ and personal computers had not
been invented.

Since 1976, patent applications 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 sometimes so large that they require

storage in boxes. The increased complexity of patent applications has been clearly demonstrated

?“U.S. Patent and Trademark Office: Transforming to Meet the Challenges of the 21st Century,” Report of the
National Academy of Public Administration for the United States Patent and Trademark Office, August 2005,
Appendix D, Table D-2.
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recently in studies by Dennis Crouch, Law Professor at the University of Missouri and the author
of the widely-read patent law blog “Patently-O.”'° Professor Crouch’s data shows that the size
of issued patent specifications (as determined by word count) has increased linearly with time
since 1987. His data also shows that the number of both independent claims and total claims has
grown significantly from 1975 to 2005. Professor Crouch notes that:

1t is important to recognize that the above results are directed to issued claims. In

most cases, patent applications originally include even more claims that are then

cancelled during the examination process.

This data confirms POPA’s position that the amount of work examiners must do during
examination has increased significantly since the agency put in place its performance goals in
1976. The increased complexity of patent applications has also been recognized by both the
USPTO and Congress as evidenced by significant increases in fees for large specifications and
excess claims.

Every bit as problematic as increasingly complex patent applications, is the massive
increase of information that examiners must search to identify relevant prior art. It took the
USPTO two hundred years to issue Patent No. 5,000,000 on March 19, 1991. In the seventeen
years since, the agency has issued over 2.3 million more. The USPTO issues several thousand
patents every week. Foreign patent literature is growing at a similar rate. But the growth of
patent literature is dwarfed by the rapidly expanding amount of non-patent literature — scientific
and technical journals, trade magazines, catalogs, Internet web pages, etc. — that examiners

search to determine patentability of an invention.

10

Attachment 4. “The Rising Size and Complexity of the Patent Document.” Dennis Crouch, February 20, 2008;
Data on increased specifications originally published on “Patently-O” blog, December 20, 2007; Data on increased
numbers of claims originally published on *Patently-O” blog, December 23, 2007
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Trying to do high quality examination of patent applications in 2008 in the amount of
time examiners were given in 1976 has left examiners angry, stressed-out and demoralized. This
has been made clear in examiner surveys carried out by both POPA and the GAO.

In response to the agency’s proposal for a flat goal performance appraisal pilot, POPA
undertook a survey of examiners in May 2006 to ascertain their views and concerns on the
proposed flat goal performance plan. ! POPA’s data revealed that one third of examiners work
unpaid overtime just to keep their jobs! Another third of examiners work unpaid overtime to
earn performance awards. This excessive use of unpaid overtime establishes the need for the
USPTO to provide more time to examiners so they can do the job right the first time.

POPA’s survey results were independently confirmed by the GAO in its September 2007
report. In a large-scale random survey of examiners, the GAO found that two thirds of
examiners identified the USPTOs production goals as a primary reason for leaving the agency.
The GAO also found that 70 percent of examiners worked substantial unpaid overtime to meet
their production goals. The study found that 42 percent of examiners worked while on annual
leave in order to make their goals. They also found that “the percentage of patent examiners who
worked unpaid overtime increased with the length of tenure they had with the agency.” 2

Consistent with the agency’s inaction of the last thirty years, the GAO found that “This
extensive amount of unpaid overtime does not appear to be a concern to USPTO management,
even though the agency has not been able to meet its productivity goals for the Tast 4 years”'"
In his December 4, 2007 letter to Congressman Davis in response to the GAO report,

Director Dudas claimed that higher production requirements do not translate to higher attrition

" Attachment 5. “Results of POPA Survey On Flat Goal Pilot Program,” May 2006.
2 GAO Report No, GAO-07-1102, September 2007, pages 18-19.
3 jpid., at page 19.
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and that nearly all examiners exceed production requirements. POPA believes Mr. Dudas’
conclusions are misleading.'*

In his analysis, Mr. Dudas has divided the examining corps into only two groups — those
in the Oftice under three years (<3 years) and those in the Office three or more years (>3 years).
This statistical analysis skews the results of the >3 year group. Tt attempts to hide the higher
attrition rates in the >3 to <15 year group (as shown in POPA’s Attachment 2} by diluting the
statistic with the production of the more stable >15 year group. Those in the >15 year group
represent the USPTO's most experienced examiners, the vast majority of them being primary
examiners. One would naturally expect them to be more productive and, indeed, the agency’s
production system takes that experience into account in setting examiner goals.

USPTO data provided to POPA in negotiations indicates that only 55 percent of
examiners received any kind of monetary award in FY 2006 (the most recent data available).
Thus, 45% of examiners received no bonus at all for their work. In the same period, more than
80% of USPTQ's patent managers received from $7,500 to $15,000 cash awards, a fact not lost
on examiners as they work their unpaid overtime.

Mr. Dudas’ conclusions completely ignore the fundamental underlying truth of the
“sweatshop”™ mentality at the USPTO — just to keep their jobs or to earn productivity awards,
fully two-thirds of the workforce must work unpaid overtime. Many of them work while on
annual leave to make their production requirements.

Examiners are professionals. They want to do a high-quality job and gain recognition as
outstanding employees. Like any employee, they appreciate monetary awards for their work.

But there are only so many hours in a day.

!4 Attachment 3. Dudas Letter to Cong, T. Davis, December 4, 2007, al page 3.
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USPTO management has shown by its actions that it wants examiners to take shortcuts.
It has demonstrated for years its willingness to accept lower quality patents in exchange for
higher production. It has failed to maintain the U.S. classification system. It has destroyed
decades of paper patent search files, many of them containing annotations from experienced
examiners to aid in identifying relevant art. It stopped classifying foreign patent documents and
non-patent literature using the U.S. classification system. This wealth of information, often
provided, annotated and/or translated by senior examiners, has been lost to today’s examiners
and to the American public. It has perennially refused to adjust examiner production goals.

Examiners have done what USPTO management wanted them to do — take shortcuts in
the examination process wherever possible. But even with shortcuts, two-thirds of them must
work substantial amounts of unpaid overtime to meet their goals.

There is no more slack in the system. If the USPTO truly desires to retain highly skilled
examiners and have them do the job right, the time has come for the agency to quit making
excuses and follow the GAQ’s recommendation to “...undertake a comprehensive evaluation of
the assumptions that the agency uses to establish its production goals.”

Tt is important for Congress and the USPTO to note that providing examiners with the
additional time to do the job right the first time does not necessarily require an increase in
pendency. Providing examiners with additional time per application will result in greater
retention. Greater retention means more experienced examiners moving more cases. In addition,
doing the job right the first time increases the certainty that old or obvious ideas will be rejected.
As this certainty becomes apparent, patent applicants will be less likely to expend the money and
resources to file patent applications of little or questionable economic value. Indeed, letting

examiners do the job right the first time may actually reduce application pendency over time.
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Providing examiners with the time to do the job right should also benefit all Americans
by reducing the costs of patent litigation — costs usually passed on to the consumer. In a study
for 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
million. King calculated, however, that a one-hour increase in examiner time would reduce
patent litigation expenses by over $17 million '

Retaining highly skilled examiners, increasing the quality of patent examination,
reducing patent application pendency and stimulating the American economy by reducing the
costs of patent litigation thereby freeing up resources for other purposes, are clearly worthy goals
of the intellectual property community. Tt should be equally as clear that providing examiners
the time needed to do the job right the first time is the most cost-effective means to accomplish

these goals.
DOING THE JOB RIGHT TAKES TOOLS

The ongoing debate on patent reform has helped to focus criticism of the USPTO on the
perceived failure of patent examiners to find the most relevant prior art references. Examiners,
however, only have a very limited amount of time for searching the prior art and identitying the
most relevant references. To do the job right the first time, the USPTO must provide examiners

with search tools that will help them find the most relevant prior art in the shortest possible time.

Historically, however, the agency has chosen to destroy some of the very search tools that

many examiners found most useful. USPTO management made a conscious determination to

' King, John L., “Patent Examination Procedures and Patent Quality,” Patents in the Knowledge-based Feonony.
National Research Council of the National Academies, National Academies Press, 2003, pages 54-73 at pages 68-
70,
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save office space in its new Alexandria headquarters by eliminating the agency’s voluminous
paper search files. These files contained copies of U.S. patents sorted according to the U.S.
classification system. The paper files also contained foreign and non-patent literature classified
and placed in the files over the years by examiners in the various technologies. Many references
contained additional information such as examiner notes and/or color drawings placed there by
experienced examiners to assist other examiners working in that technology. Prior to the
development 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.

Using the paper search files, examiners could draw on the experience of those examiners
who had gone before. In years past, examiners were given non-examining time to identify
relevant prior art and place it in the appropriate classitied search file(s). Examiners 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 placing
new references in the classified files helped examiners to keep current 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 those examiners who had preceded
them in the technology. This helped new examiners develop familiarity with the prior art and
helped all examiners in quickly and efficiently finding the relevant prior art for each patent
application.

Regrettably, as far back as the mid-1980s, the USPTO began transferring classification

duties from examiners to technicians. Before long, management ordered that foreign patents and
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non-patent literature no longer be included in reclassification projects. Eventually, this vital
source of prior art became all but useless for searching. By the mid-1990s, as planning for a new
headquarters facility began in earnest, management ended virtually all support for the U.S.
Classification System and maintenance of the paper search files.

Today, the paper search files have all but disappeared at the USPTO. The agency
disposed ot all the copies of issued U.S. patents as it prepared to move to its Alexandria, Virginia
headquarters. Although the remaining foreign and non-patent literature paper search files were
moved to Alexandria, no new references are being classified and placed in those files and they
no longer represent a viable search tool for examiners.

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 performed essentially from
scratch. The agency’s emphasis on text searching has resulted in a new generation of patent
examiners inexperienced in the use of the U.S. Classification System.

Yet, even while it has put all its search eggs in the automation basket, the agency
continues to fail in providing automated search tools that are adequate substitutes for older
methods such as the paper search files. The agency has not provided any useful means for
examiners to electronically annotate patent documents analogous to the paper search files.
Today, examiners have no meaningful way to share their experience with other examiners except
by word-of-mouth. Another major perennial frustration for examiners is the agency’s continued
unwillingness to expend the resources to get all issued patents into a single text-searchable
database. With the advent of the Automated Patent System in the mid-1980s, the USPTO began

entering all new issued patents in both text and image searchable form into its issued patent
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database. Unfortunately, while all issued patents were entered in image format, the text-
searchable database only goes back to about 1970. Patents issued 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 numerous errors, cannot be readily and
reliably searched simultaneously with the Automated Patent System database. Examiners
working in older technologies have to perform two searches of the issued patents to determine
patentability of an applicant’s claimed invention. This is one more uncompensated drain on
examiners’ time.

Now, after neglecting the U.S. classification system and eliminating one of the most
useful and unique search tools in the world — the paper search files — the agency wants to finish
the job of effectively outsourcing the search to patent applicants by obtaining statutory authority
to require all or nearly all patent applicants to perform a mandatory search and submit an
Applicant Quality Submission (AQS) in their patent applications. Publicly, the agency maintains
that patent applicants should share the burden of quality examination with the USPTO by placing
the most relevant prior art in front of the examiner prior to examination. Tf the AQS would
actually accomplish this goal and were quality examination the agency’s real reason for wanting
the AQS, then this would be an admirable undertaking. But such is not the case.

The USPTO has had regulations in place for many years that places a duty of candor on

patent applicants. Each individual patent applicant has a “duty to disclose to the Office all
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information known to that individual to be material to patentability...”*® This rule, were it
properly enforced, should be sufficient to place the best prior art known to the applicant in front
of the examiner. The USPTO does not need another law to make applicants submit prior art, it
needs to enforce its currently existing rules.

There is no reason to believe that the AQS will put the best art in front of examiners.
Should applicant perform his/her own search, it is highly likely that the applicant would
electronically search the same patent and non-patent literature databases currently searched by
examiners, i.e., the U.S. and foreign patent databases and such commercial non-patent literature
databases as Dialog™ or STN™. Tt is reasonable to presume that the applicant may well use
some of the very same keyword search terms as an examiner. Thus, the applicant’s search is not
likely to identify relevant prior art that the examiner would not uncover. Only in those rare
circumstances where the applicant is personally aware of some relevant prior art not readily
available in commonly searched databases, is it likely that the applicant would place the most
relevant prior art in front of the examiner. In those situations, existing regulations require the
applicant to disclose that prior art.

The examiner, however, will likely uncover relevant prior art not identified by applicants.
Why? Because examiners give patent claims their broadest reasonable interpretation — an
interpretation not always readily apparent to patent applicants. Applicants are usually much
more focused on what they truly believe is the critical essence of their invention. Examiners, on
the other hand, will look at claims more broadly and often reject claims over prior art the

applicant would never have foreseen.

37 CFR.§1.56.
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Conversely, should applicant contract out the AQS search to a commercial search entity,
it is equally likely that the commercial searcher will search the same databases searched
regularly by examiners. Therefore, it is unlikely that this search will uncover relevant prior art
that the examiner would not find during his/her search.

In neither circumstance, is it likely that obscure prior art will be identified and placed
before the examiner. Neither of these scenarios should be expected to find such obscure art as
the prior art relied upon in the well-known RIM v. NTP Blackberry case. Only millions of
dollars and cadres of litigators is likely to uncover that type of prior art.

The only clear effect of the AQS is to dramatically increase the cost of applying for a
patent. For some small inventors, this cost may become prohibitive. Why then would the
USPTO be lobbying so hard for the AQS?

The real reason the agency wants AQS is to effectively outsource the patent search to
applicants so that it can “gain efficiency” by reclaiming that search time from examiners thereby
requiring them to examine more cases. The real truth about AQS is that it is not an USPTO
initiative to improve quality — it is an initiative to reduce pendency.

Since first publishing its “21™ Century Strategic Plan™ in 2002, the agency has attempted
to outsource the patent search and remove that duty from examiners. Until now, this outsourcing
effort has been thwarted by the actions of this Subcommittee in requiring a properly
implemented pilot program prior to authorizing the agency to outsource searches. Now the
agency is attempting to circumvent those requirements by obtaining statutory authority for the
AQS.

POPA believes that the patent search is an integral part of the examination process and

represents an inherently governmental function that should not be outsourced to the private
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sector. As the patent search forms the very basis of determining property rights in the United
States, the search should be performed by U.S. Government employees free of any contlicts of
interest — USPTO patent examiners.

POPA extends its gratitude and commends Subcommittee Chairman Berman, Ranking
Member Coble and the Members of the Subcommittee for amending the language of HR. 1908,
the Patent Reform Act of 2007, to insure that the AQS cannot be used as a substitute for an
examiner prior art search. No such language exists in the Senate version, S. 1145.

Because the AQS will dramatically increase the cost of protecting innovation in America
and because its potential benefits are speculative at best, POPA suggests at this time that the
requirement for the AQS be deleted from the proposed patent reform legislation. POPA believes
that resources would be better utilized in enforcing compliance with existing USPTO rules

regarding applicant prior art disclosure.
WHAT EMPLOYEES NEED TO DO THE JOB RIGHT

There are several things the Subcommittee can do that POPA believes will have
significant effects on improving examination quality and reducing pendency of pending patent

applications.

Fee Retention

POPA encourages the Subcommittee to continue working together with their colleagues
on the Appropriations Committee and with the Administration to insure that the USPTO
continues to have access to all of its fees. POPA believes that this access, however, must not be

obtained at the expense of the oversight responsibilities of both the Judiciary and Appropriations
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Committees. We believe that this oversight responsibility is critical in providing guidance too —

and in some cases redirecting — the USPTO in the appropriate uses of its resources.

Put An End To Qutsourcing Searches

The USPTO has wasted considerable and much-needed resources in its attempts to
outsource patent searches in 2004-2005 and now in 2007-2008 with the Applicant Quality
Submission. Outsourcing searches will not result in better quality patents and will likely create
conflicts of interest for applicants. The Subcommittee should put an end to this waste by passing
legislation that clearly establishes patent searching and examination as inherently governmental

functions.

Improve Quality and Retention By Providing Time For Examination

For over thirty years, USPTO management has refused to adjust examiner production
goals in the face of ever-increasing workloads. POPA believes that it is now time for Congress
to step in and correct this long-felt need. The Subcommittee can do much to improve the quality
of examination and increase retention of examiners by providing for a direct allocation of time
for examination.

The USPTO has two major revenue streams. At the front end of the examination process,
the agency collects patent filing fees for Filing, Search, Examination, and Excess Claims and
Specifications. These filing fees represent approximately 30 percent of the agency’s total patent
fees, leaving the remaining 70 percent of total patent fees to cover the overhead expenses of the
agency. Those fees, in the form of Issue Fees and Maintenance Fees, are collected after

allowance of a patent.
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POPA asks that the Subcommittee put a fence around the patent filing fees and directly
allocate these fees to provide time for examiners to examine patent applications.
Fencing off USPTO fees for particular purposes is not without precedent — such a fence

currently exists around USPTO fees collected for trademark applications.!”

Provide Appropriate Search Tools

While many of USPTO management’s decisions regarding paper and automated search
files are now irreversible, POPA hopes that the Subcommittee will work to insure that the agency
develop better and faster search tools providing the functionality examiners need to improve
searching and examination quality.

Examiners need automated search tools that will allow them to annotate references for
their’s and other’s future reference. Institutional memory is rapidly disappearing as senior
examiners retire or otherwise leave the agency. Putting in place tools that allow reference
annotation and providing examiners with the time to do so, will allow today’s examiners to share
their wisdom and experience with the examiners of tomorrow.

The USPTO needs to reverse its previous policy of neglect, restore tull funding to the
U.S. classification system and develop automated tools to allow examiners to classify and add
foreign and non-patent references to USPTO databases. There are very few former classifiers
left in the agency. Before their institutional memory is also lost forever, they need to be put back
to work training new classifiers and examiners and updating the U.S. classitication system so
that examiners and the public can more rapidly find relevant prior art. The Subcommittee can
help to improve examination quality by making sure that the agency resumes support of’

classification.

"35U0.8.C 42(c).
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Finally, the agency should listen to examiners and apply resources to improving existing
examiner tools, e.g., cleaning up the “dirty OCR file” and adding the data to the agency’s
existing text and image searchable patent database.

Mr. Chairman, Members of the Subcommittee, on behalf of all the patent professionals of
POPA, T thank you for this opportunity to share with you their concerns. T look forward to
working with you to provide the time and resources that will keep America’s patent system

strong and allow us to do the job right the first time.
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PATENT PUBLIC ADVISORY COMMITTEE OF THE
UNITED STATES PATENT AND TRADEMARK OFFICE

November 30, 2007

The President
The White House
Washington, DC  10500-0001

Dear Mr. President:

As Chairman of the Patent Public Advisory Committee (PPAC), I am pleased to
enclose the Committee’s FY2007 Annual Report.

The Committee believes that the United States patent system and the United
States Patent and Trademark Office (“USPTO”) face significant challenges that
urgently need to be addressed today. The issues of patent quality and pendency
override all other issues. In this report we have deviated from the traditional
PPAC annual report format and attempted to provide you with a concise
explanation of these issues, of the consequences of inaction and with concrete
recommendations to address these issues. Our firm conviction is that these
issues are surmountable.

The Committee is committed, along with the Under Secretary of Commerce for
Intellectual Property and the Director of the USPTO, to ensure that the United
States’ patent system continues to be the wellspring of America’s economic
competitiveness and that America herself continues to be the innovation leader
for the entire world.

S incerely,

LA

28

|

\

Kevin G. Rivette
Chair
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Enclosure: 2007 Annual Report

cc:

cc:

Enclosure: PPAC FY 2007 Annual Report

The Honorable Patrick J. Leahy, Chairman, Senate Judiciary Committee

The Honorable John Conyers, Jr., Chairman, House Judiciary Committee

The Honorable Arlen Specter, Ranking Member, Senate Judiciary Committee

The Honorable Lamar S. Smith, Ranking Member, House Judiciary Committee

The Honorable Carlos M. Gutierrez, Secretary of Commerce

Jon W. Dudas, Under Secretary of Commerce for Intellectual Property and
Director of the United States Patent and Trademark Office

Margaret J. A. Peterlin, Deputy Under Secretary of Commerce for Intellectual
Property and Deputy Director of the United States Patent and Trademark
Office

John J. Doll, Commissioner for Patents
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Umm STATES PATENT AND TRADEMARK OFFICE

'UNDER TARY OF PROPERTY AND
DIRECTOR OF THE UNITED STATES PATENT AND TRADEMARK OFFICE

DEC -4 247

‘The Honorable Tom Davis

Ranking Member, Committee on Oversight
and Government Reform

House of Representatives

‘Washington, D.C. 20515

Dear Representative Davis:

In accordance with 31 U.S.C. 720, the Department of Commerce, through the United States
Patent and Trademark Office (USPTO), provides this action plan in response to the
Government Accountability Office (GAO) report Hiring Efforts Are Not Sufficient to Reduce
the Patent Application Backlog. The GAO ds that the USPTO undertake a
comprehensive evaluation of the ptions used to establish production goals.

GAQ’s Principal Findings
The GAO report draws attention to issues that are of paramount importance to the USPTO. In
particular, the report highlights the fact that the problems associated with the long time to
decision in patent applications cannot be solved by hiring alone. It also recognizes, as does
the USPTO, that attrition of patent examiners can impair the effectiveness of the USPTO’s
hiring efforts.

s USPTO Initial Response — “Flat Goal Pilot Program”

As noted above, the GAO recommends that the USPTO undertake a comprehensive
evaluation of the assumptions used to establish production goals (for examination of patent
applications. Even before the GAO published its report, the USPTO appreciated the questions
and concerns raised by GAO staff during their review process. In direct response to points
raised by GAO staff during their study period — which are also reflected in the GAO’s final
report — in April 2007 the USPTO initiated a “Flat Goal Pilot Program.” The Flat Goal Pilot
Program tests a new concept in how production is measured. Under the year-long pilot
(April 2007-April 2008), examiners may earn larger, quarterly bonuses for every application
examined above a particular target goal. Early indications are that participants prefer
quarterly, as opposed to annual, bonuses. They also appear to prefer the per-application
bonus as opposed to the present productivity award structure and enjoy the flexibility of
choosing when and how to do their work.

After April 2008, when the USPTO has sufficient data from this year-long pilot, a full
evaluation will be possible. The USPTO will then determine how the results relate to the
underlying assumptions that form the basis of the pilot and incorporate that information into
future planning.

P.0. Box 1450, Alexandria, Virginia 22313-1450 - WwW.USPTO.GOV
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Additional USPTO Action/Response

A hat more detailed ination of iner attrition levels, which the brief GAO
analysis did not undertake, yields a hat different di is of the latter issue. In noting
this, we emphasize our lete agr with GAO that a strategy of hiring alone is not

sufficient to reduce the patent application backlog. To reduce the backlog, we must continue
to promote appropriate ways to increasing the efficiency and productivity of examination.
‘We also agree that patent examiner attrition is an important matter deserving further analysis
and attention. Patent examiners are critical to our system of protecting intellectual property
and driving innovation in the United States. The USPTO has achieved notable successes in
examiner retention efforts and faces challenges that the GAO study did not address. Wewill
address some of these successes and challenges below.

Facts About Patent Examiner Attrition
The USPTO has kept attrition statistics for several decades and highly detailed statistics for
the past ten fiscal years (since FY 1998). The following are five facts that have proven
instructive to us in addressing attrition.

(1) Attrition is lower at the USPTO than throughout the Federal workforce. The
USPTO’s attrition rate is Jower than the average attrition rate for Federal workers
(8.5% vs. 112%)."

(2) Beyond the first three years of service, the USPTO has nominal attrition. The
average attrition rate for USPTO patent examiners with 0-3 years experience is 15.5%.
The average attrition rate for USPTO patent examiners with 3-30 years experience
i8 3.95%.

(3) Attrition in the early years is substantially lower at the USPTO than at similarly
situated entities. The attrition rate of examiners with 0-3 years experience, though
measurably higher than the rest of the patent corps, appears to be well below the
attrition rate experienced by similarly situated entities hiring more than 1,000
engjneers in a year.?

! See http://data.bls.gov/cgi-bin/dsrv

Business Week, “50 Best Places to Launch a Career,” September 18, 2006.

[“***Given the country's d hics, some ion is inevi . Entry-level hiring is
expected to surge in 2007 by more than 17%, the fourth consecutive double-digit increase, according to
the National A iation of Colleges & (NACE). And this could be only the beginning. By

2010, as the exodus of baby boomers from the workforce accelerates, census data suggest, two
employees will be leaving for every new hire entering, and new college grads will be a precious
commodity. ***

***[f recruiting is employers' first hurdle, retention is by far the highest. Those employers who
provided the data reported that more than one-third-of their new hires bolted within three years. And
replacing them isn't cheap. Training costs averaged nearly $10,000 a head, which can add up quickly
‘when you're hiring more than 1,000 college grads each year, as more than one-third of the ranked
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(4) Higher production requirements do not translate to higher attrition. Examiners
with the highest production requirements have the lowest attrition rates, and the
examiners with the lowest production requirements have the highest attrition rates. In
fact, 70 percent of all work in FY 2007 was done by examiners with 3 or more years
of experience who exceeded their production goals by an average of 8 percent and had
an average attrition rate of 3.95 percent.

(5) Nearly all iners exceed production requir An important majority
exceed it substantially. More than 60% of all patent examiners exceeded their
production requirements by at least ten percent in FY 2006.

These facts direct us to focus our aftrition analysis on the areas where it is most problematic
and to look for solutions that provide all examiners more opportunity and flexibility.

The Patent Examination Landscape

We agree with the GAO?s title conclusion that hiring is not sufficient to reduce the patent
application backlog. In fact, the USPTO has for years reported to other policymakers and key
constituencies that hiring i is necessary | but not sufficient as a strategy to address the backlog.
With record-breaki of ap ions every year and the USPTO already hiring the

" equivalent of whole-number percentages of American engineering graduates, hiring alone is a
poor long-term policy. The right solution includes a synergistic combination of hiring and
increased efficiency in the system, possibly by leveraging work already being done by patent
applicants, the public and other patent offices throughout the world. The USPTO has
implemented several pilot and permanent programs, proposed rults and promoted statutory
changes to effect these goals of i g quality, red: T y and i
efficiency in the system.

The USPTO also believes sincerely in the knowledge, skills, abilities, integrity and work ethic
of ns employees. Any solution to address improving the patent system, particularly

the patent appli backlog, must begin and end with an evaluation of its effect
on patent examiners. This is another area where the USPTO has been particularly focused in
the last several years. The USPTO’s approach has.been to increase opportunity and flexibility
for examiners rather than to lower standards. The results of giving examiners more
opportunities and increased flexibilities speak for themselves — higher morale and satisfaction,
and higher productivity and efficiency.

For example, in the last two years, 1,000 patent iners have started working almost full-
time from home. According to a recent survey of these employees, 83% said their morale

employers do.*** The main reason young employees are heading for the exits, oddly enough, is the
very thing boomers thrived on: the perpetual work day.***"]

See also, Business Week, “Best Places to Launch a Career,” September 13, 2007 [“***Boeing Co.
(BA) (No. 14) is starting to move in that direction. The acrospace giant has one of the lowest retention rates in its
industry (59%), and one way it hopes to improve upon this is by teaching managers how to deliver criticism—
harsh, if necessary—along with praise.***”’]
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improved. Independent analysis d that — for these same 1,000 patent examiners,

productivity i d by approximately 10%. Other examples of increasing morale and
efficiency by increasing opportunity and flexibility are reviewed below.

Additional GAO Findings
Together with the GAO, we fully appreciate that the work of patent examination — and

particularly the patent production requirements - is a nuanced, multi-faceted undertaking, not
susceptible to easy “quick fixes.” We must find a way forward that aligns perceptions with
realities and results in an even higher morale, higher performing organization.

The GAO report indicates that many patent examiners work unpaid overtime to meet
production goals, that many examiners leave because of those high production goals, and that
the USPTO’s hiring rate will not reduce the patent application backlog. The GAO report
further suggests that by lowering production goals, fewer examiners would leave the USPTO,
giving the USPTO more employees to combat the patent application backlog. We believe a
thorough analysis of the data does not support each of those propositions. In fact, the data
shows that lowering standards will increase the backlog. The data also suggests that the
solution lies in finding the right combination of increased opportunities and flexibilities for
examiners. While we fully agree with the conclusion to further study production goals, we
came to that conclusion for different reasons than the GAO — and provide the following
information in support of our conclusion.

USPTQ’s Attrition Analysis
The USPTO has been analyzing and addressing patent-examiner attrition with several
innovative techniques since it began increasing hiring in FY2005. First, we have — by careful
data capture — identified an attrition trend line.

Attrition is greatest in the first 12 months from the date of hire. Since 1998, first-year attrition
has fluctuated from a high of 28.3% in FY 2000 to a low of 15.1% in FY 2003. In FY 2007,
first-year attrition for patent examiners was about 15.6%. That is nearly five points, or
twenty-two percent, less than the average first-year attrition rate of about 20%.

Second-year attrition again varies, with an average attrition rate over the past nine fiscal years
of around 13.5%. Third-year attrition over the same period averages around 9.7%. After the
third year, attrition rates decline, hovering around 3.95% for examiners who have been at the
USPTO for 3 - 30+ years.

What Does This Information Mean?
Perhaps surprisingly, first-through-third year patent examiner attrition at the USPTO is much
lower than private-sector attrition in relevant sections such as engineering, computers, and
general technology.® To provide some perspective, for the most recent fiscal year (FY2007),
overall examiner attrition was 8.5%. This attrition rate compares favorably to overall Federal

4 See http:/data.bls.gov/cgi-bin/
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employee attrition which, in calendar year 2006, was 11.2%.* Turnover in the private sector,
particularly for engi and comp ientists (technical areas of hiring focus for the
USPTO), can be even higher, tracked by the Bureau of Labor Statistics at 45.5% percent for
calendar year 2006, and reflecting the tendency of engineers and comp ientists to
change jobs frequently.

‘While our historic 20% attrition rate for first-year employees is significantly less than that
seen in the relevant private sector, the USPTO does not have the same tools available to the
private sector which permit spreading costs of attrition over other business lines. In other
words, we refuse to view higher attrition as “cost of doing business.” Further, we have been
chosen by Business Week magazine as one of the best places in America to launch a career,
and we aim to be an employer of choice who really looks at employees as family members
with whom we want a long-term relationship. Camaraderie is a morale factor that should not
be ignored, and turnover does not contribute to camaraderie.

Our newest examiners represent the future, and a long career of service to America. We want
to retain them. Similarly, our most senior examiners represent decades of experience, and
handle the most complex patent applications with facility. While we do not wish to keep
them from a well-deserved retirement, every year we can encourage them to stay with the
USPTO is an extra year that the public benefits from their expertise. For these reasons —
higher than desired front-end attrition and general retirement attrition — we must continue to
focus our retention efforts on the newest and the most senior examiners.

What We are Doing
We are concerned with attrition and our efforts reflect that concern. The USPTO has
remained committed to a strong work life quality program, including:

Flexible work schedules (available to all USPTO employees);
Expansive teleworking programs;

Reimt for ad d technical education and law school;
Recrui b (primarily available to patent iners);’
R ion b (primarily available for patent iners);
Special pay increase of 10% for all patent examiners;

Part-time employ ilable to all employees;

4

Bureau of Labor Statistics (BLS) statistic for calendar year 2006, identifying the total percentage of
Federal employees leaving the workforce for reasons other than retirement or performance — in other words,
employees who quit.

s To receive a recruitment bonus, the examiner must make a four-year commitment to stay with the
USPTO. The four-year commitment is based on our attrition analysis which, as mentioned earlier, demonstrates
a strong historical trend toward greatly reduced attrition after three years with the USPTO. The recruitment
bonus is paid in four installments — 25% up front, and progressive payouts every six months. To maintain
eligibility, examiners must maintain at least “Fully Successful” performance. If they choose to leave before
fulfilling their time commitment, they must return a prorated portion (e.g., if they leave after six months of
service, they would owe 50% of their upfront incentive) of the recruitment bonus.
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“Flat Goal” pilot;*

Lap top computers available for work away from the office;

I d productivity award programs for patent

Increased training opportunities tailored to examiners’ needs;
Focused training for new examiners; and

Movement toward a nationwide workforce.

Although our patent i j bonus program is only 16 months old (started July
2006), we are already seeing positive results. Among examiners who received recruitment
bonuses, the first-year attrition rate was 10 %, which compares favorably to the more general
first-year attrition rate of 15 % for examiners hired during this same period who did not
receive the bonus. Both are well below the 10-year average of 20%. Of course, one year’s
worth of data is not sufficient to indicate a trend, so we are continuing to assess the impact of
recruitment bonuses — and the other above-mentioned incentives — on retention. But the early
favorable results give us hope that recruitment bonuses will be a sufficient incentive to
encourage patent examiners to stay with the USPTO at least three years — until a time when,
given historical attrition trends, attrition drops dramatically, employees become more
comfortable and stay with the USPTO for much longer periods.

Previous Recommendations Have Proven Valuable
‘We are targeting recruitment bonuses for maximum impact on attrition. In addition to
targeting recruitment bonuses for new hires in hard-to-fill examiner positions, we also are
relying on exit interviews for insight as to why people are attracted to the USPTO and why
they leave. The USPTO has a formal exit interview process in place to collect quantitative as
well as qualitative data on reasons for leaving the Agency. We have discovered that a variety
of reasons exist for leaving the USPTO, ranging from having pursued two job offers before
joining USPTO and leaving shortly thereafter to take the initial, higher-paying or more
geographically desirable job, to a simple incompatibility with the task of examining patent
applications.

The USPTO has also worked with the Office of P« 1 M (OPM) to establish
compatibility criteria and survey applicants before they are hired, to better identify candidates
suited for the job of patent examination. ‘Currently, every potential patent examiner who
receives a job offer takes our compatibility assessment. Our plan is to make that
compatibility survey tool available to all interested parties, which might help potential
applicants self-select so only those who believe the USPTO is the place for them take the next
step and submit an application.

® Instituted on April 1, 2007, this one-year pilot is intended to test a new conceptual approach to
production. A variation is already successfully in place in the Trademark Operations, for GS-13 and 14
examining attorneys. The Patent flat-goal pilot is voluntary and currently includes participants. In contrast to
the current yearly production goals, with yearly award payouts, under the flat-goal pilot, goals are set quarterly,
with quarterly award payouts.

‘We are reporting the flat goal (when the pilot is evaluated) under Final Inspection Report No. IPE-15722.
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Impact of the Production System on Attrition
Because attrition is highest in the first three years after hiring, and quite low thereafter, we
need to review carefully the premise that a production-based system of examination is — in
itself — responsible for overall attrition.

‘We appreciate that examiner reports of working excessive overtime suggested to GAO that
patent examiners’ production goals are too high. We have too much collective experience to
dispute the fact that some employees feel that expectations are too high, and that any given
work period is too short a time in which to complete a task. We are, however, struck by the
fact in Fiscal Year 2006, the most recent year for which we have complete data, more than
60% of patent examiners received a performance award for exceeding 110% of their
production goal. Further, over two thirds of junior patent examiners (examiners at the GS-7 —
GS-11 levels) received a timely p: ion based on d d perfc that included
production in excess of 107%. In other words, a majority of patent examiners are not
struggling to maintain “fully successful” levels of performance. They are over-achieving, if
you will, choosing to do more than is required of them - and, appropriately, réceiving bonus
money for their efforts.

There is other data suggesting that production goals are at proper levels. For example, a
September 2004 Office of the Inspector General (IG) report indicated that the seven
technology centers they reviewed surpassed the 100-percent production level for the five-year.
assessment period. In other words, on average the employees in those technology centers
spent less time than their expectancy production goals to process applications.

1t is clear that some patent examiners leave the USPTO because of their dissatisfaction with
production goals. This does not mean production goals are too high for most examiners, for
the USPTO, or for patent applicants who depend upon timely review of their applications.
This is particularly true for examiners who have been at the USPTO for more than three years,
where 70% of production occurs and attrition averages less than four percent.

Examining patent applications is rigorous work. The USPTO is a performance-based agency,
which is not attractive to everyone. The attrition data and performance award statistics we
have gathered do not compel the conclusion of a nexus between attrition and production
requirements. Better initial training, having the right working environment, accessibility to
senior employees who can provide guid and more ity activities are themes for
improvement that we have heard from employees in exit interviews, at town hall meetings,
and at brown-bag lunches. Most patent i ppreciate that appli need a timely

of their appli — and many patent examiners are willing to work above and

beyond minimum requirements to ensure that applicants are served well. At the USPTO, we
are very proud of the patent examiners and, indeed, all of our employees. -

Next Steps
‘We agree with GAO’s conclusion that hiring alone will not solve the backlog of unexamined
patent applications. We also agree that the ptions underlying patent i
production goals merit reevaluation, particularly in light of various quality initiatives. The
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USPTO will consider all of these factors as we continue to work with GAO in evaluating the
underlying ptions used to establist iner production goals.

As we hope the information provided above makes clear, we are analyzing our attrition data
carefully to determine if there is a nexus between attrition and the production system. If
attrition proves to be lated to the producti i we may find that initiatives
designed to reduce redundancy, 1 ge existing work, and make applications more focused
are the most meaningful ways to reduce the patent application backlog.

‘The USPTO’s plan is to evaluate the full impact on examiner retention of the many work-life
initiatives in progress. If our work-life efforts continue to lower atrition as they have in just
one year, we believe we will have identified the right mix of production standards that
improve our service to the public and offer employees more opportunity and satisfaction.

The USPTO will initiate the following actions as first steps in addressing the dati
in the final report: -
o Partner with the GAO to gain comprehensive, valid, and ingful attrition data
from the private sector;

* Provide GAO with regular updates on attrition/retention results and analysis;
o Pilot additional alternative(s) that are seen as having potential benefits; and
o Provide GAO with data from/analysis of the data from the “Flat Goal Pilot Program.”

On behalf of the USPTO, I wish to express my thanks for the GAO’s thorough review of this
important issue.

Sinwcly,b
YDUDAS
etary and Director
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Average Number of Words in a Patent Specification
for Each Year
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The above word count chart shows the results of a study of 10,000
U.S. patents issued between January 1977 and December 2007.
Using a software algorithm, | counted the number of words in the
description portion of each patent. This excludes claims, title,
abstract, references, and other identifying information. To amplify
the results, | added two trend-lines. The first trend-line runs from 1977
to 1987 and has essentially no slope — indicating that the length of
patents remained steady over those years. The second trend-line
runs from 1987 — 2007 and has a clearly positive frend-line indicating
that the number of words is increasing over time. Because of the
large sample size, | am very confident (99.9% CI) that the average
patent length has been steadily increasing.

For further information, See Dennis Crouch, Does Size Matter2
Counting Words in Patent Specifications, PATENTLY-O (Dec. 20, 2007)
online at:

http://www.patentlyo.com/patent/2007/12/does-size-matte.html.
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Average Number of Claims in a Patent for Each Year
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The above claim count chart shows the result of a study of 28,000
U.S. patents issued between January 1977 and December 2005.
Each patent has at least one "independent claim™ and may include
additional “dependent claims.” Using a software algorithm, |
counted the number of total claims and also independent claims for
each patent. Because of the large sample size, | am very confident
(99.9% CIl) that the average number of both total claims and
independent claims are increasing over time. The chart shows this
result for total claims. The chart's scale may mask the similar trend
showing that independent claims have increased by almost 50%
over the 28 year time period.

It is important to recognize that the above results are directed to
issued claims. In most cases, patent applications originally include
even more claims that are then cancelled during the examination
process.

For further information, See Dennis Crouch, Rising Claim Counts,
Patently-O (Dec. 23, 2007) at:

http://www.patentlyo.com/patent/2007/12/rising-claim-co.html.
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RESULTS OF POPA SURVEY ON FLAT GOAL PILOT PROGRAM

May 2006

. Are you currently a non-probationary employee?'

Yes: 70% No: 30%

Are you currently on the Increased Flexitime Program?
Yes: 65% No: 35%

Do you work voluntary overtime to make production?
Yes: 65% No: 35%

Do you work voluntary overtime to make awards?
Yes: 36% No: 64%

Do you believe the Flat Goal Program will increase the number of counts that you need to do each biweek?
Yes: 74% No: 26%

. If you train junior examiners, what correlates most closely to the time you spend per biweek?”

0-3 hrs: 43%  4-7hrs: 28%  8-10hrs: 16%  10-15hrs: 8%  >15 hrs: 7%

If you assign new cases in your art unit, what correlates most closely to the time you spend per biweek?”
0-2 hrs: 40%  3-6 hrs: 31%  7-10hrs: 14%  >10hrs: 15%

If you classify new cases in your art unit, what correlates most closely to the time you spend per biweek?”
0-2hrs: 32%  3-6 hrs: 34%  7-10hrs: 22%  >10hrs: 13%

Do you earn Special Achievement Awards (SAAs)?
Yes: 43% No: 57%

. Do you earn Gainsharing Awards?

Yes: 42% No: 58%

. Do you work paid overtime?

Yes: 41% No: 59%

. Is the availability of awards or the availability of overtime more important to you?

Awards: 13%  Overtime: 24%  Both: 48%  Neither: 16%

Do you think you are over or under 80% examining time?
Over: 36%  Under: 44% Do Not Know: 21%

In view of the assumptions for the Flat Goal Plan for annual leave, do you think that you will be unable to
use annual leave you earn? Yes: 72% No: 28%

In a year when no one in your family or yourself has a serious medical condition or birth or adoption of a
child, how much sick leave do you use?

0-7 days: 38%  8-26days: 55%  >26days: 7%
Will you be volunteering for the Flat Goal Program? Yes: 5% No: 95%

Will you quit training, assigning, and/or classifying under the Flat Goal Program?
Yes: 98% No: 2%

! Percentages may not total 100% due to rounding.

2 Based on responses, questions 6, 7 and 8 were ambiguous, i.., responses suggest that those who did not train, assign cases or
classify cases may have responded either under the 0-3 hours category or simply did not respond at all to one or more of these
questions.
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Mr. BERMAN. Well, thank you very much, Mr. Budens.
And Mr. Kasper, why don’t you conclude for us, and then we will
have questions?

TESTIMONY OF ALAN J. KASPER, FIRST VICE PRESIDENT,
AMERICAN INTELLECTUAL PROPERTY LAW ASSOCIATION,
SUGHRUE, MION, PLLC, WASHINGTON, DC

Mr. KASPER. Thank you very much, Mr. Chairman and Members
of the Subcommittee. I am pleased to have the opportunity to
present the views of AIPLA at this oversight hearing on the U.S.
Patent & Trademark Office, an entity vital to maintaining Amer-
ican innovation.

Since my time is limited, I will highlight only a few of the points
made in my written statement. I will focus on current procedures,
practices and administration of the patent examination process
that I and other practitioners find are resulting in delays and
added costs to applicants, and we believe to the office, as well.

First, I would like to express my appreciation to the thousands
of dedicated patent examiners in the USPTO without whom the
system simply could not function. We believe, however, that their
jobs and their efficient processing of applications could be facili-
tated if steps are taken to change the adversarial culture that ap-
pears to exist in the USPTO.

For example, if examiners, following their detailed review of a
claimed invention and a prior ART that their search has identified,
were encouraged to make suggestions to applicants for amend-
ments to the claims. We believe that more applications could be ex-
amined better and more efficiently.

While such suggestions may not be accepted in every case, they
would surely lead to a rapid narrowing of issues and a meeting of
the minds as to what language best defines the patentable subject
matter. Extended prosecution through RCEs or continuations could
be avoided in many cases.

Second, overly formalistic rules that are strictly applied and re-
sult in frequent notices of noncompliant responses requiring writ-
ten replies within specified periods should be relaxed. Often, the
ensuing delays and costs to correct these deficiencies could be
avoided with an informal communication to the applicant, permit-
ting the examiner to amend or annotate the application, showing
a correction of the error. This too would speed processing.

While formal errors in papers filed by applicants should not
occur, the rigidity with which the office approaches them is in dra-
matic contrast to the manner in which it treats deficiencies in com-
munications from the office. For example, the failure to list rel-
evant prior ART in certain forms, or a failure to fully complete
other forms, requires applicants to make unnecessary requests for
correction so that a complete and accurate record in the file history
is obtained.

A greater stress on thorough and competent supervision of the
entire work product before it is mailed from the USPTO would en-
hance the overall quality of the examination process and save both
applicants and the office time and money. The greater emphasis on
avoiding formal errors and resolving them more expeditiously at all
levels should be coupled with appropriate metrics for the examiner,
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support staff and supervisor performance, and matched with better
training of and incentives for all PTO employees.

My final comments on USPTO procedures concerns the pre-ap-
peal submission process outlined in Director Dudas’s testimony.
This procedure was intended to avoid unnecessary appeals and
save costs. It was universally welcomed by applicants when an-
nounced. However, its full potential has not been realized in prac-
tice.

In reality, the reviewing panel of preferably three persons typi-
cally includes the examiner and his supervisor, thereby skewing
the process against applicants. At least two senior examiners not
involved with the application should be part of any reviewing
panel.

Lastly, in my experience as an examiner, in-house attorney and
outside counsel, I found the European practice of placing reference
characters from the description into the claims to be immensely
helpful as a roadmap to efficiently understanding the invention as
claimed. We have recommended that this practice be adopted by all
three trilateral patent offices.

Unfortunately, current U.S. law as interpreted by the courts ef-
fectively precludes such practice by allowing courts to reach restric-
tive claim interpretations or impose an estoppel. A legislative fix to
this problem is needed so that reference characters can be placed
in the claims of U.S. patent applications and issued patents.

Such a legislative fix, together with an amendment relieving ap-
plicants from a statutory obligation to include certain legends in
applications rather than accompanying documents would facilitate
adoption of an international common application format with at-
tendant cost savings.

I wish to thank the Subcommittee for the opportunity to present
these views, and I would be pleased to answer any questions you
may have.

[The prepared statement of Mr. Kasper follows:]
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Mr. Chairman and Members of the Subcommittee,

1 am pleased to have the opportunity to present the views of the American Intellectual
Property Law Association (“AIPLA”) at this oversight hearing on “The U.S. Patent and
Trademark Office.” Let me express our appreciation for your continuing interest in this vital
government office.

ATPLA is a national bar association of more than 17,000 members engaged in private and
corporate practice, in government service, and in the academic community. AIPLA represents a
wide and diverse spectrum of individuals, companies and institutions involved directly or
indirectly in the practice of patent, trademark, copyright, and unfair competition law, as well as
other fields of law affecting intellectual property. Our members represent both owners and users
of intellectual property, and therefore have a keen interest in an efficient and smoothly functioning
Office.

As outlined in my biography, I began my career in patent law as an Examiner in the United
States Patent and Trademark Office (“USPTO” or the “Office”), worked for over 15 years in-
house in a corporate setting, and have been a partner in an TP firm here in Washington, DC for
over 20 years. My practice involves patent prosecution, litigation, opinions and client counseling
in the patent field, and I have both domestic and foreign clients. My firm, Sughrue Mion, PLLC,
is an TP boutique with over 100 TP professionals that filed over 7,000 U.S. patent applications and
obtained over 3,300 U.S. patents for their clients in 2007. Many of the applications filed in the
USPTO are based upon international applications that were previously filed under the Patent
Cooperation Treaty (PCT) and the majority of our U.S. applications are filed in parallel in other

patent offices, particularly those in Japan, Europe, China, Korea and India.
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In preparing for this hearing, T draw from my professional experience and that of my
colleagues in my firm and in AIPLA. I also draw upon a variety of roles that I have played over
the past few years in connection with AIPLA activities. In that connection, I served as chair of an
ad-hoc Special Committee on the USPTO Strategic Plan for 2007-2012, as the leader of an AIPLA
delegation that participates as one of two U.S. IP associations in the Industry Trilateral, and my
recent experience of participating on behalf of ATPLA in a “focus group” conducted by a
consultant working for the USPTO under the auspices of the Patent Public Advisory Committee.
In this latter capacity, I had the opportunity to hear the views of other patent practitioners
regarding the challenges and problems they see presently confronting the USPTO. Thus, while
there has been insufficient time to conduct a survey of AIPLA’s members, 1 believe that the
comments that I will offer this afternoon represent the views of many practitioners who work daily
with the USPTO.

General Background
Patent Prosecution Process

At the risk of providing background already known to the Members of the Subcommittee, T
would simply like to note briefly that the U.S. Patent law (35 USC 1, ef seq) grants a limited term
right to exclude others from making, using, selling, offering to sell, and importing an invention in
consideration for a clear and enabling public disclosure of an invention, including the manner of
making and using the invention. The grant is based upon a patent application filed with the
USPTO that has a written disclosure, typically including drawings, that must enable one of
ordinary skill in the relevant technology to make and use the invention. The application also

includes claims, which are single sentence statements that define the invention and delineate its
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scope, based upon differences that the Applicant perceives the invention possesses over the prior
art known to the Applicant at the time the application is filed.

During examination of the application, the Examiner will search for and evaluate the prior
art as well as assess whether the claims are too broad or are indefinite. The Examiner’s initial
assessment of the patentability of the claims, against the standards for patentability defined by the
statute, is identified in an “Office Action” that states the Examiner’s assessment of the
patentability of the invention in light of the relevant prior art. In response to the Examiner’s
position as expressed in the Office Action, the Applicant will respond with arguments to further
clarify the invention or may further amend the claims to define over the cited prior art.

1If the Examiner disagrees with the reply, the next communication may be a “final” Office
Action in which at least some or all of the claims are finally rejected, while some others also may
be allowed (i.e., considered patentable). Tf some claims are finally rejected, under existing
USPTO practice, the Examiner will often repeat the previous basis for rejection and provide a
“Response to Arguments” that is intended to address the arguments or amendments submitted by
the Applicant and focus the issues that remain for resolution, through appeal or further
prosecution.

In accordance with current USPTO rules, the Applicant may file a Response to the “final”
Office Action but may not further amend the claims, may not submit evidence in support of
patentability, and may not even conduct an interview with the Examiner, without the filing of a
Request for Continued Examination (RCE) or a continuation application. Substantive interviews
or other contact between the Applicant and the Examiner after final Office Action are discouraged.
Thus, an Applicant’s options after a “final” rejection are to file an RCE or continuation

application, appeal the Examiner’s final rejection or abandon the application.
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The cost for an RCE or continuation application, including government fees and service
charges, is approximately the same as that for filing the original application. In my experience,
the RCE is by far the more popular option selected by an Applicant in order to continue the
process of seeking a patent.

Diversity of Reasons for Filing U.S. Patent Applications

As indicated in my biography, T have had substantial experience as a USPTO examiner, as
an in-house lawyer and as outside counsel for patent Applicants. This experience has provided me
with detailed knowledge of workflows, costs and budget considerations related to the filing and
prosecution of U.S. patent applications, as well as the enforcement of resulting patents through
litigation and licensing. On the basis of that experience, 1 have observed that Applicants have a
wide variety of reasons for filing a patent application and seeking to obtain a U.S. Patent.

Tn the vast majority of cases, the inventions relate to actual products or processes that have
been developed by the inventor or his employer. Thus, two major goals for such applicants are (1)
to provide a public disclosure of an idea so that such disclosure serves as a batrier to patenting by
competitors, and (2) to secure claims directed to the particular features of the commercial
embodiment of a product that contains the invention to protect against the copying of that product.
In other words, in my experience, the perspective of the majority of Applicants is simply to obtain
a patent that reasonably covers their commercial product or process. There certainly are
Applicants that are willing to exhaust all administrative and legal options in order to obtain the
broadest possible coverage for their invention.

Determining the Meaning of Claims

In addition, based upon my prior experience, 1 am mindful of the challenges faced by

Examiners, the public and even Applicants and their representatives to efficiently review and
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assess the scope and meaning of claims in an application or issued patent. Any given word or
phrase may have different meanings and different scope to different individuals. Applicants who
provide Examiners guidance with regard to the meaning of claim terminology run a risk, however,
that an unintended restriction on the scope of the invention may result based upon principles such
as prosecution history estoppel, as explained by the Supreme Court in the I“esto case (I'esto Corp.
v. Shoketsu Kinzoku Kogyokabushiki Co. 535 U.S. 722 (2002)). Moreover, comments made
during prosecution may have an adverse effect on the enforcement of patents based upon
principles of inequitable conduct, and may unduly affect the interpretation that a U.S. District
Court may give to the meaning of claim terms during litigation. Because of this adverse effect,
there is a reluctance on the part of Applicants and their representatives to identify the relationship
between claims and the original disclosure, to characterize the invention and the prior art during
prosecution, and to explain the basis for amendments to the claims during prosecution.

Risk of Charges of Inequitable Conduct

Lastly, I wish to note the existence of the duty of disclosure that is placed upon Applicants,
their representatives and others involved in the prosecution of an application under the Patent
Rules (37 C.F.R. § 1.56), and the manner in which such duty is discharged with respect to relevant
prior art by the filing of an Information Disclosure Statement (IDS) as provided under the Rules
37 CF.R.§1.97 and §1.98). Where Applicants are aware of prior art that is material to the
examination of a patent application before the filing of the application, or they subsequently
become aware of such prior art, for example due to citations during prosecution of corresponding
applications in other countries, a disclosure of such art to the U.S. Examiner through an IDS is
required. Given their source, these types of documents often are not in the English language and

often are merely cited by other offices as sources of background technology. The relevance of
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such documents is summarized in search reports or brief comments by the Examiners in other
offices. Typically, other published patents that correspond to a cited prior art reference are
identified by number and country in the report. Also, typically, an English language Abstract of
the reference is available that summarizes the disclosure of the references, and such an Abstract
currently is accepted by the USPTO in satisfaction of the duty of disclosure.

Costs of Preparation and Prosecution

The costs to prepare and file a non-provisional utility patent application are substantial and
are reported in the AIPLA Report of the Economic Survey 2007. For example, the preparation
and filing of an original application of minimal complexity (10 page specification, 10 claims) on
average by a firm having my firm’s size is $8,548.00. Similar costs exist for relatively complex
biotechnology/chemical cases ($15,398.00), relatively complex mechanical cases ($11,482.00)
and relatively complex electrical/computer cases ($13,684). The average cost for filing an
Amendment in a case of minimal complexity is $2,244.00, in a relatively complex
biotechnology/chemical case is ($4,448.00), in a relatively complex electrical/computer case is
($3.910.00) and in a relatively complex mechanical case is ($3,506.00). (Pages I-78, 1-79 and T-80
of the Survey). The government fees related to such filings are the same (unless the Applicant is a
small entity) -- $1,030.00. The cost for filing an RCE is $810.00 plus a service charge, which in
the case of my firm, is $350.00. The cost for filing of a continuation application is $1,030.00 plus

a service charge, which in the case of my firm is $585.00.

Costs, Pendency and Quality
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At the outset, T would like to acknowledge the difficulties the USPTO faces in processing
the ever increasing number of patent and trademark applications it receives. These difficulties
have been exacerbated by the diversion of fee income in years past, which prevented the Office
from hiring and training the qualified staff it needed to handle its workload. The USPTO has been
in a catch-up mode for the last few years, when it finally has been appropriated essentially all of
the fee revenues it has received. Of course, members of this Subcommittee are keenly aware that
the quality and pendency problems confronting the Office can be directly traced to the diversion of
USPTO fee revenues. The beginning steps taken to address these issues made possible by the last
four Appropriation Acts demonstrate the absolute necessity of the Office retaining and using its
fee revenues, as would be guaranteed by the amendment to S. 1145 sponsored by Senator Coburn.
The Office must have such a guarantee of full funding in order to intelligently plan for the
recruiting, training and retaining the numbers of qualified Examiners needed to overcome the
challenges it faces.

Strategic Plan

The USPTO identified a broad spectrum of solutions to meet these problems in its draft
Strategic Plan for FY 2007-2012, as published in the Federal Register on August 24, 2006 (71
Fed. Reg. 50048). AIPLA submitted comments on the draft Strategic Plan in a letter to the
USPTO dated October 6, 2006. In its comments, ATPLA stated its strong support for the stated
goals of quality, certainty, cost effectiveness and accessibility, but encouraged greater emphasis by
the USPTO on transparency, accountability and sensitivity to the costs and risks of USPTO
policies to users and their representatives. ATPLA also expressed its support for programs to
provide Examiner retention, including pilot programs to investigate satellite offices, compensation

initiatives, diversity of career paths and enhanced resources and office support.
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While many of the initiatives identified in the Strategic Plan published in 2007 were
focused on quality, the main focus of the programs subsequently announced by the USPTO is on
the establishment of additional responsibilities and restrictions on Applicants, for example, in
connection with the Rules packages on continuations and claims, as announced on August 21,
2007 (72 Fed. Reg. 46715). The implementation of these specific Rules have been preliminarily
enjoined and is currently under review by the U.S. District Court for the Eastern District of
Virginia.

The Office published a Notice of its intent to engage the patent community in the
development of an objective set of review criteria that could be applied across its examination
processes on July 24, 2007 (72 Fed. Reg. 40286). 1t also announced its intention to study patent
Examiner production goals on October 4, 2007 and stated an intention to review assumptions
underlying current production standards in order to encourage a fresh look at production in a
manner that will motivate employees, improve its work environment and enhance the quality and
efficiency of the patent examination process. However, no additional initiatives that are related to
quality and are focused on Examiners have been announced since the publication of the final
Strategic Plan. Accordingly, in anticipation of the establishment of further initiatives, 1 would like
to take this opportunity to identify a number of problems that those of us on the front lines of
patent practice have experienced. Let me begin with some patent examination issues.

Patent Examination Issues

As already noted, in my experience, the vast majority of Applicants wish to obtain a patent
so that their idea is disclosed to the public and serves as a barrier to competition, but also covers
the particular product that embodies the invention. In the interest of cost saving, Applicants often

forego seeking the broadest possible protection. In those rare cases where an Examiner on his/her
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own initiative suggests limitations to a claim that would overcome prior art, the frequent response
by Applicants is to accept reasonable proposals, notwithstanding the strength of the Applicant’s
substantive position or the likelihood of success on appeal. I believe that, if the culture of the
Office were to encourage Examiners to propose claim amendments that would, at least in the
Examiner’s view, distinguish the claimed invention over the prior art, the need for further
amendment, filing of RCE or continuation applications and appeals, and their attendant costs,
could be avoided. In other words, the desired benefits of shorter prosecution and lower costs to
both Applicants and the Office could be attained.

Examiner Adversarial Approach

Tn general, however, Examiners do not provide such suggestions and the current
production goal system encourages extended prosecution. Even where interviews are held
between an Applicant and an Examiner in order to identify patentable subject matter, there is a
reluctance on the part of the Examiner to suggest or even commit to further claim limitations or
modifications that would result in allowable claims and thereby shorten the prosecution process.
As a result, an Applicant is forced to guess what an Examiner might accept, and then file a
Response with the hope that the Examiner does not find some further, previously undisclosed
interpretation of the claims or the prior art that results in yet another rejection.

The foregoing example suggests the existence of an underlying adversarial approach that is
compounded by both the failure of Examiners often to address all arguments made in a reply by
the Applicants or to fully explain their interpretation of the prior art. All too often, the specific
teachings of the prior art and the Examiner’s technical description of how the prior art meets the
limitations of a claim are omitted from the “Response to Arguments” that the Examiner is required

to provide.
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Rigid Application of Rules

Further, formality reviews of responses and papers submitted by Applicants to the Office
are often unnecessarily technical and rigid, resulting in waste and inefficiency. For example,
where an Applicant erroneously designates a claim in an Amendment as “currently amended” or
“previously presented” or “original”, a “Notice of Non-Compliant Amendment” is mailed to the
Applicant, thereby further delaying the processing of the application. Often, the delays and costs
related to this procedure could be avoided with an informal communication to the Applicant,
permitting an Examinet’s amendment to correct the error, or a comment in a subsequent Office
Action.  Similar issues arise with respect to informalities in Appeal Briefs, Reexamination
Requests and Reissue Requests.

Quality of Office Communications

While such formalistic errors by Applicants should not occur, the rigidity with which the
Office approaches them is in dramatic contrast to the manner in which it treats the formalities
governing communications by the Examiner with Applicants. All too often, an omission or error
in an Office Communication results in additional costs and delays due to procedural errors,
incomplete work, inconsistencies in stated positions within an Office Action and errors in law.
For example, from time to time, prior art that has been discussed in an Office Action is not listed
in a standard USPTO form (PTO 1449), even though such listing is required to ensure that the
cited art will be identified in the published patent, once issued. Similarly, the Office Action
Summary, which accompanies each Office Action prepared by the Examiner and contains a
variety of boxes for checking the current status of the application, its content and received papers,
is frequently incomplete. Applicants often must make multiple requests to the Examiner before

the record is made complete.
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Yet a further example of incomplete examination, often experienced by Applicants is the
failure of the Examiner to consider highly pertinent prior art that is expressly identified during an
earlier international search of the related PCT application and listed in an International Search
Report.

The foregoing are common errors and, I believe, could be addressed by a greater stress on
thorough and competent supervision of the Examiner’s work product before it is mailed from the
USPTO. Initiatives identified in the Strategic Plan included enhanced measurement of Examiner
work product quality, better supervisory training, and the establishment of relevant quality metrics
and measurements for these significant details.

This apparent lack of uniform supervision is further exemplified by the all-too-frequent
failure of Examiners and supervisors to return telephone messages, even multiple messages,
forcing extensions of time. This problem is exacerbated by Examiners who have full voice
mailboxes or mailboxes that simply do not work.

Administrative Processes

Problems with regard to such procedural issues, as contrasted with substantive issues, are
also found in the administrative areas. Numerous instances of errors by USPTO clerks in
preparing filing receipts and other documents often require correction by Applicants, adding to
costs for both the Applicant and Office. Further, all too often, USPTO clerks fail to promptly
enter E-filed amendments into PALM, so that an Examiner cannot act promptly on a response and
issue an Advisory Action in sufficient time for an Applicant to avoid having to pay an extension
fee.

Pre Appeal Conferences
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T would offer a final comment with regard to what appears to users to be an inherent bias
present in the pre-appeal submission process. Under this process, in effect since 2005 as a pilot,
following a final rejection of claims and concurrent with the filing of a Notice of Appeal, an
Applicant can submit a “pre-appeal submission” that summarizes and highlights what it believes
are errors in factual findings or legal analysis by an Examiner. Ideally, the “panel” comprises
three members, including the Examiner, who will evaluate the reasonableness of the Examiner’s
position. This procedure, the purpose of which was to avoid the expense and time of an
unnecessary appeal, was universally welcomed by Applicants, but its full potential has not been
realized in practice. All too often the “panel” includes the Examiner and the supervisor originally
responsible for the case, giving the third Examiner a minority position from the beginning.
Moreover, as recently experienced, the “panel” may include only the Examiner and the supervisor.
Possible Solutions

As solutions to the foregoing problems, T would encourage the Office to restore a more
positive climate for examination, including improvements in the diversity and quality of
opportunities for professional development so that Examiner retention may be improved.
Chronically poor performers, including Examiners and supervisors, should be addressed.
Examiners should be encouraged to be more pro-active, offering suggestions of claim limitations
or amendments that the Examiner would consider adequate to overcome rejections. Further,
Directors of technology centers should closely monitor the quality of supervisory review of
Examiner work product and initiate programs to enhance higher quality supervision. For example,
applications having more than three Office Actions on the merits should be investigated, and spot
checks of the work of a supervisor/Examiner team should be conducted more frequently than at

present. The Office should also institute better policies procedures and supervision of clerical
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functions with a view to reducing work that costs Applicant time and money, particularly with
regard to filing receipts. Finally, with regard to pre-appeal submissions, at least two senior
Examiners not involved in prosecution of an application should be involved in any review of such
submissions.

By implementing these changes, I believe that costs to the Office and Applicants can be
decreased, the time for prosecution of applications and resulting pendency would be reduced and
the overall quality of the resulting patents would be improved.

Since this is an oversight hearing on the USPTO as we know it today, I am limiting my
comments to the situation as it exists today. However, T would not like to leave the topic of costs
to both the Office and Applicants without mention of the “Patent Reform Act of 2007.” While that
pending legislation is not the subject of today’s hearing and it would be premature to offer any
definitive comments on its costs, it will clearly increase the USPTO’s costs of operation as well as
the costs for applicants to obtain patents. Administration of a post-grant opposition system would
add costs to operating the Office and present a challenge to the USPTO to find a sufficient number
of qualified individuals to serve as Administrative Patent Judges. On the Applicant’s side, the
mandatory search and patentability analysis requirements will significantly increase the costs of
filing patent applications, and increase the risk that charges of inequitable conduct will become
more dominant in patent litigation. As indicated, until the final shape of the legislation is known, T
would simply note that there will be cost consequences and operational challenges.

Industry Trilateral Initiatives

The “Industry Trilateral” is an industry group from the three jurisdictions served by the

Japan Patent Office (JPO), the European Patent Office (EPO) and the USPTO. The membership

includes the Japan Intellectual Property Association (JIPA), BUSINESSEUROPE, and both IPO
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and ATPLA for the United States. The organization was formed in 2004 and meets approximately
twice annually to address issues concerning costs reduction, workload sharing, pendency reduction
and efficiency in the patent and trademark prosecution areas. Among its projects are initiatives to
define a single search mechanism through which search results by one office can be shared with
and utilized by other offices and a common application format that all three offices would accept.
The use of this common application format alone would provide users an estimated savings of
$300 million annually, to say nothing of the savings by offices themselves.

A common application format was proposed by the Industry Trilateral in 2006 and was
partially adopted by the Trilateral offices (USPTO, JPO, and EPO) in 2007, but substantive issues
contained in the Industry Trilateral proposal which would represent the vast majority of savings,
were deferred.

One such recommendation is for the United States to amend its law to permit reference
characters from the detailed disclosure of an application to be used in the claims as initially filed
in an application without the creation of an estoppel limiting the interpretation of the claims. The
inclusion of reference numerals in the claims and Abstract of an application would provide a
convenient reference for Examiners, third parties and even Applicants who wish to easily correlate
the disclosure of an application or a patent to the claimed subject matter. From personal
experience in each of these roles, T know that substantial efficiencies would be obtained.
Although the USPTO has taken the position that such reference numerals should not limit the
claims, courts are not bound by USPTO policies and have acted to limit the interpretation of
claims based upon these and similar correlations between the disclosure and the claims. Thus, in
order to avoid such restrictions, Applicants and their representatives avoid providing such

correlation in public documents. As suggested above, in order to encourage such practice, the
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U.S. Patent Statute would have to be amended to provide an exemption for such correlation
provided in the application as filed. Subsequent correlations provided during prosecution would
continue to be subject to established rules governing estoppel and claim interpretation.

Another recommendation would be to remove the statutory requirements to include
“legends” in applications (statements identifying the origin of federal funding of inventions in
applications and the domestic priority of an application). With regard to such legends, alternative
approaches, such as the use of the application data sheet, would avoid the need to amend
applications while still providing the necessary notice to the public.

USPTO Disciplinary Rules and Inequitable Conduct

Another topic that T believe is important to address at this time concerns the current
activities of the USPTO with regard to proposed disciplinary rules and inequitable conduct issues.
The conduct of attorneys and agents who practice before the USPTO is subject to regulation
according to statute (35 U.S.C. §2(b)(2)(D)). Practitioners may be disciplined for failure to comply
with established regulations (35 U.S.C. §32). The Office of Enrollment and Discipline (OED) is
charged with responsibility to monitor and investigate conduct that may violate USPTO
regulations.

Proposed rules governing enrollment and discipline were published by the USPTO on
February 28, 2007 (72 Fed. Reg. 9195). AIPLA submitted comments to the Office on May 26,
2007. None of those provisions concerned USPTO Rules 37 CF.R. §10.18(b)2) or 35
U.S.C. §1.56. We understand the proposed rules have been revised and are being reviewed by
OMB, but they have not yet been officially promulgated. Tn public presentations by the USPTO in
the fall 2007, however, the proposed changes were summarized and included some troubling

proposals that were not presented as part of the original rules package. These proposed changes
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are based on the duty to make reasonable inquiry, consistent with Rule 10.18(b)(2), and the duty
of disclosure (Rule 56).

The public presentation by the USPTO includes examples of improper conduct that may be
a basis for disciplinary action and a finding of inequitable conduct. On the basis of the yet-unseen
revisions of Rule 10.18(b)(2), the Office has publicly stated that petitioners submitting papers
must read each paper in its entirety, regardless of the source. Such a requirement is particularly
problematic for foreign language documents, large documents provided by an applicant, or
complex documents provided by an applicant. First, such documents may be provided on the
basis of search reports and other corresponding applications and may have no specific relevance to
the invention in the U.S. application. Alternatively, only a specific portion of the document may
be relevant and only that portion translated. Finally, some documents may be cited solely for
background purposes by another Office.

A requirement to have the entire document reviewed by a practitioner before submission
would be burdensome at best, extremely expensive, and ultimately of little or no benefit to the
Office or the Examiner. Nonetheless, failure to conduct such review has been identified by the
USPTO in these recent presentations as a basis for inequitable conduct. Further, the Office is
apparently taking the position that there is a continuing duty to review such documents for each
claim, while pending, until withdrawn. Thus, following each amendment of the claim, the
references must be reviewed again.

The foregoing has never been considered a basis for a violation of USPTO ethical rules nor
even generally a basis for an ethical problem or for inequitable conduct. Indeed, there never was a
proposal by way of a rule change that would have permitted the public to comment on this

proposal.
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Nonetheless, the public presentations by the USPTO give the impression that this now is
the practice to be followed. The statements in the USPTO presentation may be asserted to a court
in litigation to represent acts supporting a finding of inequitable conduct and serving as a basis for
unenforceability of a patent despite the fact that such a rule has never been proposed, discussed
with users, or promulgated.

These comments are offered to illustrate the dangers and damage that can be caused where
highly sensitive and legally significant issues are addressed by the USPTO prior to any public
vetting and opportunity for input.

Rules Packages

Lastly, T would like to address the variety of rules packages that have been proposed by the
USPTO and published for comment. The packages containing limitations on continuations and
claims, issued as final rules August 21, 2007 (72 Fed. Reg. 46715), were to go in effect on
November 1, 2007, but are now on hold and awaiting a decision by the U.S. District Court for the
Eastern District of Virginia. A package related to changes in the requirements for an Information
Disclosure Statement (IDS), which we understand has been approved by OMB, has not yet been
released. Other rules packages involving appeals and multi-invention alternative claims, with a
goal to improve patent quality and reduced pendency, have been proposed, but have not yet been
finalized.

1 wish to make clear that both the practitioners’ bar and users acknowledged the need for
solutions to the pendency and quality problems identified by the USPTO. Users and the bar have
consistently voiced their willingness to work with the USPTO to find solutions, and ATPLA has
supported reasonable limits on claims and even financial incentives to implement such limits, but

without loss of rights. Users and the bar stand ready to work with the USPTO through a dialogue
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in which the interests of all stakeholders are recognized. A key to any solution, however, is the
avoidance of requirements that foster charges of inequitable conduct or force undue limitations on
the scope of protection that can be provided for an invention. As stated by the Courts, charges of
inequitable conduct are a plague on the patent system and any initiative to address the pendency
and quality problems should avoid exacerbating this significant issue.
Conclusion
1 wish to thank the Committee for the opportunity to present these views and 1 look

forward to any questions that you may have concerning the observations and solutions that have

been presented.



121

Mr(.1 BERMAN. Well, thank you very much. A number of issues
raised.

I will recognize myself for 5 minutes.

There is a tension here between pendency and all of the nega-
tives caused by that, and quality. And in a way, all of you have
spoken to this issue.

At this point, I would like to just engage, maybe even in a bit
of a dialogue back and forth, Mr. Dudas, Ms. Nazzaro and Mr.
Budens on how we can accommodate this tension, deal with the
terrible pendency problem and deal with some of the quality issues
that you address in the context of goals and working conditions and
requirements. So let me just ask a few questions.

First, to Ms. Nazzaro, I want to clarify one point in your report.
Your report found that, within a 1-year period, 70 percent of patent
examiners worked unpaid overtime to meet their production goals.

Did these examiners occasionally or consistently work unpaid
overtime to meet their goals? Was this a—sort of a once in a while
kind of situation, or was this a regular? And to what extent, if you
know,?did examiners work unpaid overtime to make production bo-
nuses?

Ms. NAzzARO. The second part I can answer quicker. We don’t
know whether the intent of working the overtime was to meet the
production goals. We didn’t ask that question. But of the 70 percent
that said that they worked overtime, five said they worked less
than 1 hour, 62 percent said they had worked 1 to 10 hours, 23
percent said

Mr. BERMAN. Over what period of time?

Ms. NAzzARO. It is over the past 12-month period how much
overtime worked per biweek.

Mr. BERMAN. Okay.

Ms. NazzARO. Twenty-three percent said they had worked be-
tween 11 to 20 hours, 5 percent said they worked 21 to 30 hours,
and 5 percent said they had worked more than 30 hours. So that
is worked per biweek in the 12-month period.

Mr. BERMAN. Okay.

Mr. Dudas, after the GAO report came out, the USPTO issued
a press release in October stating that it will review assumptions
the agency uses to establish production goals for patent examiners.
What steps thus far has the agency taken to study these assump-
tions? When do you think we will have the results of your study?
And will these results be made publicly available?

Mr. DuUDAS. Since that time, we have begun to look particularly
at breaking down attrition and retention numbers not just across
the board but specifically based on year. And we found that, as
things are more focused, when you get more focus on things, you
see patterns that begin to develop.

I will ask that we put up a chart that shows that attrition
throughout the USPTO is high in the first 3 years. As it gets past
the first 3 years, it drops to about eight, six, four, three, two, one,
and drops down dramatically. So we recognize—that is not the
right one, the one—the chart that has got the—shows retention
over 30 years, our attrition over 30 years.

The bottom line on that front is is that we have high attrition
in the first 3 years. That attrition lowers down dramatically after
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3 years, and then again lowers down—one of the things we are fo-
cusing on is specifically why are people leaving in the first year,
the second year, the third year?

We do actual exit interviews. I think it is important what GAO
did, where they asked the question, “If you were to leave, why
would you leave?” Best practice—yes?

Mr. BERMAN. But is that responsive, though, to the issue of re-
viewing the assumptions and establishing the production goals?

Mr. DuDAS. Oh, yes. On that front, well, we are certainly—every-
thing we are doing is looking at the assumption under the produc-
tion goals. Patent is doing that review across the board.

And again, even on that basis, you have to understand that the
production goals, that process has begun. That process is looking
at examiner’s production—some examiners do roughly 2%z times
more production than other examiners. It is based on the level of
experience the examiner has. It is also based on the number of
hours that are given per complexity for the technology.

So yes, that study has begun. Patents is looking at that. They
want to look at that over time, and they want to look at that. So
yes, we are happy to make those results public as we go through
that process.

But what I am trying to focus on particularly is we have to
make—go beyond what the study did in the GAO report, and we
have gone beyond that for the last several years, to focus on specifi-
cally where do we have attrition issues. We know that we have at-
trition issues certainly in the first 3 years. We are also putting
things in place to try to address those attrition issues.

We have actually lowered the attrition for first-years, where we
have our highest, by far. We have lowered that by 25 percent. We
targeted that area with retention and recruitment bonus and actu-
ally cut it in half.

But for the last 10 years, the PTO has lost about 20 percent of
their first year examiners. We have lowered that to 10 percent
where we have targeted retention and recruitment bonuses, and to
15 percent across the board.

Mr. BERMAN. All right. I am going to give myself, and then give
other people, an additional minute to just finish my three ques-
tions. And then, when—if there is a second round, although I do—
I should mention that we have to be out of here at 3.

Mr. Budens, the USPTO study—let us assume, when that study
is completed, and I am not quite sure when that is supposed to be,
but when it is completed, it finds an increase in examination time
is warranted, and the increase is implemented. How do you believe
this will impact patent pendency? Is there any way to accurately
calculate how incremental increases to examination time would ad-
dress examiner attention?

Mr. BUDENS. Well, first of all, I think that increasing—giving ex-
aminers more time will directly impact retention. I go down—I get
talked to by examiners every day and get stopped in the hallways,
go—thank you for getting us some more money, but what we really
need now is more time. We have got to have more time to do the
work.
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I believe the results of the study from the GAO because it cor-
relates with everything I hear and I see in the hallways. We did
a very similar study——

Mr. BERMAN. I also believe in the studies that correlate with
what I already believe, too.

Mr. BUDENS. We—interestingly enough, before the GAO study
came out, we had actually done a survey of our own—of examiners
ourselves, which ended up having results essentially analogous to
what they found.

And one of the questions you asked of Ms. Nazzaro, what we
found—because we actually asked the question, what we found was
roughly a third of examiners—and we asked a similar size cohort,
about 1,200, 1,300 examiners—about a third of them were working
unpaid overtime, significant amounts, just to keep their jobs.

Another third were working significant amounts of unpaid over-
time in order to make outstanding ratings and get bonus awards.
So hopefully that—and that is a statistic I think would—correlates
perfectly with what the GAO found.

Dealing with how increasing those times is going to hit pend-
ency, obviously the short answer would be it has got to hit pend-
ency early on. But there are a number of factors that I think are
coming together at this point in time that may change that.

The recent court case in KSR that may change where obvious-
ness goes, the fact that, if we can increase quality, if we can start
keeping the examiners and getting these people experienced and
examining and making the best rejections they can, applicants are
going to start seeing that it is not just kind of a turkey shoot to
go into the Patent office, and they are going to stop filing and wast-
ing their time and money. It is not cheap to get a patent. They are
going to stop filing that.

I think those combination of things actually could lower pend-
ency in time. But pendency has been a problem that took us 20
years to get here. I don’t think it is—I can’t—I don’t know of any
solution that is going to make it go away in a year, or overnight.

Mr. BERMAN. My time has more than expired.

I recognize the Ranking Member, Mr. Coble.

Mr. CoBLE. Thank you, Mr. Chairman.

Good to have you all with us.

Attrition is a bad word. None of us embraces attrition. But I am
pleased to learn, Mr. Dudas, that your attrition rate is more favor-
able than the Federal Government at large. I did not know that.
So that is the good news about attrition.

Now, you indicate, Mr. Dudas, that we cannot hire our way out
of the pendency and backlog problems. Are these problems manage-
able?

Mr. DubpAs. I think these problems are manageable, but there
are changes that are going be—need to be made, and I want to sup-
port something that Robert Budens said.

If we could put up a chart that shows the allowance rate at the
Patent & Trademark Office, this is the number of patent applica-
tions that ultimately lead to a patent issue. As you can see, in year
2000, 70 percent of all applications led to a patent. First quarter
last year, it was 44 percent.
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There is a dramatic drop in the number of applications that have
come in the door. Some of that is quality initiatives. Some of those
are things outside. But it is one of the things we think—and I
think Robert hit it on the head—KSR makes a difference, that—
what applications that come in the door are sometimes quite prob-
lematic. And we have gone from having 70 percent approvals to 44
percent approvals.

That has also led to a behavior that is basically do-overs. I will
try again and again. I will ask for my continuation if I don’t like
your answer. I will ask again. I will ask again. I will ask again.

Unlimited do-overs we have right now. If there were no do-overs,
no continuing applications—and there are legitimate reasons for
them—that is 30 percent of our applications right now, and that is
growing.

Mr. CoBLE. Thank you, sir.

Mr. DuDAS. So yes, we need better applications, as well.

Mr. CoBLE. Thank you.

Mr. Kasper, in your statement you say that the industry are Tri-
lateral, in which AIPLA participates, recommended a common ap-
plication format to the Trilateral patent offices. You furthermore
estimate that adoption of this format would yield a savings of $300
million annually to patent applicants, but that certain substantive
issues prevent most of these savings from being realized.

Expand on that, if you will.

Mr. KASPER. Yes. The common application format would assume
that there is a single format acceptable by all three Trilateral of-
fices. There are a number of components to that, some very formal,
such as common titles, common organizations. Others are sub-
stantive, such as the content of the claims.

Now, in the study by the Industry Trilateral, in preparation for
discussions with the Trilateral offices, we identified five different
areas that were significant. One I mentioned earlier in my testi-
mony, it deals with adding numbers to claims, where it is popular
in Europe but not popular in the United States.

Another is legends that are required under U.S. law. In Europe
there is a requirement that, once an application is filed, there must
be a description of the then-most pertinent prior ART in the speci-
fication. Similarly, the claims must be changed to comport with the
specification. And finally, in Japan, you have a requirement that
the prior ART be listed in the specifications.

Those are the major areas where costs would be saved if they
could be unified. So $300 million based upon each of those require-
ments and those different jurisdictions would be saved in the event
that they could be eliminated or made uniform.

Mr. CoBLE. Thank you, sir.

Ms. Nazzaro or Mr. Budens, either one, what compensation-re-
lated incentives are the most cost-efficient and attractive to step
the tide of attrition? Either of you? Either or both.

Ms. NAZzZARO. I was going to say, we have not done any analysis
as to which ones are most cost effective.

Mr. CoBLE. Mr. Budens?

Mr. BUDENS. I think that, right now from my point of view, our
most cost effective use of money has been in higher salaries for ex-
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aminers, which has kept them in the neighborhood. Washington is
not a cheap place to live.

And the use of recruitment bonuses. One area I would challenge
Mr. Dudas on is that he keeps referring to recruitment and reten-
tion bonuses. We are using recruitment bonuses to get people in
the door. I am not aware that we are using—that any senior exam-
iners have received retention bonuses at all, and I think that is
some place where we could expand usage.

The recruitment bonuses, it is a little early yet, from my view,
to say that they are going to work, because they are spread out
over 4 years. But they are certainly an incentive to get people in
the door. But it is the higher salaries that we have gotten with the
special pay rates and that we need to maintain in time that I think
keep people in the door.

Mr. CoBLE. I want to try to beat that red light illumination with
this question, Mr. Budens. How does outsourcing searches waste
time and resources at the PTO, and how do you feel it diminishes
patent quality?

Mr. BUDENS. The first problem I have, the resources that have
been wasted is the fights that we have had ongoing on this issue
for years. We fought this battle in 2005, and then we are fighting
it again now with applicant quality submissions.

My belief is that those things are not going to put better ART
in front of examiners because an applicant themselves is probably
going to most likely be searching the same databases that the ex-
aminer searches. They are going to be finding roughly the same
ART in a narrow area of their invention.

The problem with that is that examiners don’t look at just their
invention. We give claims that have broader, reasonable interpreta-
tion, and we may go out and find ART that reads on the claims
that their reading that the applicant doesn’t think about. Their
view is more focused.

And I just don’t believe in any way that it is going to put more
ART in. We already have the rules in place that, if applicant knows
about a Norwegian telecommunications ART or something, they are
supposed to be giving it to us. we need to enforce that so Black-
Berry cases don’t come up again.

Mr. CoBLE. And I thank the Chairman for not penalizing me for
not beating the red light. I yield back.

Mr. BERMAN. The gentleman from Michigan, Mr. Conyers.

Mr. CoNYERS. Thank you, Chairman Berman .

You are a union man, Mr. Budens, Patent Office Professional As-
sociation. What is the problem here? We have got tremendously tal-
ented people here.

Mr. Undersecretary, you have been through this and helped pre-
pare us for many years. And I sense, quite frankly, that this isn’t
complex. I mean, there is something more simple than is coming
forward.

Can you give me an idea about this, Mr. Budens? What is going
on underneath the radar for people that really want to understand
why we can’t resolve the problem?

Now, I know that, for years, there was no replacement money,
and there were backlogs generated. Here we have a part of our
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Government winning all kind of awards, and yet there is a lot of
severe criticism.

How do we sort these disparate facts out here and get to the bot-
tom of this? Start me off, please.

Mr. BUDENS. Well, first of all, I think that we have a—somewhat
of an atmosphere of conflict in the office. There is certainly the nor-
mal kinds of conflicts that you always have between management
and labor.

But I think one of the biggest problems that we have that I see
plaguing us is that we don’t have enough interaction between each
other on where the agency is going, how it wants to solve problems.

When you really need to find out how to get the job done, you
go to the trenches. You go get the people who are actually making
the widgets involved in the process, in developing better ways to
do things and developing—and deciding the paths you can go. This
is something we haven’t done.

Mr. Dudas says that they have started undertaking a goal study
of examiner goals. My viewpoint is POPA should be involved in
that study from day one, and I am just finding out about it, that
it is going on right now today at this table.

When the GAO report first came out, I met with the commis-
sioner of patents and the deputy commissioner for operations, and
I asked them, “Okay, we have got this study out. It clearly shows
what the problem is. When are we going to sit down, and let us
start talking about what we can do with goals.”

Their response to me is, “Well, we can’t really do that right now
because we need to see what efficiency gains we can get from the
rules change packages and the applicant quality submission and
other things—initiatives that we have got going on, and we really
won’t know how to do the goals.

Well, the rules change packages is tied up in court. AQS is tied
up here in the Congress. In the meantime, examiners just keep
working, but we are not—we are not being involved in the proc-
esses early on. We get things basically shoved at us at the last
minute and are told, “Have a nice day.”

Mr. CONYERS. Ms. Nazzaro, what do you see underneath the
radar screen that can help us out here? We want to help the Patent
and Trademark Office. Everybody is conscious of the importance of
what they do.

Ms. NazzARO. I think my comment would be very similar to Mr.
Budens’. I mean, we have gotten an agreement from PTO that they
are going to look at the production goals, but we don’t have any
time frame.

We don’t know really what they are doing. This is the first I have
heard as well, and I did ask my staff before coming in here, you
know, what reaction have we gotten from the agency, what re-
sponse have we got, because we do track all of our recommenda-
tions. And we had no idea that they were doing something, as well.

We are not against production-based goals. Setting goals is a
good thing. You can’t measure performance if you don’t have goals,
so we are not against production goals. We just think they have to
be reasonable.
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The agency has not met its goals for the 5-year period that we
looked at USPTO 2002 to 2006. So if they are not even meeting
these goals, they are unrealistic goals.

And yet, the number of staff who are very concerned with these
goals to me seems to be really off the radar screen. They are very
appreciative of all the initiatives that the agency has taken, and we
applaud them because they are in the forefront of making a family-
friendly workplace.

Being a woman myself, I know having an on-site daycare and all
of these things are commendable, being able to tele-work in the
Washington, D.C. area, all commendable. But they are missing the
point. When 67 percent of the agency says they have a problem
with production goals, it seems like they should at least study it.

Mr. CONYERS. Mr. Chairman, could I get enough time to ask the
undersecretary to respond after Mr. Kasper?

Mr. BERMAN. I think it makes sense.

Mr. CoONYERS. All right.

Mr. Kasper, please, do you have anything to add to this?

Mr. KASPER. Thank you.

From my perspective, as I said, as an ex-examiner and certainly
now outside, one of the things that is most important is to have
enough funding for the examiners, enough training for the exam-
iners, and to provide them with proper supervision so that they can
do their jobs in a consistent way so that, to the outside world, they
appear to be uniform and provide a high quality output.

Thank you.

Mr. CONYERS. Mr. Undersecretary?

Mr. DubpAs. Thanks very much.

I do think that much of the issue at hand is what Chairman Ber-
man raised earlier, which is there is an inherent tension between
quality and production. We could certainly get rid of the backlog
overnight by cutting time in half. It would be ridiculous. Quality
would be terrible.

We had a 2004 study done by the inspector general who con-
cluded the opposite of what the GAO study was, which is that we
are giving too much time, because so many of our examiners, more
than 60 percent of our examiners actually achieved productions
standards of 10 percent higher than what is required of them. It
is beyond the goal.

We didn’t instantly run in and say, well, let us, you know, raise
the goal for examiners, because we recognized there are a lot of
challenges, and there are many, many challenges. Balancing that
is critically important.

But I think, again, we believe very strongly in studying all the
assumptions under the production goals. They are 25 years old. I
do listen to examiners.

We talk a great deal, everything from official functions and
brown-bag lunches. So quite honestly, I learn a whole lot at the
gym, talking to examiners about what kinds of issues there are.

The claims package that is now being held up in court were ideas
that came from examiners because they look at too many claims,
and they said, “This is a quality problem. It is a production prob-
lem.”
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I think where I see attention is I think the conclusion that has
come from the GAO study for many people is that what we need
to do is lower standards across the board. And I would have to tell
you, the USPTO disagrees that we need to lower standards for ex-
aminers. We are a performance-based organization with high
achievers.

And let me tell you what this means. It means that 60 percent
of all of our folks work beyond the level they need, beyond 10 per-
cent and beyond, to get higher bonuses. What we need to do is not
lower standards. We need to increase opportunity.

We need to increase flexibility. We need to let examiners have
the opportunity to do what they do best from wherever they want,
whenever they want, and however they want.

And let me tell you about just three programs where this has
been put in place in the last 2 years. Tele-working, which we didn’t
have in patents but had in trademarks, 1,000 patent examiners are
now working from home.

Eighty-three percent increased in morale. Eight-seven percent
say they would be more likely to work more years—retention. And
10 percent increase on average in production because they have the
opportunity to work from home. When they had more time, they
chose to do more work and have more flexibility.

A flat goal program, where we say, “Listen, you get paid per pat-
ent beyond a certain amount.” Less people apply. It is a voluntary
program. Over 150 people. Eighty-three percent of examiners re-
ported higher job satisfaction. Over three-quarters, which is not
enough to conclude there is a 5 percent increase in production
across the board. Again, something voluntarily chosen.

And laptop programs. This should have made sense a long time
ago. We said to patent examiners, “Have a laptop. Take it home.”

Mr. CONYERS. Well, this impresses me, but does it pass the test
with Budens? That is the question.

Mr. DuDpAs. He is a tough, tough grader. I haven’t passed——

Mr. CONYERS. What do you say?

Mr. BUDENS. I appreciate Mr. Dudas’s comments, and we do
agree that some of the things they have done have been very good.
Laptop program was very well received. It was a little of a concern
to us because we knew that examiners would be using it to work
more unpaid overtime, but examiners wanted it because they are
a dedicated bunch.

We are not necessarily opposed to production goals, by the way,
like the GAO is, either. We understand their needs. But there are
a lot of things that just aren’t meshing.

You mentioned the flat goal program. The flat goal program, al-
most all examiners just find that program reprehensible and are
scared to death that the agency is going to implement it and pretty
much run most of us out the door because it is not unrealistic. We
believe it is illegal. We are fighting it.

He made a—my brain went dead.

Mr. CoNYERS. Well, would going to the gym more with Dudas
help you or hurt you?

Mr. BUDENS. Well, one look at me says it may help me in some
ways. I am not sure that it would necessarily improve our relation-
ship all that much.
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Actually, Mr. Dudas and I get along very well, I think, one-on-
one. We have had a lot of good conversation. Where the real prob-
lems are is in the real development of where—and direction of
where the agency is going.

The employees need to be empowered. We need to be involved in
that process.

We are a very dedicated bunch. We believe in this system. We
want it to be successful, and we want to do a good job for the
American people. We need—we have one of the smartest, highly
educated workforces in the country. Put us—let us help design
where the agency is going and design the right tools that we need
and the right direction that we need to go to be able to do the job
that the American people deserve.

Mr. BERMAN. Very good.

The gentleman from Ohio. Again, 3 is our flat production goal.

Mr. CHABOT. Thank you, Mr. Chairman. I had another meeting
that conflicted with this. That is why I am a little bit late. If I am
repeating my questions, anything that you already covered or any-
thing my colleagues already covered, I apologize in advance for
that.

Mr. Undersecretary, I will begin with you. And if any of the
other witnesses want to either supplement or disagree with or add
to my questions to the undersecretary, that is fine. But I will direct
the questions to him.

Why did the USPTO wait until the 2007 GAO report to initiate
a study on patent examiner production goals when a 2005 GAO re-
port identified unrealistic production goals as a problem?

Mr. DuDAS. Again—and you are not asking a—it is a new ques-
tion.

Essentially, we are—we have not agreed with the conclusion that
has come from GAO that it was intimated in 2005, and I think
more directly said in 2007, the conclusion that what we need to do
is adjust production goals and that that will somehow really in-
crease production.

And the reason being—and so, in 2004, I mentioned earlier, the
inspector general did a report that said the opposite, essentially. It
said we need to raise our production goals, not lower them.

So I think what we are constantly looking at what should pro-
duction goals be and how do they work. We are also looking in
terms of what does it really mean in terms of attrition.

What the GAO study did was gave a lot of good, raw data, but
we have spent a lot of time doing—digging deeper under that data
since earlier than 2005, really trying to find out what really is—
what matters most for attrition and retention by year.

So I had mentioned earlier that what we found is that we do exit
interviews. Everyone who leaves, we ask them why did you leave,
and they will come in and—not everyone chooses to do them, but
of those that do, we have a higher response rate than generally in
industry.

And what we have found is that the primary reason why people
are leaving in their first couple years, 41 percent said the primary
reason is the nature of the work. That agrees with what the GAO
says, what Robert Budens has said there.
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We found in years 3 to 10, though, that no one said that it was
the nature of the work. They said that they think it was supervisor
issues or management issues, along those lines.

So what we have started to do, we have had 2 years in a row
where we have had a management competence, working with our
managers to work, “How can we address that problem?” We have
looked at——

Mr. CHABOT. I tell you what. I have only got 5 minutes.

Mr. DuDAS. I am sorry.

Mr. CHABOT. That is all right. Let me cut you off there and ask
if any of the other witnesses want to supplement that answer,
or—

Ms. NAzzARO. Well, maybe there is a misunderstanding of why
GAO believes the way it does. I mean, what the testimony we have
heard today is that the more senior employees are the more pro-
ductive employees. Over 70 percent of the workload is done by the
more senior employees.

If you consistently have turnover, particularly among those jun-
ior staff, you are never going to be developing that senior cadre.
What we see is the problem with the attrition among the people
who have less than 3 years, it takes 4 to 6 years for someone to
really become a journeyman or become proficient in that profession.
It is also taking the senior people more time to provide that on-the-
job training then, too.

So I mean, we really see a problem with this whole attrition. And
until they can effectively reduce that attrition, I don’t think we are
going to work out of the problem. And so, that is where we are say-
ing that, if they are continuing to say production goals are driving
us out because the nature of the work is too competitive, too pro-
guction-oriented, we need to figure out a way to have a happy me-

ium.

Mr. CHABOT. Okay, thank you.

Let me ask my second question, Mr. Dudas. Was there any dis-
cussion within the USPTO management team over whether Con-
gress should have been notified of the re-organization of the Office
of External Affairs?

Mr. DuDAS. Absolutely. In fact, we look at—there are three dif-
ferent types of changes that might trigger different requirements,
a re-organization, a re-alignment and a reprogramming. So we cer-
tainly have that discussion every time we make a change.

A realignment is, if you will, changing people within a box. A re-
organization is changing boxes on the org chart, getting rid of a dif-
ferent type of a thing. And a reprogramming is a significant change
in funding.

So there is no question. We had our chief financial officer in
every one of these cases. We have done five realignments in the
last year. On each one of those cases, our chief financial officer gets
together with our office of general counsel as needed, our office of
government affairs, to determine is this the kind of thing that trig-
gers that appropriations requirement to notify the Appropriations
Committee that this is a re-organization.

So we definitely have that conversation every time. There have
been a number of times where re-organizations in the last few
years. I have got examples of when wee determine that they are
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re-organizations. We have come up and notified Congress officially,
and in each case it is a re-organization.

I have examples of when it has been a reprogramming, and we
have come up and notified the Appropriations Committee and oth-
ers of what change is going to be made. But a realignment, we
don’t do that, but we certainly have discussions n that in a very
formal way with a lot of——

Mr. CHABOT. Let me squeeze my last question in quickly here.
What has been the effect of the re-organization of the Office of Ex-
ternal Affairs on USPTO, Intellectual Property Enforcement ef-
forts?

And my time has expired, so, if you would keep your answer rel-
atively brief, and I would like to go to the others quickly if they
have some response to that.

Mr. Dupas. Higher efficiency, essentially. We had an organiza-
tion that had Government Affairs, International Affairs and En-
forcement all in one. Five years ago we change that and split them
out among three.

And what we found is our people were bumping up against each
other. Enforcement people and International Affairs people often do
very much the same thing. We have stationed people in the em-
bassy in Thailand. We had people that were working in that. That
was from International Affairs.

We had people that were working from Enforcement bumping
into each other. What we have now is a team of more lawyer. No
on transferred out of the office or into the office. More lawyers who
can work on our global intellectual property academy and gear
themselves toward enforcement or gear themselves toward the
international relations or policy.

So it is a more efficient operation. We made a mistake 5 years
ago when we split them into three. We should have split them into
two. Government Affairs should be separate—International Rela-
tions.

Mr. CHABOT. Thank you. Any of the other witnesses need to com-
ment on anything? Okay. Thank you. I yield back the balance of
my time, Mr. Chairman. Thank you.

Mr. BERMAN. I recognize the gentleman from Florida, Mr.
Wexler.

Mr. WEXLER. Thank you, Mr. Chairman.

Mr. Dudas, if I could go back to the list that I had read at the
beginning in terms of, if my understanding is correct, at least a
dozen senior people in your office have left involuntarily, not volun-
tarily. These involuntary dismissals represent an extraordinary de-
gree of talent, expertise, technical knowledge developed over dec-
ades.

And it raises the question why so many career professionals, if
my understanding is correct, have involuntarily been dismissed. So
could you please tell us what the numbers are in terms of this
level? We are talking about commissioners, deputy commissioners,
administrators, chiefs of staff, financial officers, deputy financial of-
ficers information officers, chief information officers, deputy infor-
mation officers. What is going on?



132

Mr. Dupas. Yes. And you are talking about at the senior elective
service. This is the highest level within leadership in our organiza-
tion.

There haven’t been a lot of involuntary dismissals. A lot of people
have chosen to leave. There have been some folks that I have said,
“I don’t think performance is where it should be.”

I am really glad you asked this question because I worked on
this Committee in 1999 when the USPTO was made a perform-
ance-based organization. We were about performance. And our ex-
aminers had been under performance standards for a long time.
Our management wasn’t always under performance standards.

When I came into the office, the Appropriations Committee re-
port came through, and Congress said, “PTO management has not
been sufficiently innovative. Finally, we lack full confidence in the
information provided by PTO management regarding its needs and
performance.”

So the first thing we did was look at what is happening within
this office. Why aren’t we achieving our goals? And we looked at
Government, performance and results——

If I can show you here, this is the history of the office. The blue
line going up, we met on average 25 percent of our goals at the
Patent & Trademark Office before 2004. We are now up to 90 per-
cent.

I am embarrassed to say that last line doesn’t go up to 100 per-
cent. All of our major goals that we report to the Administration
and the Congress, we have moved up from an average of 25 percent
to over 100 percent.

I will also show you the line that moves more downward. That
is the ratings outstanding for senior elective service people in our
organization. In 1999 we met 18 percent of our goals, and 82 per-
cent of the senior executives were ranked outstanding. We don’t
even—we don’t have about half of our patent examiners ranked
outstanding, and they have tight production standards.

So the bottom line is it became a little harder to work there. We
said—and if you see, as our goals met went up, our ratings of
SESrs went down. A number of people left, quite honestly just said,
“It is too hard. You have strategic plans. I don’t want to do this.
I have other places I can work.”

There were others. I waited 3 years to have full discussions
where I said, “I would like to reassign you because I don’t think
we are meeting our goal. I want people in place who will meet their
goal.”

So I am happy to go over any individual, but I will say there is
little question that I came in with a sense of what this Committee
wanted and what that law said, is to become a performance-based
organization, and that is what we have done.

I am proud to say we brought down the ratings to a point that
I think is more reasonable. And in the last year, last 2 years where
we have broken records, literally 12 records, historical records at
the Patent & Trademark Office, that yes, we started to see some
of those outstanding ratings go up.

Mr. WEXLER. So if I just sum up your testimony then, in regard
to these senior managers, it is your testimony some have left vol-
untarily, for whatever their reasons, and those that have left invol-
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untary—on an involuntary fashion have been dismissed because
they failed to meet your guidelines, they failed to meet the levels
of required expertise?

Mr. Dubpas. Yes. I would say—I can’t think of the people that I
actually—that I went through a process of actually dismissing,
going through the process of firing, et cetera. I had hard conversa-
tions with a lot of our managers, where we sat down and discussed
whether or not we were meeting our goals and what kind of sup-
port that I had given.

In the patents organization, at one point I sat down with some
leaders of the organization and said I would plan to reassign you,
and did make reassignments, which is—so that is not a dismissal,
but that is me saying that I think that the fact that we have
missed these goals, I would like to get people in place who are—
and quite honestly, I felt that I had been asking for, wanting infor-
mation for some time that would help us meet our goals, and that
we weren’t doing that.

Mr. WEXLER. Just to follow up and be done, is this quantifiable
in terms of individuals? If they—is there something in writing that
says they haven’t met their goals?

Mr. Dubpas. Well, we certainly do performance appraisal plans
and the like. And like I said, in many cases, it is not, “You have
not met your goals, and you are not doing the findings.” In many
cases it i1s a sit-down conversation of, “Why aren’t we being suffi-
ciently innovative? Why aren’t we doing the things that Congress
has been asking us to do?”

I mean, again, I will tell you, I hold senior executives to a very
high standard because we certainly hold our examiners to a very
high standard.

Mr. WEXLER. Thank you very much.

Mr. BERMAN. Thank the gentleman.

From what I heard from the Chairman and from what I see in
the audience, we are going to have a gig that implicates the per-
formance right soon, so we are going to have to start wrapping up.

But Mr. Watt is recognized.

Mr. WATT. I will be very quick because I am going to ask Mr.
Dudas to provide some information in writing, if I can. You said
you anticipated what the oversight hearing would be about, but I
doubt you have a chart with you that will reflect what I am getting
ready to ask you.

As a new Member of this Subcommittee, I have noticed the same
thing that I have noticed as a Member of the Financial Services
Committee, on which I also sit, that there doesn’t seem to be a lot
of diversity in what is going on.

So if you could just send us the information about the diversity
of your workforce at the Patent office

Mr. Dubpas. Congressman, I am happy to, but I can answer you
if you want me to. I am happy:

Mr. WATT. Well, in the interest of time, I would rather see it in
writing anyway. If it is not going to take you any longer than it
would take you to answer it, then I am going to be disappointed
anyway. I would rather be disappointed in private than in public.
And you would probably rather for me to be disappointed in pri-
vate.
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Mr. Dubpas. Right. I don’t think you will be disappointed. Let me
just—54 percent diversity.

Mr. WATT. Four percent?

Mr. Dupas. Fifty-four.

Mr. WartT. Fifty-four. Well, I want to see the numbers up and
down the line.

Mr. DuDAS. That is fine. We will give it to you broken down, and
we will give it to you whatever way you want.

Mr. WATT. Yes.

Mr. DUDAS. And if you want more information, we are happy to
give you more information.

Mr. WATT. I appreciate it.

Mr. DupAs. Thank you.

Mr. WarT. That is the only question I have. I appreciate it. 1
yield back, because I want to hear the whinings [sp] also.

Mr. BERMAN. The gentleman from Georgia, Mr. Johnson.

Mr. JOHNSON. Thank you, Mr. Chairman.

Mr. Dudas, as a follow up to Mr. Watts’ questions, in your testi-
mony you state that the various recruitment efforts, you state the
various recruitment efforts made to attract science and engineering
students to create a pool of potential examiners for the agency.
Could you please tell us your efforts in ensuring the diversity in
this pool of potential candidates?

And I will rest with that.

Mr. Dubpas. Like many large organizations, we recognize that di-
versity is something that is of great benefit to our agency. So I can
go into specific programs. The U.S. government is about 32 percent
diverse. The USPTO is 54 percent diverse. Our examiners are 51
percent diverse. And in the last 2 years, our recruiting classes have
been 52 percent diverse.

That is broken down by a number of different categories. We
have been improving in a number of categories, seeking that type
of diversity. We have partnered with the Minority Business Devel-
opment Administration to help us with outreach because we are
hiring 1,200 examiners a year. We want to work with them to do
that.

We have now gone to—much more to historically Black colleges
and had I think 145 people hired at historically black colleges in
the last few years. We have partnerships with minority student en-
gineering societies at some of the major schools we go to, MIT,
some of the big universities where we traditionally—not just said
let us go in through the recruiting, but let us work with the minor-
ity student engineering societies that they have there as well.

We have a Community Day every year where we basically cele-
brate the variety of cultures and the variety of ethnicities we have,
and celebrate that we are all at the USPTO. We held 26 events
specifically focused on minority recruitment last year. And as I
mentioned—in the last 2 years, I am sorry—it is 145 people that
we have recruited from historically Black colleges.

We are challenged in recruitment on gender in the same way
that the industry for engineers are challenged. We need to improve
in terms of how many women that we are recruiting. We are trying
to expand that as well. That is something that you see in the engi-



135

neering professions throughout, but we are trying to increase that
number—that level of diversity as well.

And I will throw just one more thing that wasn’t intended, nec-
essarily, to be a diversity effort. But Chairman Conyers came down
and spoke to a recruitment class that we had, and he came down
right around Martin Luther King Day and shared with—his efforts,
hzvhat he managed to do to make Martin Luther King Day a holi-

ay.

That was something that we had about 200 people in that acad-
emy that were graduating that day. They were inspired. But the
word spread throughout, just about how we are bringing people in
from outside traditionally USPTO environment, and that was
something that was inspirational to many of our folks.

So there is a lot that we are trying to do not only to recruit, but
also to make sure that it is an environment where people want to
stay.

Mr. JOHNSON. Thank you.

Mr. DubpAs. Thank you.

Mr. BERMAN. The gentlelady from Texas, Ms. Sheila Jackson
Lee.

Ms. JACKSON LEE. Thank you very much, Mr. Chairman. I know
the pending issue of importance that is about to come upon us, so
let me rush through and welcome the witnesses, thank them for
their presentation, and basically focus on the good friend and as-
sistant secretary of the office.

First of all, the President has put forward his budget for forth-
coming. And are you here applauding the budget, or are you pre-
pared to see it tweaked because there is a greater need, particu-
larly in the inspectors—examiners, rather?

Mr. DupAs. We are actually quite pleased with the budget be-
cause it is the fifth year in a row that the President’s budget has
said that all of the fees that come into the agency should stay with
the agency. And Congress has followed that lead 4 years in a row.

And so to us, we are a fee-funded agency. Our goal is really to
see that those fees stay within for the inventors, and so we have
been pleased.

Ms. JACKSON LEE. So that framework, it gives you the sufficient
amount of money?

. Mr. Dubpas. Yes. Well, it gets us all of our fees. It gets us all our
ees.

Ms. JACKSON LEE. All right. I know I can probe that in a further
letter.

Let me just quickly—if I could follow up on Mr. Watt’s question
and ask you, in the breakdown of his request regarding diversity.
If you can also categorize it by GS level, how many are 13s, how
many are coming at that level, because I would imagine that you
are taking some laterals, and it is very important to see the ability
of people moving up. Can you provide it in that manner?

Mr. DuDpas. I think we can. I am almost certain we can.

Ms. JACKSON LEE. Management is important.

Let me also suggest that you—actually you talk about minority
engineering societies, very important. But I would encourage you
to formulate a direct program with Hispanics serving in historically
Black colleges, which the President has a framework, the college—
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the Congress has a framework. We have worked—and so those
frameworks are already in place.

One, the knowledge of them, the organizations are there, and we
would like you to have a report back if you utilize those resources
of students. And I might, just for the record, throw out Purview
A&M in Texas.

My other question is—quickly is what efforts are being under-
taken by the USPTO in the area of enforcement, particularly with
respect to China? And what has been your challenges? What have
been your success rates, because I can tell you that many of our
businesses and constituents, and they fall on different sides of the
lot on this.

Certainly there are some successful, but others are complaining
that the trade imbalance, the infringement, rather, which Mr. Con-
yers has worked on extensively, the Judiciary Committee has
worked on extensively. I don’t know what progress we have been
able to make.

Mr. DubpaAs. The challenge, as I think you are implying, is very
clearly that, with all the efforts that are underway, including a
World Trade Organization action against China, the metrics still
show that China is responsible for 80 percent of all of the counter-
feit goods that are attempting to come in the United States, and
we see similar numbers in Japan and in Europe.

And so there is no question. The challenge is that the results are
that counterfeiting is happening in China, that their laws need to
change, and that more needs to be done.

How are we involved? We are involved very directly. Some-
times—we actually have a very unique position in the U.S. govern-
ment. Sometimes we are shaking our finger or telling China, “Lis-
ten, there is more that needs to be done.” This needs to be done,
and we support the WTO case and work with the U.S. trade rep-
resentative.

But we also come in and work very carefully with all of the agen-
cies in China. We work with the customs people. we work with the
police. We talk to the Supreme Court justices. We have a number
of programs where we bring in hundreds of Chinese officials to help
train them and teach them and work with them about how intellec-
tual property is an important point.

We have had very successful relationships, particularly with the
head of office in the Chinese intellectual property office. So what
we do is we partner very closely with the people who are pro-intel-
lectual property in China, and we develop and we help strengthen
{:holse ties. That is where we have been very successful, particu-
arly.

Ms. JACKSON LEE [continuing]. I don’t want to leave you out of
my last question. Can you give me an assessment of the profes-
sional workers and the issues or—of your association, or treatment
of your association, or comfort level that you have with the office
at this point?

Mr. BUDENS. As I said before, the examiners are very highly edu-
cated and highly skilled force, and they are highly dedicated to the
patent system. We want to do the job right. We really understand
the importance of patents in driving innovation in this country and
throughout the world.
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I think there is a sense of frustration that we are not more in-
volved in developing the kinds of things and tools and policies and
stuff that we need to be able to do the job right.

In I think several areas of the office, I think we are very pleased
with this Administration, some of the initiatives they have put for-
ward. The Hotelling program has been well received. The laptop
program has been well received.

On the flip side of that, we are in the middle of a contract nego-
tiation right now for our term contract in where the positions of the
agency on many very important things like grievance rights and
performance appraisal stuff, the agency has taken very decidedly
anti-employee positions on those areas. And we are scared to death
of what is coming out of that negotiation.

We are starting mediation on that next Tuesday, I believe, and
expect the agency to have us at the impasses panel very quickly.
And I don’t think—I don’t see right now anything good coming out
of those mediation. I hope I am wrong, because I think it is going
to be a decidedly negative impact on examiners if nothing happens,
if the positions of the parties don’t change right now.

Ms. JACKSON LEE. Mr. Chairman, let me thank you very much
for your indulgence, and just conclude by saying Mr. Budens’ com-
ments disturb me. And I believe if we are to have an efficient, ef-
fective and professional office and staff, if we are to build on our
recruitment, obviously the Federal Government needs to be a lead-
er in respecting worker’s rights or opportunities to have—express
a grievance.

So I don’t know what statement that Congress can make at this
point, but I hope that we can make a statement that indicates that
we are watching, and we are concerned. And I hope that we can
get a report back that our parties have come together, and they
have done the right thing. Otherwise, I hope maybe we will have
a hearing on the issue.

Mr. BERMAN. We will take a closer look at the current round of
bargaining on this issue.

I will now thank the gentlelady, and I will recognize myself. I am
told we have a little bit more time, so, Mr. Kasper, I would like
to go to your testimony to examine one particular statement. Page
five where, in the middle paragraph, where you start out, “In the
vast majority of cases, inventions relate to actual products or proc-
esses that have been developed by the inventor or his employer.”

And you talk about two major goals for such applicants, and you
have one, and then you have the second one, and that is the one
I want you to focus on, “To secure claims directed to the particular
features of the commercial embodiment of a product that contains
the invention to protect against the copying of that product.” You
see where I am talking?

Is what you are saying here, the phrase, “The particular fea-
tures,” is the particular features is the invention, but the claims
may be defined broader to cover and include the commercial em-
bodiment that contains that inventive feature. Is that basically
what you are intending?

Mr. KASPER. Chairman Berman, the intention was to show that,
in some cases, you can have a claim that is broad enough to cover
both the commercial embodiment as well as competitors’ embodi-
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ments. So in other words, the scope of protection is broad, and
stops many competitors from entering the field.

Mr. BERMAN. Can the scope of the claim be written to cover sort
of the commercial embodiment, and therefore is broader than the
description of the inventive feature?

Mr. KASPER. Yes, it can be broader. You may—and typically, it
is broader than the description of the invention. However, some-
times the applicant will take a much narrower scope of protection
that covers only what he has in the marketplace. He doesn’t care
about a competitor’s product or getting the broadest possible pro-
tection, as long as his widget, as it is sold, is actually covered. So
he is prepared to compromise and to truncate the prosecute

Mr. BERMAN. And in that case, the claim would only cover the
inventive feature.

Mr. KASPER. Correct.

Mr. BERMAN. All right. And then, one last—I have a lot of ques-
tions, but I am not going to do that. But I just—in your testimony,
you speak about many applications your firm files every year. We
hear—I hear that part of the patent pendency problem stems from
overly aggressive lawyering on behalf of applicants, where the law-
yers exploit the system in ways that create many burdens on the
examiner despite the current rules.

What additional duties, if any, would you impose on applicants
to improve the patent examination process?

Mr. KasPER. Well, certainly the additional duties could involve
more full description of the features of the invention during the ap-
plication prosecution process. In some cases, for example, the appli-
cant may simply say there is a difference between the invention
and the prior ART, and then leave it to the appeal process to have
that worked out by the Board of Appeals.

What I believe is that, in a dialogue between the examiner and
the applicant, if that dialogue could be open and free, without con-
cern for inequitable conduct, you would have an opportunity to
have the important inventive features identified, recited in a claim,
and eventually have the claim and the application issued as a pat-
ent in a much more expeditious manner.

Mr. BERMAN. All right. Unless there is some reason to the con-
trary, we are—votes have been called. I appreciate very much—
they are not all the—there are a lot of issues out there. In fact, I
just will make an observation for Mr. Dudas on one very specific
point that was raised by you and commented by one of the Mem-
bers.

When you split the Office of External Affairs into three offices 5
years ago, that was—this was Mr. Chabot, I think was pursuing
this line of questioning—that you considered an executive reorga-
nization. So wouldn’t it follow that the collapse of those three of-
fices into two would be considered an executive reorganization?

Mr. DuDASs. It is not, and I will tell you why. The difference be-
tween it is it is a—when the split came in first—I am not certain
if it was a reorganization, but I will tell you the difference between
that split and the flip back was.

There was a specific position that was Administrator for External
Affairs. When we decided to put it into three, we said that position
should rest in the deputy undersecretary. And the deputy under-
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secretary—at that level, this is policy for the entire Patent &
Trademark Office, lead advisor to the President and others.

That statement—that right there stayed the same in this re-
alignment. It is still the deputy undersecretary that leads that or-
ganization. So that would have been a change from someone who
reports to deputy undersecretary to someone who is within.

I can tell you, I am happy to go into

Mr. BERMAN. I will think about your statement on the matter.

Mr. DUDAS [continuing]. Sure, that is

Mr. BERMAN. Okay.

The Committee hearing is adjourned. I thank you all for coming,
and there are things to follow up both on your part and on our
part, which we will do. Appreciate it.

[Whereupon, at 3:07 p.m., the Subcommittee was adjourned.]
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Thank you, Mr. Chairman, for your leadership in convening
today’s very important hearing on the oversight of the U.S. Patent and
Trademark Office. I would also like to thank the ranking member,
the Honorable Howard Coble, and welcome our panelists. I look

forward to their testimony.
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In this hearing, Congress exercises its duty of oversight over the
U.S. Patent and Trademark Office (“USPTO”). This hearing will
explore the efforts being made by the USPTO to tackle patent
application backlog. This hearing will also review recent USPTO
organizational changes.

The USPTO is responsible for issuing patents and trademarks.
Patents grant exclusive economic rights in new inventions.
Trademarks grant exclusive rights to use a word, phrase, or symbol to
denote the source of origin of goods or services. Because the USPTO
has made considerable gains in reducing the time it takes to process

trademark applications, i.e., pendency, my statement will focus upon

the steady rise in patent applications and the time it takes to process
patent applications.

In order to determine whether to grant a patent, examiners
must ascertain whether a discovery is of patentable subject matter,
useful, novel, non-obvious, and accompanied by an adequate
description. The USPTO requires an adequate number of examiners
and easy access to information resources in order to process the high
number of patent applications filed each year.

The USPTO also requires adequate financial resources to
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properly respond to the increase in patent applications. The USPTO
is authorized to collect statutorily set fees for the services it provides.

Since 1991, USPTO operations have been entirely fee supported.
However, as an agency within the Department of Commerce, the
USPTO is subject to the appropriation process. Because each year the
USPTO must wait to see whether it will be appropriated all of the
funds it collects, it cannot plan the hiring of staff or the
implementation of patent quality initiatives in advance.

Some attribute the lack of resources at the USPTO as the cause
of deterioration in patent quality. This deterioration in patent quality
has wasted valuable resources, by sanctioning frivolous third-party
court challenges, and has discouraged private-sector investment.

As the world’s technology leader and center of innovation,
America must set a high standard to ensure that undeserving
inventions do not pass through the patent process. To that end, the
USPTO needs more guidance so that it only issues patents to
discoveries that are truly inventive.

Once the USPTO issues a patent of questionable quality, it is
easier for unscrupulous patent holders to engage in abusive practices

that hurt the economy. American inventors should no longer receive
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threatening licensing letters containing vague patent infringement
accusations from patent holders, raising the specter of treble damages
if they do not give in to the senders’ demands. There needs to be a
proper balance between patent holder rights and the prevention of
abusive practices so that the patent system would protect and reward
the hard work of American inventors.

The availability of meaningful and low-cost alternatives to
litigation for challenging patent validity would provide an additional
quality check. Possible alternatives to litigation could include: (1)
giving third parties an opportunity to submit “prior art” to patent
examiners before the issuance of a patent, (2) creating a post-grant
opposition procedure that would allow administrative challenges to
patent validity instead of the current option of going to court, and (3)
relaxing estoppel and other re-examination requirements to make
them more attractive as options for opposing patent validity.

The quality and timeliness of the USPTO’s work has a direct
impact on the willingness of American companies to use our patent
system. The USPTO has some work to do in reducing the time it
takes to process patent applications. Indeed, for the last several

years, the time it takes for patent applications to be processed has
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steadily increased.

According to the USPTO, patent pendency rates have risen on
average from 27.6 months to 31.9 months between 2004 and 2007.
Additionally, the number of patent applications awaiting initial
review has also steadily risen over the last several years. As of the end
of FY 2007, there were over 760,000 patent application awaiting
initial review by a patent examiner and over 1.1 million pending
patent applications in total. Without corrective action being taken,
average patent pendency could rise to 52 months.

Many reasons have been cited for the rise in the pendency for
patent applications, including increased demand for patents, a
chronic lack of employee and financial resources, and the increasing
complexity of patent applications. The growing patent pendency, and
associated backlog of patent applications awaiting review, could put
the United States innovation system in jeopardy as companies move
away from using the patent system and towards secrecy as a means to
protect their inventions.

For the patent system to function properly, there must be some
level of certainty in the right conferred and the right must be provided

in a timely manner. For years, critics have pointed out that the
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quality of patents issued has diminished, resulting in increased
litigation and greater uncertainty that an issued patent would stand
up to the scrutiny of litigation.

Over the years, the USPTO has attempted to address its decline
in patent quality. For example, in 2002, the USPTO published a
document called the 21t Century Strategic Plan. This document
provided a comprehensive blueprint that detailed a number of
reforms to improve USPTO’s performance. The 215t Century Strategic
Plan identified patent pendency as a problem and proposed various
measures to improve examination productivity as a means to address
the problem.

The USPTO published a revised strategy in its 2007-2012
Strategic Plan. In its 2007-2012 Strategic Plan, the USPTO laid out a
multi-prong approach to improve the timeliness of patent
examination. The approach consisted mainly of hiring new patent
examiners, improving patent examiner retention, and establishing
rule changes that would reduce the number of continuation
applications and the number of claims in many applications.

As discussed above, the USPTO receives yearly appropriations

equivalent to the fees it collects. These appropriations are subject to
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clauses within the appropriations act that require Congressional
notification prior to changes in approved programs.

Specifically, Section 605 of the 2006 State, Commerce, Justice
Appropriations Act stipulates that no appropriated funds may be
made available through a reprogramming of funds unless the
Appropriations Committees of both Houses of Congress are notified
15 days in advance. A reprogramming of funds occurs when
appropriated funds are used to create a new program, when a funded
program, project or activity is eliminated, when an office is
reorganized or renamed, or when a program or activity is
reorganized.

The purpose of this Congressional notification requirement is to
ensure that Congress maintains clear oversight in any of the
administration’s spending changes. There are assertions that the
USPTO has taken actions that could be considered a reprogramming
of funds, and it is unclear whether any notification was provided.

Regardless of whether the changes made at the USPTO
constitute a realignment or reorganization, the USPTO should have
notified the Judiciary Committee of the changes it intended to make,

prior to making them. Now that these changes to the USPTO’s
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organizational structure have been made, it is important that the
members of this Subcommittee know and understand the reasons for
these changes.

Mr. Chairman, I am hopeful that the USPTO can be placed in a
position to bring the American patent system up to speed for the
twenty-first century. Instead of remaining a hindrance to innovation
and economic growth, the patent system should work for inventors
and with competitive market-forces to ensure that America’s patent
gystem remains the best in the world.

I look forward to hearing from our distinguished panel of
witnesses. Again, thank you Mr. Chairman for holding this hearing. I

yield the remainder of my time.
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February 27, 2008

Mr. Chairman,

Thank you for calling this hearing today for giving us the
opportunity to have this dialogue with and about the US Patent
and Trademark Office.

I would like to begin by thanking the representatives from the
USPTO for their ongoing support of the National Inventors Hall
of Fame. The National Inventors Hall of Fame, located in my
district, in Akron, Ohio has received invaluable support from the
USPTO over the last several years. Thank you so much for that
support!

For those who have not been fortunate enough to visit Akron,
the Inventors Hall of Fame honors the women and men
responsible for the great technological advances that make
human, social and economic progress possible.

Every year, the Hall of Fame welcomes new inductees who have
made significant inventions during their lifetime. This year, the
auspicious list of inductees included the inventor of fiber optic
cable, the inventor of packet switching, the means by which
information travels over the internet, and the inventor of
implantable defibrillator. The Inventors Hall of Fame is a
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tangible tribute to the advancement and innovation that is
possible when intellectual property is properly protected.

Because I am fortunate enough to have the Inventors Hall of
Fame in my district, I am visited by a great many inventors, and
other folks who have extensive contact with the Patent and
Trademark office. As you might expect, pendency in the patent
process is a primary concern and, unfortunately, often a
frustration of theirs.

While it is promising for our country and our economy that part
of this pendency is due to the overwhelming amount of
innovation that is taking place in our country, that does not
excuse the problem. We must focus on making this process as
smooth and efficient as possible so that we can continue to
encourage the entrepreneurial expansion that makes our country
great.

Intellectual property is often the only property that matters in
our new economy. And while we cannot hold onto it tightly
with our hands in order to protect it, we can help our inventors
to hold it tightly within the patent and trademark process.

Thank you all for coming today and I look forward to your
testimony.
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Opening Statement of Congressman Darrell Issa
Subcommittee on Courts, the Internet and Intellectual Property

Oversight Hearing on the USPTO
February 27, 2008
Thank you, Mr. Chairman, for holding this hearing. 1t’s always
important for us to hear how the PTO is functioning and try to

determine what improvements are needed, if any.

Our oversight over the PTO over the past few years has been
closely intertwined with the patent reform debate. It’s safe to say

that this room wouldn’t be quite as full if that were not the case.

One of the points I have focused on within that debate is the
question of how to structure any post grant review process and

how to restructure the current reexamination procedure.

I'have long believed that the PTO’s past reexam process allowing
the same patent examiner who granted a patent to conduct the

reexam was a mistake. I believe the PTO has made strides away
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from this process by forming a separate group of examiners whose
only job is to conduct reexaminations. To my knowledge, these

individuals are never the same examiner who granted the patent.

This is a good start, but as I have discussed with the Chairman and
Undersecretary Dudas among others, I believe the reexamination

process should not be the purview of the PTO.

A more practical and less biased solution would be to give
reexamination responsibilities to a body separate from the PTO.
The patent reform bill passed by the House creates a system
similar to this model, by using Administrative Patent Judges for
post grant and reexam procedures rather than examiners, but

| process still takes place within the PTO. I am concerned that

institutional bias may still remain in such a process.

Beyond that, while I am supportive of the single window post grant

review that the House patent reform bill creates, I do want to make
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sure that the burdens imposed upon the PTO by the new process do
not move resources needed to reduce patent pendency away from
the examination process toward a reexamination process. It is
more important to get it right the first time by granting strong,
deserving patents, aﬁd therefore we must ensure that the PTO is

able to use its funding most efficiently on the front end.
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Why GAO Did This Study

Increases in the volume and
complexity of patent applications
have lengthened the amount of
time it takes the U.S. Patent and
Trademark Office (USPTO) to
process them. In addition,
concerns have continued about
USPTO’s efforts to hire and retain
an adequate patent examination
workforce that can not only meet
the demand for patents but also
help reduce the growing backlog of
unexamined patent applications. In
this context, GAO was asked to
determine for the last 5 years (1)
USPTO’s process for identifying its
annual hiring estimates and the
relationship of these estimates to
the patent application backlog; (2)
the extent to which patent
examiner hiring has been offset by
attrition, and the factors that may
contribute to this attrition; and (3)
the extent to which USPTO’s
retention efforts align with patent
examiners’ reasons for staying with
the agency. For this review, GAO
surveyed 1,420 patent examiners,
and received an 80 percent
response rate.

What GAO Recommends

GAO recommends that USPTO
undertake a comprehensive
evaluation of the assumptions that
the agency uses to establish its
production goals. USPTO generally
agreed with this recommendation.
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Hiring Efforts Are Not Sufficient to
Reduce the Patent Application Backlog

What GAO Found

In each of the last 5 years, USPTO primarily identified its projected annual
hiring estimates on the basis of available funding levels and its institutional
capacity to support additional staff and not on the existing backlog or the
expected patent application workload. USPTO’s process for identifying its
annual hiring estimates is generally consistent with accepted workforce
planning strategies. Each year the agency determines how many new patent
examiners it has the budget and supervisory and training capacity to hire.
However, because this approach does not take into account how many
examiners are needed to reduce the existing patent application backlog or
address the inflow of new applications, it is unlikely that the agency will be
able to reduce the growing backlog simply through its hiring efforts.

Although USPTO is hiring as many new patent examiners as its budget and
institutional capacity will support, attrition is offsetting hiring progress, and
agency management and patent examiners disagree about the causes for
attrition. From 2002 through 2006, one patent examiner left USPTO for
nearly every two the agency hired. This represents a significant loss to the
agency because 70 percent of those who left had been at the agency for less
than 5 years and new patent examiners are primarily responsible for the
actions that remove applications from the backlog. According to USPTO
management, patent examiners leave the agency primarily for personal
reasons, such as the job not being a good fit or family reasons. In contrast,
67 percent of patent examiners identified the agency’s production goals as
one of the primary reasons examiners may choose to leave USPTO. These
production goals are based on the number of applications patent examiners
must complete biweekly and have not been adjusted to reflect the
complexity of patent applications since 1976. Moreover, 70 percent of patent
examiners reported working unpaid overtime during the past year, in order
to meet their production goals. Such a large percentage of patent examiners
who are working extra time to meet their production goals and would
choose to leave the agency because of these goals may be an indication that
the production goals do not accurately reflect the time patent examiners
need to review applications and is undermining USPTO’s hiring efforts.

The retention incentives and flexibilities provided by USPTO over the last 5
years generally align with the primary reasons identified by patent
examiners for staying with the agency. Between 2002 and 2006, USPTO used
avariety of retention flexibilities such as a special pay rate, performance
bonuses, flexible work schedules, and a telework program to encourage
patent examiners to stay with the agency. According to USPTO management
the most effective retention efforts were those related to compensation and
an enhanced work environment. GAO’s survey of patent examiners indicates
that most patent examiners generally approved of USPTO’s retention efforts,
and ranked the agency’s salary and other pay incentives as well as the
flexible work schedule among the primary reasons for staying with the
agency.
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The Honorable Tom Davis

Ranking Member

Committee on Oversight and Government Reform
House of Representatives

Dear Mr. Davis:

Protecting intellectual property rights and encouraging technological
progress are important for ensuring the current and future
competitiveness of the United States. The U.S. Patent and Trademark
Office (USPTO) helps protect the nation’s competitiveness by granting
patents for innovations ranging from new treatments for diseases, to new
wireless technology applications, to new varieties of plants.' USPTO’s
ability to keep up with the demand for patents is essential for achieving its
mission. However, increases in both the volume and complexity of patent
applications have lengthened the amount of time it takes the agency to
process them. As a result, the inventory of patent applications that have
not yet been reviewed, called the backlog, has been growing for over 15
years—since fiscal year 2002 alone, the backlog has increased by nearly 73
percent to about 730,000 applications.

Inventors submit applications to USPTO to obtain a patent for their
inventions and the right it affords the holder to exclude others from
making, using, or selling the patented item in the United States. USPTO is
funded by fees collected from the public for specific activities related to
processing applications. The spending of these fees is subject to
provisions determined by Congress in annual appropriations acts. USPTO
relies on a workforce of nearly 5,000 patent examiners—attorneys,
engineers, and other scientific and technical professionals—to review and
make decisions on patent applications. The number of these professionals
that USPTO hires, as well as the overall size and experience of the patent
examination workforce, affects the number of applications that can be
reviewed in any given year. As part of the review process, patent
examiners are assigned what is known as a biweekly “production goal” on
the basis of their position in the agency and the types of patent

lUSPT(), an agency within the Department of Commerce, consists of two organizations:
one for patents and one for trademarks. This report focuses on the patent organization.
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applications they are assigned to review.* Production goals are the number
of specific actions and decisions that patent examiners must make about
patent applications they review during a 2-week period.> Patent
examiners’ performance is assessed biweekly on their ability to meet their
production goals; their inability to meet these goals could have an impact
on their compensation and continued employment with the agency.
However, as we noted in 2005, the assumptions underlying the agency's
production goals were established over 30 years ago and have not since
been updated.

Since 2000, USPTO has implemented a variety of human capital
flexibilities intended to help recruit and retain enough patent examiners
and maintain a workforce that is sufficient to meet the demand for
patents. These flexibilities have included the use of recruitment bonuses,
law school tuition reimbursement, and a casual dress policy. In 2005, in
response to congressional concerns about USPTO’s efforts to attract and
retain a qualified workforce, we reported that it was too soon to determine
the long-term success of USPTO’s recruitment and retention efforts
because, in part, they had been inconsistently sustained during the limited
time they had been in effect, and that not all of the planned initiatives had
been implemented.’ However, concerns have continued because of
increasing patent examiner attrition, especially among patent examiners
who have been at the agency for less than 5 years, which is causing the

*USPTO assigns patent applications to one of its eight technology centers for review: (1)
Biotechnology and Organic Chemistry; (2) Chemical and Materials Engineering; (3)
Computer Architecture, Software, and Information Security; (4) Communications; (5)
Semiconductors, Electrical and Optical Systems and Components; (6) Transportation,
Electronic (/ommene Consmlctmn, Agncul(ure National Security and License and
Review; (7) M ing, uring, and Products; and (8) Designs for
Articles of Manufacture.

*USPTO tracks two key mil: in the patent lication process to evaluate patent
examiners’ performance. One milestone is the patent examiner’s initial action on the merits
of the case. Most patent applications are removed from the backlog when this initial action
is made. The other milestone is when the application is allowed, abandoned, or sent to the
Board of Patent Appeals and Interferences.

’1(}A(), Intellectual Property:
Challenges to Retention Remq

USPTO Has Made Progress in Hiring Examiners, but
in, GAO-05-720 (Washington, D.C.: June 17, 2005).
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workforce to grow at a slower rate than would be expected given the
number of patent examiners the agency has been hiring each year.”

In this context, you asked us to determine, for the last 5 years, (1)
USPTO’s process for identifying its annual hiring estimates and the
relationship of these hiring estimates to the patent application backlog; (2)
the extent to which patent examiner hiring has been offset by attrition at
USPTO, and what factors may contribute to patent examiners’ decisions to
leave the agency; and (3) the extent to which the retention incentives and
flexibilities USPTO has implemented align with patent examiners’ reasons
for staying with the agency.

To determine USPTO’s process for developing annual hiring estimates and
the relationship these estimates have to the patent application backlog, we
interviewed agency officials and reviewed agency documents and reports
by other organizations relating to USPTO’s workforce planning process,
including data the agency used to identify the number of patent examiners
it planned to hire in each of the last 5 fiscal years. We analyzed patent
examiner and patent application data for the last 5 fiscal years, as well as
USPTO’s projections of that data through fiscal year 2012. In addition, we
reviewed the Office of Personnel Management’s (OPM) workforce
planning guidance and interviewed officials from OPM’s Human Capital
Assessment and Accountability Framework Office to develop criteria to
assess USPTO’s workforce planning process. To determine the extent to
which patent examiner hiring has been offset by attrition at USPTO over
the last 5 years, we analyzed patent examiner workforce, hiring, and
attrition data from this time period. To determine factors that may
contribute to patent examiners’ decisions to leave the agency, we
conducted a Web-based survey of a stratified random sample of 1,420
USPTO patent examiners. Overall, we received an 80 percent response
rate to our survey. Estimates based on this survey allow us to project our
results to all patent examiners at USPTO with a 95 percent level of
confidence. All percentage estimates included in this report have a 95
percent confidence interval with plus or minus 5 percentage points. To

"USPTO includes patent examiners who transfer or are promoted out of the patent
examination workforce to another position within the agency in its attrition count, in
addition to those patent examiners who leave the agency. This report uses USPTO’s
inclusive definition of attrition in order to be consistent with the agency’s projections used
in this report, and therefore will be different from USPTO attrition data as reported by the
Office of Personnel Management, which does not include intra-agency transfers or
promotions as part of attrition.
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address this objective, we had to rely on the views of current patent
examiners because USPTO does not maintain contact information for
patent examiners that have left the agency and we could not identify any
organizations that maintain this information for USPTO staff. In addition,
we interviewed USPTO officials, representatives of the patent examiner
union—the Patent Office Professional Association (POPA)—and an
official from the American Intellectual Property Law Association. To
determine the extent to which the retention incentives and flexibilities
provided by USPTO align with patent examiners’ reasons for staying with
the agency, we interviewed USPTO officials about the retention incentives
and flexibilities they have used in the past 5 years, reviewed our previous
report on USPTO’s recruitment and retention efforts, interviewed
representatives from POPA and an official from the American Intellectual
Property Law Association to obtain their perspectives on factors affecting
patent examiner retention and workload, and used the Web-based survey
described above to obtain patent examiners’ views on USPTO’s retention
incentives and flexibilities. Specifically, we sought patent examiners’
views on the reasons they would choose to stay at the agency. Appendix I
contains a more detailed discussion of our scope and methodology. We
conducted our work from August 2006 through July 2007 in accordance
with generally accepted government auditing standards.

Results in Brief

In each of the last 5 years, USPTO has identified its annual hiring estimates
on the basis of the agency’s funding levels and institutional capacity to
support additional staff and not on the existing backlog or the expected
patent application workload. Because of its increasing workload relative
to its existing workforce, over the last 5 years, USPTO has had to hire
additional patent examiners each year. The primary factors that
determined USPTO’s annual hiring estimates during this time have been
the agency’s annual funding levels and its capacity to train and supervise
new patent examiners. About 18 months before the start of the hiring year,
USPTO considers these factors to determine its projected hiring estimates
for the coming year. During these 18 months, the agency refines these
estimates on the basis of its most current budget and patent examination
workforce data to determine the number of patent examiners the agency
can actually hire. In each of the last 5 years, for various reasons, the
number of patent examiners the agency actually hired differed from the
hiring estimate that the agency had originally projected. For example, the
projected hiring estimate for fiscal year 2004 was 750 patent examiners,
but the agency actually hired 443 because of subsequent funding
limitations. USPTO’s current process is consistent with workforce
planning strategies endorsed by OPM, though it is a significant deviation
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from the agency’s previous workforce planning strategy, which was more
directly linked to the patent examination workload. Over the last 5 years
the agency has moved away from its prior strategy because it realized that
it did not have the institutional capacity to train and supervise the
relatively large number of new patent examiners it would need to hire
annually to keep pace with the increasing number of incoming patent
applications expected each year. Although shifting to its current approach
has enabled USPTO to better match its hiring estimates to its institutional
training and supervisory capacity, this approach does not take into
account how many patent examiners are needed to reduce the backlog of
existing patent applications or address the expected inflow of new
applications. Consequently, the patent application backlog has continued
to increase, and it is unlikely that the agency will be able to reduce the
backlog simply through its hiring efforts.

From 2002 through 2006, patent examiner attrition has continued to
significantly offset USPTO’s hiring progress. Although USPTO is hiring as
many new patent examiners as it has the annual capacity to supervise and
train, for nearly every two patent examiners it has hired over the last 5
years at least one has left the agency. Specifically, USPTO hired 3,672
patent examiners between 2002 and 2006, and 1,643 patent examiners left
the agency during this time. More importantly, of those who left, 70
percent had been at USPTO for less than 5 years. This is a significant loss
to the agency because, according to USPTO officials, new patent
examiners are primarily responsible for making the initial decisions on
applications, which removes them from the backlog. We found that within
the agency there is significant disagreement about why patent examiners
are continuing to leave. According to USPTO management, patent
examiners leave primarily for personal reasons—for example, because the
job is not a good fit for them or they need to relocate because of a spouse’s
job. In contrast, patent examiners, and the union officials who represent
them, identified unrealistic agency production goals, which were
established 30 years ago, as one of the primary reasons patent examiners
may choose to leave. For example, union officials told us that attrition can
primarily be attributed to the insufficient amount of time provided to
patent examiners to meet their production goals. This was supported by
our survey of patent examiners, in which 67 percent indicated that the
agency'’s production goals were among the primary reasons they would
consider leaving USPTO. Moreover, to meet their production goals, the
majority of patent examiners had to work substantial unpaid overtime in
the last 12 months, while many others worked while on annual leave.
According to one of our survey respondents, “vacation time means catch
up time.” Such a large percentage of patent examiners working extra time
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to meet their production goals, is an indication that USPTO’s production
goals may no longer accurately reflect the time patent examiners need to
review applications. Given the high rate of attrition that may result, in part,
from such outdated production goals, we are recommending that USPTO
undertake a comprehensive evaluation of how it establishes these goals
and revise these goals as appropriate.

The retention incentives and flexibilities that USPTO has provided over
the last 5 years generally align with the primary reasons patent examiners
identified for staying at the agency. USPTO management told us that their
most effective retention efforts have been those that provide additional
compensation to and an enhanced work environment for patent
examiners. Specifically, USPTO officials identified the agency’s special pay
rates, which can be more than 25 percent above federal salaries for
comparable positions; the agency’s bonus structure, which allows patent
examiners to earn various cash awards for exceeding production goals;
and opportunities for patent examiners to work either part-time or full-
time from remote locations as being the most effective retention measures
for the agency. For example, in fiscal year 2006, USPTO awarded 4,645
bonuses to patent examiners totaling over $10.6 million; patent examiners
may receive up to three different types of bonuses in a fiscal year. That
same year, approximately 20 percent of patent examiners participated in
the agency’s telework program, which allows patent examiners to work
some or all of their time from an off-site location, and approximately 10
percent of patent examiners were enrolled in the hoteling program,
through which USPTO provides equipment to those patent examiners who
are approved to work full-time from an off-site location. According to our
survey, most patent examiners generally identified these types of retention
incentives and flexibilities as among the most important reasons to stay at
the agency. For example, 58 percent of patent examiners identified salary,
and 49 percent flexible work schedules, as the primary reasons for staying
with the agency.

In its written comments on a draft of our report (reprinted in app. II), the
Department of Commerce agreed with our findings, conclusions, and
recommendation. In addition, the agency provided technical comments
that we have incorporated as appropriate.

Background

To obtain a patent, inventors—or more usually their attorneys or agents—
submit an application to USPTO that fully discloses and clearly describes
one or more distinct innovative features of the proposed invention and pay
a filing fee to begin the examination process. Patent examiners review
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these applications to determine if a patent is warranted. In making this
determination, patent examiners must meet two specific milestones in the
patent examination process: first actions and disposals.

« First action. Patent examiners notify applicants about the patentability
of their invention through what is called a first action. After
determining if the invention is new and useful, or a new and useful
improvement on an existing process or machine, patentability is
determined through a thorough investigation of information related to
the subject matter of the patent application and already available
before the date the application was submitted, called prior art. Prior art
includes, but is not limited to, publications and U.S. and international
patents.

« Disposal. Patent examiners dispose of a patent application by
determining, among other things, if a patent will be granted—called
allowance—or not.

Patent examiners receive credit, called counts, for each first action and
disposal, and are assigned production goals (also known as quotas) on the
basis of the number of production units—composed of two counts—they
are expected to achieve in a 2-week period. The counts in a production
unit may be any combination of first actions and disposals.

The production goals that are used to measure patent examiner
performance are based on the same assumptions that USPTO established
in the 1970s. At that time, the agency set production goals in the belief
that it should take a patent examiner a certain amount of time to review a
patent application and achieve two counts based on the patent examiner’s
experience (as determined by the patent examiner’s position in the
agency) and the type of patent application reviewed. As a result, these
goals vary depending upon the patent examiner’s position in the federal
government’s general schedule (GS) pay scale and the technology center
in which the patent examiner works.” For example, a GS-12 patent
examiner working on data processing applications is expected to achieve
two counts in 31.6 hours, whereas a GS-12 patent examiner working on
plastic molding applications is expected to do so in 20.1 hours. In contrast,
GS-7 patent examiners working on these two types of applications are
expected to achieve two counts in 45.1 and 28.7 hours, respectively.

G'l‘(zchnology centers specialize in specific areas of science and engineering.
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Patent examiner achievements are recorded biweekly, and, at the end of
each fiscal year, those patent applications that have not been reviewed for
first action are counted as part of USPTO’s inventory of unexamined
applications, otherwise known as the patent application backlog. In 2002,
we reported that the patent application backlog had increased by nearly
250 percent from 1990 to 2001, and that USPTO had projected that the
inventory would increase to between 393,000 and 512,000 in fiscal year
2002." In addition, we reported that the agency had made three
significantly different predictions about the future of the backlog in three
separate reports that were based on different assumptions:

« Inits Fiscal Year 2002 Corporate Plan, in 2001, USPTO projected that
the backlog would increase to almost 1.3 million by the end of fiscal
year 2006.

« In USPTO’s Business Plan, in 2002, the agency projected that the
backlog would increase to about 584,000 through fiscal year 2007.

« In the 21st Century Strategic Plan, in 2002, USPTO projected that the
backlog would decrease to about 144,000 through fiscal year 2007.°

In 2005, we also reported on USPTO’s efforts and challenges in attracting
and retaining a qualified patent examination workforce. Specifically, we
reported that USPTO faced human capital challenges because, among
other things, it had not established an effective mechanism for managers
to communicate and collaborate with patent examiners, and managers and
patent examiners had differing opinions on the need to update the
monetary award system that is based on assumptions of the time it takes
to review a patent application that were established in 1976. We
recommended that USPTO develop formal strategies to improve
communication and collaboration among management, patent examiners,
and the union to resolve key issues identified in the report, such as the
assumptions underlying the quota system. In response to that
recommendation, USPTO conducted an internal survey on
communication, and is working to develop a communication strategy on

"GAO, Intellectual Property: Information on the U.S. Patent and Trademark Office’s Past
and Future Operations, GAO-02-907 (Washington, D.C.: Aug. 23, 2002).

SUSPTO’s Corporate Plan was submitted with the fiscal year 2002 budget. USPTO’s
Business Plan was the agency'’s first 5-year strategic plan. It was replaced by the 21st
Century Strategic Plan after a new Director decided the Business Plan did not go far
enough.
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the basis of the results. However, the agency has not addressed the issues
we identified relating to the assumptions underlying the quota system.

USPTO’s Annual
Hiring Estimates Are
Determined by
Funding and
Institutional Capacity
and Are Unlikely to
Reduce the Patent
Application Backlog

Over the last 5 years, as a result of its increasing workload relative to its
existing workforce, USPTO determined that it would need to hire
additional patent examiners each year. However, the agency identified its
annual hiring estimates primarily on the basis of available funding levels
and its institutional capacity to train and supervise new patent examiners,
and not on the basis of the number of patent examiners needed to reduce
the existing backlog or review new patent applications. While the process
USPTO uses to identify its annual hiring estimates is consistent with
OPM’s workforce planning strategies and has enabled the agency to better
match its hiring estimates to its institutional capacity, it is unlikely that the
agency will be able to reduce the patent application backlog simply
through its hiring efforts.

USPTO’s Funding Levels
and Supervisory and
Training Capacity
Determine Its Annual
Hiring Estimates

According to USPTO, during the last 5 years, the agency has used its
available funding levels and its capacity to supervise and train patent
examiners as the primary factors for identifying its projected annual hiring
estimates. Specifically, USPTO begins the process of identifying projected
hiring estimates as part of creating its budget submission for the Office of
Management and Budget (OMB) 18 months before the start of the hiring
year in order to meet OMB’s budget submission timeline. As part of this
process, the agency considers expected funding levels and patent
examiner workforce data that are available at that time.” On the basis of
these data, USPTO next considers its institutional capacity to supervise
and train patent examiners. For example, in identifying its fiscal year 2002
hiring estimate, USPTO determined that funding availability would limit
the number of patent examiners the agency would be able to hire, and
used the number of patent examiners it had hired in the most recent year
as a guide for its projected hiring estimate. However, in fiscal years 2003
through 2006, USPTO determined that funding levels would not be a
limiting factor for hiring, and therefore established its hiring estimates

“In commenting on a draft of this report, USPTO stated that it uses a robust forecasting and
modeling process to determine the optimal hiring, staffing, and production levels. This
model was evaluated by the National Academy of Public Administration and determined to
be appropriate. While we acknowledge that USPTO uses this model to identify optimal
hiring levels, we found that the determination of proj d estimates was made on the basis
of funding levels and the capacity to support additional staff.
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primarily based on its institutional capacity to supervise and train patent
examiners.

In determining its institutional capacity to supervise and train new patent
examiners, USPTO considers a number of factors. For example, the
agency estimates its supervisory capacity by determining how many
additional patent examiners can be placed in each of the technology
centers. This number is limited by the number of supervisors available in
each center who can sign patent application approvals and rejections and
provide on-the-job training for new patent examiners. Although new
patent examiners can review the prior art relating to a patent application,
only supervisors can authorize a new patent examiner’s decision to
approve or reject a patent application.” Therefore, the agency tries to
ensure that the patent-examiner-to-supervisor ratio is about 1 supervisor
for every 12 patent examiners; otherwise it could result in delays and
inefficiencies in making initial and final decisions on patent applications.
Similarly, USPTO’s training capacity is determined by the number of
patent examiners the agency believes it can train in a year. Before fiscal
year 2006, training capacity was determined by how many patent
examiners could be accommodated in the required training courses
offered by the agency to new patent examiners. This training consisted of
2- or 3-week courses that were offered throughout the year and were led
by supervisory patent examiners. The courses could accommodate about
16 patent examiners each, and in fiscal year 2004, according to USPTO, the
agency offered about 28 training sessions.

Because USPTO’s projected hiring estimates are established at least 18
months in advance of the hiring year, USPTO continues to refine them to
reflect changes that might occur during the 18-month period. For
example, in 2002 USPTO established a projected hiring estimate of 750
patent examiners for fiscal year 2004 when it created its budget
submission for OMB. However, USPTO actually hired 443 patent
examiners in fiscal year 2004 because of budget constraints that had to be
considered after its original estimates had been developed. Figure 1
shows USPTO’s projected and actual hiring numbers for fiscal years 2002
through 2006.

“We are including both supervisory patent i and primary i as
supervisors for the purpose of this report.
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Figure 1: USPTO Patent E i Proj d Hiring Esti and Actual Number
Hired, Fiscal Years 2002 through 2006
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The reasons for the differences between projected hiring estimates and the
number of patent examiners hired in fiscal years 2002 through 2006 were
primarily related to funding availability. In fiscal years 2003 and 2004,
according to USPTO, the agency’s appropriations were significantly less
than the agency’s budget requests. As a result, the agency could not
financially support the number of new patent examiners it had initially
planned to hire. Conversely, in fiscal years 2005 and 2006, USPTO hired
more patent examiners than originally planned because the agency
received greater funding for those years than originally anticipated.

The way in which USPTO identifies annual patent examiner hiring
estimates is generally consistent with workforce planning strategies
endorsed by OPM. OPM has identified key elements that agencies should
consider when planning to hire additional personnel, and OPM officials
told us that these key elements are well recognized throughout the field of
workforce planning. For example, OPM recommends that agencies
regularly track workforce trends to ensure updated models for meeting
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organizational needs, base decisions on sources of information such as
past workforce data, and include in its workforce planning process a
workforce analysis system that identifies current and future losses due to
attrition. We found that in identifying its hiring estimates, USPTO generally
applies these principles because it makes decisions on the basis of trends
in hiring, attrition, and total workforce data from recent years, and
identifies current losses due to attrition when identifying its annual hiring
estimates and estimates of attrition for the hiring year.

Although consistent with OPM’s workforce strategies, USPTO’s current
approach is significantly different from the approach that the agency used
prior to fiscal year 2002. At that time, the number of patent examiners
USPTO wanted to hire was based on the number of patent applications the
agency expected to receive in the hiring year, as well as on the anticipated
patent application backlog at the beginning of the hiring year. According
to USPTO officials, since fiscal year 2002, the agency has moved away
from this approach because it realized that it could no longer supervise
and train enough patent examiners to keep up with the increasing
workload.

However, USPTO recognizes that it needs to increase its institutional
capacity to hire more patent examiners, and in this regard is taking steps
to increase its training and supervisory capacity. For example, to increase
its training capacity, USPTO implemented an 8-month training program in
fiscal year 2006 called the Patent Training Academy that will provide the
agency a constant annual training capacity of 1,200 new patent examiners
for each of the next 5 years. USPTO also believes that the academy may
indirectly improve the agency’s supervisory capacity because it will better
prepare new patent examiners to start work in a technology center, and
therefore they will need less supervision and on-the-job training. USPTO
plans to monitor new patent examiners after they have graduated from the
academy in order to determine if the agency can further use this approach
to increase its institutional capacity and, therefore, its future annual hiring
estimates.

Even with its increased hiring estimates of 1,200 patent examiners each
year for the next 5 years, USPTO’s patent application backlog will
continue to grow, and is expected to increase to over 1.3 million at the end
of fiscal year 2011. According to USPTO estimates, even if the agency
were able to hire 2,000 patent examiners per year in fiscal year 2007 and
each of the next 5 years, the backlog would continue to increase by about
260,000 applications to 953,643 at the end of fiscal year 2011. The agency
has acknowledged that it cannot hire its way out of the backlog despite its
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recent increases in hiring, and is now focused on slowing the growth of
the backlog instead of reducing it.

Attrition Has Greatly
Offset Hiring over the
Last 5 Years, and
Agency Management
and Patent Examiners
Disagree about the
Reasons for Attrition

Although USPTO is hiring as many new patent examiners as it has the
annual funding and institutional capacity to support, increasing attrition
among patent examiners has resulted in the loss of one patent examiner
for nearly every two hired over the last 5 years. While agency officials
cited personal reasons for patent examiner attrition, patent examiners
disagreed and cited the agency’s outdated production goals as one of the
primary reasons they would choose to leave the agency.

Over the Last 5 Years, One
Patent Examiner Has Left
USPTO for Nearly Every
Two Hired

Although USPTO hired 3,672 patent examiners from the beginning of fiscal
year 2002 through fiscal year 2006, the patent examination workforce
increased by only 1,644 because 2,028 patent examiners either left the
agency or moved to other positions. More specifically, during this time,
1,643 patent examiners left the agency, and 385 patent examiners were
either transferred or promoted out of the position of patent examiner. As
shown in figure 2, of the 1,643 patent examiners who left the agency,
approximately 70 percent had been at USPTO for less than 5 years, and
nearly 33 percent had been at USPTO for less than 1 year."

UThese percentages include patent examiners who transferred or were promoted out of the
patent examination workforce, but remained at USPTO, and represent approximately 19
percent of patent examiner attrition from fiscal year 2002 through 2006.
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Figure 2: Patent Examiner Attrition by Years of Experience, Fiscal Years 2002
through 2006

Patent examiners

400
350
300

250

Ak

2002 2003 2004 2005 2006
Fiscal year

@
8

["] Patent examiners at USPTO for less than 1 year

[ Patent examiners at USPTO for less than 5 years

[ patent examiners at USPTO for 5 years or more
Source: USPTO.

Note: In each fiscal year, the number of patent examiners at USPTO for less than 5 years is inclusive
of those at USPTO for less than 1 year.

The attrition of patent examiners who were at the agency for less than 5
years is a significant loss for USPTO for a variety of reasons. First,
because these less experienced patent examiners are primarily responsible
for making the initial decision on patent applications, which is the
triggering event that removes applications from the backlog, attrition of
these staff affects USPTO’s ability to reduce the patent application
backlog. Second, because patent examiners require 4 to 6 years of on-the-
job experience before they become fully proficient in conducting patent
application reviews, when these staff leave USPTO the agency loses as
much as b years of training investment in them. Third, the continuous
churning of so many new patent examiners makes the overall workforce
less experienced. As a result, the more experienced patent examiners who
have the ability to examine more applications in less time have to instead
devote more of their time to supervising and training the less experienced
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staff, thereby further reducing the overall productivity of the agency.
Finally, these workforce losses affect the agency’s supervisory capacity,
because they reduce the pool of potential supervisory patent examiners
for the future and therefore negatively affect USPTO’s ability to increase
its capacity and ultimately its hiring goals.

USPTO Management Links
Attrition to Employees’
Personal Reasons, while
Patent Examiners Link It
to the Agency’s Production
Goals

We found that USPTO management and patent examiners disagree
significantly on the reasons for the attrition that is occurring at the agency.
According to USPTO management, personal reasons are the primary
reasons that cause patent examiners to leave the agency.” Some of these
reasons include the following:

« The nature of the work at USPTO does not fit with the preferred
working styles of some patent examiners such as those with
engineering degrees who are looking for more “hands-on” experiences.

+ Many patent examiners enter the workforce directly out of college and
are looking to add USPTO to their résumés and move on to another job
elsewhere rather than build a career at the agency, otherwise known as
the “millennial problem.”

« Patent examiners may choose to leave the area, as opposed to choosing
to leave the agency, because their spouse transfers to a position
outside of the Washington, D.C., area; the cost of living is too high; or
the competition is too high for entry into the Washington, D.C., area
graduate and postgraduate programs for those patent examiners who
would like to pursue higher education.

USPTO management told us that the agency is taking steps to help address
these issues through efforts such as developing a recruitment tool to
better assess applicant compatibility with the agency’s work environment;
targeting midcareer professionals during the recruitment process; and
considering the creation of offices located outside the Washington, D.C.,
area that would provide lower cost-of-living alternatives for employees.

‘While union officials agreed that in some cases personal reasons, such as
the high cost of living in the Washington, D.C., area, may lead to attrition

“The term “primary reasons” in this report refers to the top three reasons patent examiners
leave the agency provided by USPTO management, as well as the top three or more
statistically significant reasons provided by patent examiners in our survey.
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among patent examiners, they believe that attrition at USPTO can be
primarily attributed to the unrealistic production goals that the agency sets
for patent examiners.” Specifically, union officials explained that the
production goals do not allow adequate time for patent examiners to do
their work, especially in light of the increased scrutiny and quality
initiatives implemented by management. They told us that the production
goals have created a “sweat shop culture” within the agency that requires
patent examiners to do more in less time and has therefore been a
significant contributor to patent examiners’ decisions to leave USPTO. To
emphasize this concern, the union joined the Staff Union of the European
Patent Office and other international patent examiner organizations in
April 2007 to sign a letter declaring that the pressures on patent examiners
around the world have reached such a level that in the absence of serious
measures, intellectual property worldwide would be at risk. The letter
recommended, among other things, an increase in the time patent
examiners have to review patent applications.

According to our survey of patent examiners, 67 percent, regardless of
their tenure with the agency, agree with union officials that the agency’s
production goals are among the primary reasons they would consider
leaving USPTO. Moreover, we estimated that 62 percent of patent
examiners are very dissatisfied or generally dissatisfied with the time
allotted by USPTO to achieve their production goals. According to our
survey, 50 percent of patent examiners are also very dissatisfied or
generally dissatisfied with the way in which the agency’s production goals
are calculated, and a number of respondents noted that the production
goals are outdated, have not changed in 30 years, and some technologies
for which they evaluate applications had not even been discovered at the
time the agency’s production goals were set. When asked for suggestions
on how to improve the production system, 59 percent of patent examiners
felt that the system needs to be reevaluated, including altering the
production goals to allow more time for patent examiners to conduct their
reviews.

"Union officials also identified a recent decision by USPTO management to track when
patent examiners enter and leave the building as another reason why patent examiners
would choose to leave the agency. Union officials declined to rank the reasons they
believe patent examiners leave USPTO, preferring instead that we rely on patent examiner
survey results.

Page 16 GAO-07-1102 U.S. Patent and Trademark Office



174

USPTO employees who participated in OPM'’s 2006 Federal Human Capital
Survey reported similar results." Specifically, 89 percent of the
respondents, comprising both patent examiners and
managerial/supervisory employees, reported that they believe the work
they do is important.”” However, respondents were almost evenly split on
whether their workload was reasonable, with 41 percent considering their
workload reasonable and 40 percent considering it unreasonable.

We and others have noted in the past that the assumptions the agency uses
to calculate patent examiner production goals were established in the
1970s and have not since been adjusted to reflect changes in science and
technology. Moreover, the agency uses these production goals to establish
its overall performance goals, such as the number of first actions to be
completed in a given year."” However, the agency has missed its
projections for first actions completed in 4 of the last 5 years, as shown in
figure 3, which further suggests that these goals may be unrealistic.

“OPM's Federal Human Capital Survey is a tool that measures employees’ perceptions of
whether, and to what extent, conditions that characterize successful organizations are
present in their agencies.

PUSPTO respondents to the Federal Human Capital Survey included employees from both
the patent organization, which accounts for about 76 percent of the agency’s resources, and
the trademark organization.

SUSPTO predicts first actions by multiplying the number of patent examiners in the
workforce by production goals.
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1
Figure 3: Estimated and Actual First Actions Completed, Fiscal Years 2002 through

2006
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Source: USPTO.
Furthermore, according to our survey, patent examiners are discontented
with the actions they have to take in order to meet their production goals.
According to our survey, during the last year, 70 percent of patent
examiners worked unpaid overtime to meet their production goals, some
more than 30 extra hours in a 2-week period. The percentage of patent
examiners who worked unpaid overtime increased with the length of
tenure they had with the agency. We estimated that while 46 percent of
patent examiners who had been at USPTO from 2 to 12 months had to
work unpaid overtime to meet their production goals; 79 percent of patent
examiners with over 5 years’ experience at the agency had to put in unpaid
overtime. In addition, we estimated that 42 percent of patent examiners
had to work to meet production goals while on paid annual leave during
the past year. The percentage of patent examiners working while on paid
leave also was significantly higher for those with a longer tenure at the
agency. We estimated that 18 percent of patent examiners who had been
at USPTO from 2 to 12 months worked to meet their production goals
while on paid leave, and 50 percent of patent examiners with over 5 years’
experience at the agency had to work to meet production goals while on
annual leave. As one respondent to our survey explained, “Vacation time
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means catch up time.” Another respondent summed up the situation as
follows: “I know that the production goals are set to keep us motivated in
order to help get over the backlog but if a majority of examiners cannot
meet those goals without relying on unpaid overtime or annual leave then
something is wrong with the system.” We estimated that because of the
amount of unpaid overtime that they have to put into meeting their
production goals, 59 percent of patent examiners consider it one of the
primary reasons they would choose to leave USPTO, and 37 percent
identified the amount of time they must work during paid leave to meet
their production goals among the primary reasons they would leave the
agency.

This extensive amount of unpaid overtime does not appear to be a concern
to USPTO management, even though the agency has not been able to meet
its productivity goals for the last 4 years. When we queried USPTO
management about the agency’s policy regarding patent examiners
working unpaid overtime to meet their production goals, the Deputy
Commissioner for Patent Operations told us, “As with many professionals
who occasionally remain at work longer to make up for time during the
day spent chatting or because they were less productive than intended,
examiners may stay at the office (or remote location) longer than their
scheduled tour of duty to work.”

Retention Incentives
and Flexibilities
Provided over the
Last 5 Years Generally
Align with the
Primary Reasons
Patent Examiners
Identified for Staying
at USPTO

From 2002 to 2006, USPTO offered a number of different retention
incentives and flexibilities in three main areas to improve the retention of
patent examiners, as shown in table 1.

"GAO reported on key practices for effective use of human capital flexibilities in GAO,
Human Capital: Effective Use of 1bil Can Assist Agencies in Managing Their
Worlkforces, GAO-03-2 (Washington, D.C.: Dec. 6, 2002).
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Table 1: Retention Incentives and Flexibilities Provided by USPTO by Category, and Other Retention Efforts, Fiscal Years

2002 through 2006

Category

Retention incentive, flexibility, or other

Compensation

Performance bonuses

Flexible spending accounts that allow patent examiners to set aside funds for
expenses related to health care and care for dependents

Law school tuition reimbursement program®

Noncompetitive promotion to the full performance level

Recruitment bonuses of up to $9,900

Special pay rate”

Transit subsidy program

Enhanced work environment

Casual dress policy

Flexible work schedules, including the ability to schedule hours off during the day

Improved management communication techniques (e.g., town hall meetings, online
chats with the Commissioner)

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

On-site child care and fitness centers

Creation of a committee to organize recreational and social activities, such as a
basketball tournament and Halloween party

Work at home opportunities

Other retention efforts

Additional training for managers, such as workshops on intergenerational issues and
technical training for patent examiners

Formation of a Patents Retention Council to focus on patent examiner retention issues
at USPTO

A survey given to potential applicants during the recruiting process to better assess
applicant compatibility with the USPTO work environment

Source: GAO analysis of USPTO information.
“USPTO provided the law school tuition program for 2 years between fiscal years 2002 and 2006.

"The special pay rate was approved in 2006 and went into effect in January 2007.

According to USPTO management officials, the three most effective
retention incentives and flexibilities that they have offered are the special
pay rates, the bonus structure, and opportunities to work from remote
locations.

« Special pay rate. In November 2006, USPTO received approval for an
across-the-board special pay rate for patent examiners that can be
more than 25 percent above federal salaries for comparable positions.
For example, in 2007, a patent examiner at USPTO earning $47,610
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would earn $37,640 in a similar position at another federal agency in
the Washington, D.C., area.

+ Bonus structure. The agency awards bonuses at the end of each fiscal
year to patent examiners who exceed their production goals by at least
10 percent. For example, according to USPTO, 60 percent of eligible
patent examiners who exceeded production goals by 10 percent or
more received a bonus in fiscal year 2006. As table 2 shows, USPTO
awarded 4,645 bonuses totaling over $10.6 million to patent examiners
in fiscal year 2006."*

« Opportunities to work from remote locations. In fiscal year 2006,
approximately 20 percent of patent examiners participated in the
agency’s telework program, which allows patent examiners to conduct
some or all of their work away from their official duty station 1 or more
days per week. In addition, when USPTO began a hoteling program in
fiscal year 2006, approximately 10 percent of patent examiners
participated in the program, which allows some patent examiners to
work from an alternative location."”

Table 2: Number of and Bonus A ts USPTO and Number of
Patent Examiners Participating in the Telework Program in Fiscal Years 2002
through 2006

2002 2003 2004 2005 2006

Number of bonuses® 4,877 4,839 5015 4,567 4,645
Bonus amount (dollars in $103 $109 $11.5 $109 $10.6
millions)

Patent examiners in telework Not applicable” 800 345 1014 999
program

Source: USPTO.

“Up to three types of bonuses may be awarded to one patent examiner in a fiscal year, one of which
may be awarded twice per fiscal year.

"USPTO did not offer a telework program in fiscal year 2002.

SUSPTO may award up to three types of bonuses to one patent examiner in a fiscal year.
“Patent examiners who qualify for hoteling are assigned USPTO computer hardware and

are not assigned permanent office space but share space when it is necessary for them to
come into the USPTO offices.
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According to the results of our survey, patent examiners generally
identified compensation-related retention incentives and USPTO’s efforts
to enhance the work environment as among the most important reasons
for staying with the agency. (See app. II for more detailed information on
the questions included in and the results of our survey.) Specifically, as
table 3 shows, patent examiners ranked current total pay, flexible work
schedules, the hoteling program, and federal benefits as among the
primary reasons they would choose to stay at USPTO. Similarly, 51 and 87
percent of the USPTO employees who participated in OPM’s 2006 Federal
Human Capital Survey reported that they were satisfied with their pay and
alternative work schedules, respectively.

Table 3: Patent Examiners’ Views on Comy ion-Related and Enh: d Work Envil I i and Flexibilities in
Decreasing Order of Importance

Esti 1 p ge of patent i who
identified these incentives and flexibilities as
USPTO incentives and flexil es offered to patent examiners reasons to stay with the agency
Current total pay (excluding benefits) 58
The availability of the flexible work schedule program 49
The availability of a hoteling program 38
Current federal benefits 30
The availability of a teleworking program 17
The recent implementation of a special pay rate increase 16
Opportunities for career advancement 15
The ability to be promoted to the next GS level 14
The availability of the law school tuition program 10
The availability of monetary awards 5
The casual dress policy 4
Access to an on-site fitness center 4
The availability of a transit subsidy program 2
The availability of on-site child care 1
The availability of flexible spending accounts (i.e., the program that allows
you to pay for eligible out-of-pocket health care and dependent care
expenses with pretax dollars) 1
The availability of an on-site health unit 0
Activities offered by the Work-Life Committee 0

Source: GAO survey.
Note: To determine the estimated percentages in this table, we included the total number of times

patent examiners identified a particular retention incentive and flexibility as one of the three most
important reasons they would choose to stay at USPTO.
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Conclusion

Despite its efforts to hire an increasing number of patent examiners
annually and implement a number of retention incentives and flexibilities
over the last 5 years, USPTO has had limited success in retaining new
patent examiners. While many of the measures implemented generally
align with the primary reasons that patent examiners would stay with the
agency, these efforts have not been enough to prevent the agency from
losing one patent examiner for nearly every two that it has hired, and
especially troubling is the high loss of patent examiners who have been
with the agency for less than 5 years. Although USPTO management does
not agree, the root of this high level of attrition appears to be the stress
resulting from the agency’s outdated production goals. To meet the
agency’s production goals, most patent examiners, regardless of their
tenure with the agency, have had to work unpaid overtime or work during
paid leave time, and therefore consider this to be a primary reason for
leaving USPTO. Because the production goals appear to be undermining
USPTO’s efforts to hire and retain a highly qualified workforce, we believe
the agency will continue to be limited in its ability to meet the increasing
demand for U.S. patents and reduce the growth of the patent application
backlog, and ultimately may be unable to fulfill its mission of ensuring U.S.
competitiveness.

Recommendation 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 undertake a comprehensive evaluation of
the assumptions that the agency uses to establish patent examiner
production goals and revise those assumptions as appropriate.

Agency Comments
and Our Evaluation

We provided a draft of this report to the Department of Commerce and
USPTO for review and comment. In its comments, the Department of
Commerce agreed with our findings, conclusions, and recommendation
and agreed that the agency's hiring efforts are not sufficient to reduce the
patent application backlog. In light of this issue, the Department of
Commerce stated that USPTO is implementing various initiatives designed
to increase the productivity of the agency that will result in a more
efficient and focused patent examination process. Once USPTO
determines the effect of these initiatives on patent examiner productivity,
it will reevaluate the assumptions used to establish patent examiner
production goals. The agency also provided technical comments that we
have incorporated as appropriate. The Department of Commerce's letter
is included in appendix II.
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As agreed with your office, unless you publicly announce the contents of
this report earlier, we plan no further distribution until 30 days from the
report date. At that time, we will send copies to interested congressional
committees and Members of Congress and the Secretary of Commerce. We
also will make copies available to others upon request. In addition, the
report will be available at no charge on the GAO Web site at
http://www.gao.gov.

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

Sincerely yours,

S £ Mot

Ms. Anu K. Mittal
Director, Natural Resources
and Environment
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Appendix I: Objectives, Scope, and
Methodology

To determine the U.S. Patent and Trademark’s (USPTO) process for
developing annual hiring estimates and the relationship these estimates
have to the patent application backlog, we analyzed patent examiner data
that USPTO extracts from the National Finance Center, and patent
application data from the agency’s Patent Application Locating and
Monitoring (PALM) system,' from fiscal years 2002 through 2006, and
projections of that data through fiscal year 2012.” Specifically, these data
included actual end of fiscal year numbers from 2002 through 2006 and
estimates from fiscal years 2002 through 2012 for patent examination
workforce, patent examiners hired, patent examiners lost to attrition, first
actions, received patent applications, and the patent application backlog.
USPTO provided the majority of these data to us in the form of USPTO’s
fiscal years 2002 through 2008 Budget Requests of the President of the
United States. The budget requests for fiscal years 2003 through 2005
contained the hiring estimates for each of those years as well as those
projected for an additional 4 years, and the actual number of patent
examiners hired for fiscal years 2002 and 2003.> USPTO provided the
remaining estimates in an interview, and the remaining actual numbers
hired by extracting that information from the National Finance Center into
Excel documents.

We assessed the reliability of the patent examiner data USPTO extracted
from the National Finance Center and the agency’s PALM system and
determined that they were acceptable for our purposes. We assessed the
reliability of patent examiner data by comparing the data to patent
examiner data in the Central Personnel Data File. To assess the reliability
of the PALM system, we interviewed the Acting Director of the Office of
Patent Audit and Evaluation. We also interviewed USPTO’s Administrator
of the Office of Patent Resources Administration to gain an understanding
of the process through which USPTO identifies hiring estimates and the
role of the backlog in that process. In addition, we reviewed reports by
other organizations, such as the National Academy of Public
Administration, relating to USPTO’s workforce planning process. We

! PALM is an internal USPTO system that contains current, patent application status
information.

*USPTO officials explained that the agency does not store patent examiner data on site, but
relies on access to the National Finance Center to obtain that information when necessary.

fjAecording to USPTO, the data requirements for the budget requests can change and
USPTO provides the required data to the Office of Management and Budget accordingly. As
aresult, not all of the information we r sted was i in these d
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Appendix I: Objectives, Scope, and
Methodology

reviewed the Office of Personnel Management’s (OPM) workforce
planning guidance and interviewed officials from OPM’s Human Capital
Assessment and Accountability Framework Office to develop criteria to
assess USPTO’s workforce planning process. We compared USPTO’s
process for developing annual hiring estimates to OPM’s workforce
planning strategies and other best practice information we received from
OPM’s Human Capital Assessment and Accountability Framework Office
in order to determine if USPTO’s process for identifying annual hiring
estimates was consistent with OPM’s recommended workforce planning
strategies.

To determine the extent to which hiring patent examiners has been offset
by attrition at USPTO over the last 5 years, we analyzed patent examiner
workforce, hiring, and attrition data from this time period as described
above. In addition, USPTO provided attrition data by years of experience
for each of those years in separate documents derived from the National
Finance Center. Specifically, we compared the total number of patent
examiners hired in each of the last 5 years to the total workforce growth
and the total patent examiner attrition in that time. To determine the
factors that may contribute to patent examiners’ decisions to leave the
agency, we conducted a Web-based survey of a stratified random sample
of 1,420 current patent examiners.” To address this objective, we had to
rely on the views of current patent examiners because USPTO does not
maintain contact information for patent examiners that have left the
agency, and we could not identify any organizations that maintain this
information for USPTO staff. Through the survey instrument, we gathered
patent examiners’ views on satisfaction with various aspects of working at
USPTO, the time worked to meet production goals, and reasons they
would choose to stay with or leave the agency. In addition, we asked for
their views on ways to improve the production system.

The target population for our sample consists of patent examiners who
were employed by USPTO as of November 22, 2006, and were still
employed as of the survey closing date, February 28, 2007. We selected

‘While we also surveyed supervisory patent examiners, we did not include their responses
in our analysis and estimates because we determined during the course of our review that

they perform a very different function than isory patent 3
Consequently supervisory patent examiners have different job-related concerns and
different reasons than nc isory patent i for choosing to stay with or leave

USPTO. Because our report focuses on why staff performing the patent examiner function
stay with or leave the agency, we focused only on the responses of nonsupervisory patent
examiners.
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Appendix I: Objectives, Scope, and
Methodology

our sample from a study population composed of all USPTO patent
examiners as of November 22, 2006, and we asked agency officials to
provide the names, e-mail addresses, and length of time at USPTO for
patent examiners at the agency on that date. Patent examiners who were
hired after November 22, 2006, are not represented in our sample.
Similarly, patent examiners who left or retired from the agency between
November 22, 2006, and February 28, 2007, might be sampled but would
not be a part of our target population (and therefore are considered out of
the scope of our survey). From that list, we selected a random sample of
patent examiners,’ stratified by the length of time they would have been at
the agency at the beginning of the survey period in late January 2007.° Our
sample consisted of 1,420 patent examiners, and we obtained complete
survey responses from 1,129 of them, for an overall response rate of about
80 percent. Table 4 summarizes population size, sample size, and
disposition of sample cases for each of these strata.

Table 4: y of Patent E i Population and Survey Sample by Stratum
Out of Response
Stratum® Populati Sample Resy | scope” rate
1. Patent examiners:
2-12 months 1,007 430 342 ] 80%
2. Patent examiners:
1-5 years 1,506 480 385 0 80%
3. Patent examiners:
5+ years 2,305 510 402 8 80%
Total 4,818 1,420 1,129 8 80%
Source: GAO.

“From the initial notification, we identified 8 sampled individuals who were outside the target
population. Individuals were determined to be outside the target population for reasons such as they
performed a function other than patent examination or they had since left the agency.

All sample surveys are subject to sampling error—that is, the extent to
which the survey results differ from what would have been obtained if the
whole population had been observed. Each patent examiner in the study
population has a known nonzero probability of being selected, and the

*We defined patent i as those res sible for reviewing utility, plant, and reissue
(UPR) patent applications.
“For example, a person newly hired at the time the population frame was created in late

November 2006 would have been at the agency 2 months by late January 2007. This is why
the shortest tenure displayed in table 4 is 2 months.
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Appendix I: Objectives, Scope, and
Methodology

data for each respondent are appropriately weighted to account
statistically for all patent examiners in that stratum, including those that
were not selected. Because we followed a probability procedure based on
random selections, our sample is only one of a large number of samples
that we might have drawn. Since each sample could have provided
different estimates, we expressed our confidence in the precision of our
particular sample’s results as a 95 percent confidence interval. This is the
interval that would contain the actual population value for 95 percent of
the samples we could have drawn. As a result, we are 95 percent
confident that each of the confidence intervals based on the survey
includes the true values in the sample population. Estimates based on this
survey allow us to project our results to all patent examiners at USPTO
with a 95 percent level of confidence. All percentage estimates in this
report have a 95 percent confidence interval within plus or minus 5
percentage points of the estimate itself. For example, our survey
estimates that 42 percent of patent examiners worked while on annual
leave during the past year, and we are 95 percent confident that the actual
proportion of patent examiners working while on leave during this period
is within 5 percentage points of 42, i.e., between 37 and 47 percent. All
reported comparisons of patent examiner groups for a particular survey
question are statistically significant with a probability of 0.05.

In addition to the reported sampling errors, as previously indicated, the
practical difficulties of conducting any survey may introduce errors,
commonly referred to as nonsampling errors. For example, differences in
how a particular question is interpreted, the information sources available
to respondents, or the types of sample members who do not respond can
introduce unwanted variability into the survey results. Our estimation
method assumes that nonrespondents are missing at random. If
characteristics of respondents are different from those of nonrespondents
on key items, it could introduce a bias not accounted for in our analysis.
We took extensive steps in questionnaire development, data collection,
and the editing and analysis of the survey data to minimize nonsampling
errors. For example, the survey was developed by a GAO survey specialist
in conjunction with subject matter experts, and then reviewed by a second
independent survey specialist. In addition, we pretested the survey with
patent examiners. During these pretests, we asked the patent examiners
to complete the survey as they would when they received it. We then
interviewed the respondents to ensure that (1) the questions were clear
and unambiguous, (2) the terms used were precise, (3) the survey did not
place an undue burden on the patent examiners completing it, and (4) the
survey was independent and unbiased. We also provided a copy of the
survey to USPTO officials and representatives from the patent examiner
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Methodology

union—the Patent Office Professional Association (POPA)—to gain their
thoughts on the four previously mentioned criteria. On the basis of the
feedback from the pretests and our discussions with agency officials and
union representatives, we revised the questions, as appropriate.

Additionally, the statistical programs that produced our survey estimates,
including estimates of categories derived from content analysis, were
reviewed by a second independent programmer to ensure accuracy in the
logic and syntax of the program. Finally, to ensure security and data
integrity, we provided all participants with a user name and a personal
password that allowed them to access and complete the survey. No one
else could access that survey or edit its data. To reduce survey
nonresponse, we sent out e-mail reminder messages to encourage them to
complete the survey. We activated the survey and informed respondents
of its availability on January 25, 2007, and allowed respondents access to
the survey through February 28, 2007.

We conducted a computer-enabled content analysis to analyze a key open-
ended survey question soliciting respondents’ suggestions for
improvements to the production system. Two reviewers collaboratively
developed content categories based on survey responses, and then
independently assessed and coded each survey response into those
categories. In cases where disagreements among the two reviewers
regarding the coding of responses into content categories were found, all
disagreements were resolved through reviewer discussion. Ultimately,
there was 100 percent agreement between the reviewers.

In addition to the survey mentioned above, we spoke with USPTO
officials, representatives from POPA, and an official from the American
Intellectual Property Law Association, a national bar association of
lawyers involved in fields of law affecting intellectual property, to gain
their perspectives on why patent examiners leave the agency.

To determine the extent to which the retention incentives and flexibilities
that USPTO provides align with patent examiners’ reasons for staying with
the agency, we spoke with USPTO officials, union representatives, and an
official from the American Intellectual Property Law Association to gain
their perspectives on the effectiveness of the retention incentives and
flexibilities at USPTO. We also analyzed USPTO policies and information
regarding the agency’s retention incentives and flexibilities. In addition,
we used the Web-based survey described above to obtain patent
examiners’ views on the reasons they would choose to stay at the agency.
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We conducted our work from August 2006 through July 2007 in
accordance with generally accepted government auditing standards.
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Appendix II: Selected Survey Results

The following tables contain summary results of selected questions from
our survey of patent examiners at USPTO. For each question reported
below, the estimated percentage is presented. All percentage estimates
have a 95 percent confidence interval within plus or minus 5 percentage
points of the estimate itself. These tables do not include summary-
estimate data for the demographic questions and do not include the results
from any open-ended questions.

Q6. Over the past 12 months, on average, about how much
voluntary/uncompensated overtime have you worked per biweek to meet your
production goal?

Estimated
Number of hours percentage
Less than 1 hour 5
1-10 hours 62
11-20 hours 238
21-30 hours 5
More than 30 hours 5

Source: GAO survey.

Note: Respondents to this question had self-identified in a previous question as having worked
voluntary/uncompensated overtime to meet their production goals.

Q8. Over the past 12 months, on average, about how much annual leave have you
used per quarter to meet your production goal?

Estimated
Number of hours percentage
Less than 1 hour 2
1-10 hours 47
11-20 hours 29
21-30 hours 12
More than 30 hours 10

Source: GAO survey.

Note: Respondents to this question had self-identified in a previous question as having used annual
leave to meet their production goals.
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Appendix II: Selected Survey
Results

Q10a. How important, if at all, are each of the following factors as reasons for you to stay with USPTO?

Very important or important reason to stay

Estimated
Reason percentage
a. Your current total pay (excluding benefits) 77
b. Your current federal benefits 77
c. The availability of monetary awards 45
d. The recent implementation of a special pay rate increase 80
e. The caliber of your current supervision 58
f. The extent to which resources, such as mentors, are available to answer your questions 44
g. Your opportunities for career advancement 59
h. Your ability to be promoted to the next GS level 67
i. The extent to which this job fits your work style 7
j. Your production goals 17
k. The amount of paid leave that you must use to meet production goals 10
1. The amount of voluntary/uncompensated overtime that you must work to meet production goals 9
m. The amount of review of your work (i... for quality purposes) 14
n. Activities offered by the Work-Life Committee (e.g., 4 on 4 basketball tournament, trip to Atlantic City, but NOT activities
run by the PTO Society or your Technology and/or Art Center) 11
0. The availability of the law school tuition program 43
p. The availability of a hoteling program (i.e., the opportunity for examiners to work full-time from an off-site location) 79
q. The availability of a teleworking program (i.c.. the opportunity for examiners to work some hours from an off-site location) 77
r. The availability of the flexible work schedule program 94
s. The availability of flexible spending accounts (i.e.. the program that allows you to pay for eligible out-of-pocket health care
and dependent care expenses with pretax dollars) 42
t. The availability of a transit subsidy program 58
u. The availability of an on-site health unit 37
v. The casual dress policy 55
w. The availability of on-site child care 26
X. Access to an on-site fitness center 47
y. Other—Please specify below 34

Source: GAO survey.
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Q10b. How important, if at all, are each of the following factors as reasons for you to leave USPTO?

Very important or important reason to leave

Estimated
Reason percentage
a. Your current total pay (excluding benefits) 8
b. Your current federal benefits 3
c. The availability of monetary awards 8
d. The recent implementation of a special pay rate increase 0
e. The caliber of your current supervision 11
f. The extent to which resources, such as mentors, are available to answer your questions 12
g. Your opportunities for career advancement 14
h. Your ability to be promoted to the next GS level 9
i. The extent to which this job fits your work style 10
j. Your production goals 52
k. The amount of paid leave that you must use to meet production goals 49
1. The amount of voluntary/uncompensated overtime that you must work to meet production goals 61
m. The amount of review of your work (i... for quality purposes) 27
n. Activities offered by the Work-Life Committee (e.g., 4 on 4 basketball tournament, trip to Atlantic City, but NOT activities
run by the PTO Society or your Technology and/or Art Center) 2
0. The availability of the law school tuition program 1
p. The availability of a hoteling program (i.e., the opportunity for examiners to work full-time from an off-site location) 0
q. The availability of a teleworking program (i.c.. the opportunity for examiners to work some hours from an off-site location) 0
r. The availability of the flexible work schedule program 0
s. The availability of flexible spending accounts (i.e.. the program that allows you to pay for eligible out-of-pocket health care
and dependent care expenses with pretax dollars) 0
t. The availability of a transit subsidy program 1
u. The availability of an on-site health unit 0
v. The casual dress policy 1
w. The availability of on-site child care 1
X. Access to an on-site fitness center 0
y. Other—Please specify below 39

Source: GAO survey.
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Appendix II: Selected Survey
Results

1
Q11. Looking at the list of reasons in question 10, what are the top three reasons why you would choose to stay with USPTO?

Estimated
Reason percentage
a. Your current total pay (excluding benefits) 58
b. Your current federal benefits 30
c. The availability of monetary awards 5
d. The recent implementation of a special pay rate increase 16
¢. The caliber of your current supervision 9
f. The extent to which resources, such as mentors, are available to answer your questions 3
g. Your opportunities for career advancement 15
h. Your ability to be promoted to the next GS level 14
i. The extent to which this job fits your work style 15
j. Your production goals
k. The amount of paid leave that you must use to meet production goals [
1. The amount of voluntary/uncompensated overtime that you must work to meet production goals 0
m. The amount of review of your work (i.e.. for quality purposes) 0
n. Activities offered by the Work-Life Committee (e.g., 4 on 4 basketball tournament, trip to Atlantic City, but NOT activities
run by the PTO Society or your Technology and/or Art Center) 0
o. The availability of the law school tuition program 10
p. The availability of a hoteling program (i.e., the opportunity for examiners to work full-time from an off-site location) 38
q. The availability of a teleworking program (ic., the opportunity for examiners to work some hours from an off-site location) 17
r.T v of the flexible work schedule program 49
s. The availability of flexible spending accounts (i.e.. the program that allows you to pay for eligible out-of-pocket health care
and dependent care expenses with pretax dollars) 1
t. The availability of a transit subsidy program 2
u. The availability of an on-site health unit 0
v. The casual dress policy 4
w. The availability of on-site child care 1
X. Access to an on-site fitness center 4
y. Other—Please specify below 4

Source: GAO survey.

Note: To determine the estimated percentages in this table, we included the total number of times
patent examiners identified a particular retention incentive and flexibility as one of the three most
important reasons they would choose to stay at USPTO. Percentages total more than 100 percent

because respondents selected three reasons each.
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Appendix II: Selected Survey
Results

Q12. Looking at the list of reasons in question 10, what are the top three reasons that would cause you to consider leaving

USPTO?

Estimated
Reason percentage
a. Your current total pay (excluding benefits) 16
b. Your current federal benefits 4
c. The availability of monetary awards 6
d. The recent implementation of a special pay rate increase 1
e. The caliber of your current supervision 13
f. The extent to which resources, such as mentors, are available to answer your questions 8
2. Your opportunitics for carcer advancement 15
h. Your ability to be promoted to the next GS level 8
i. The extent to which this job fits your work style 1
j- Your production goals 67
k. The amount of paid leave that you must use to meet production goals 37
1. The amount of voluntary/uncompensated overtime that you must work to meet production goals 59
m. The amount of review of your work (i.e.. for quality purposes) 26
n. Activities offered by the Work-Life Committee (e.g.. 4 on 4 basketball tournament, trip to Atlantic City, but NOT activities
run by the PTO Society or your Technology and/or Art Center) 1
o. The availability of the law school tuition program 1
p- The availability of a hoteling program (i.e., the opportunity for examiners to work full-time from an off-site location) 2
q. The availability of a teleworking program (i.e.. the opportunity for examiners to work some hours from an off-site location) 1
r. The availability of the flexible work schedule program 2
s. The availability of flexible spending accounts (i.c., the program that allows you to pay for eligible out-of-pocket health care
and dependent care expenses with pretax dollars) 0
t. The availability of a transit subsidy program 0
u. The availability of an on-site health unit 0
v. The casual dress policy 1
w. The availability of on-site child care 0
X. Access to an on-site fitness center 0
y. Other—Please specify below 7

Source: GAO survey.

Note: To determine the estimated percentages in this table, we included the total number of times
patent examiners identified a particular retention incentive and flexibility as one of the three most
important reasons they would choose to leave USPTO. Percentages total more than 100 percent

because respondents selected three reasons each.
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Appendix III: Comments from the

Department of Commerce

THE DEPUTY SECRETARY OF COMMERCE
Washington, D.C. 20230

August 15,2007

Ms. Anu K. Mittal

Director, Natural Resources and Environment
U.S. Government Accountability Office

441 G Street, N.W.

‘Washington, D.C. 20548

Dear Ms. Mittal:

Thank you for the opportunity to comment on the Government Accountability Office
(GAO) draft report GAO-07-1102 entitled, Hiring Efforts Are Not Sufficient to Reduce the
Patent Application Backlog.

The Department of Commerce (DOC) and the United States Patent and Trademark Office
(USPTO) appreciate the effort your staff made in reviewing the USPTO’s annual hiring
estimates, patent examiner attrition, and ongoing retention efforts.

The report is a good assessment of the progress the USPTO is making in finding better
ways to hire, train, and retain our patent examiners. We agree with the report’s finding that
hiring efforts are not sufficient to reduce the patent application backlog. While hiring is a critical
component of the USPTO’s plan, Under Secretary Dudas has stated that hiring alone is simply
not enough to keep pace with the growth of patent applications. The USPTO’s Strategic Plan
released this year places a strong emphasis on increasing productivity in the USPTO and in
patent systems throughout the world by leveraging the work that is being done in other offices,

i b and from i d public parties to help the patent examiners in their

Y
jobs. Of interest are:

o Ciaims-Continuations initiative, which will require applicants to provide additional
information to assist in the examination process if they submit more than five
independent claims or more than 25 total claims in an application, and will require

i to provide a justification for third or sut inui licati

Information Disclosure Statement (IDS) initiative, which will require applicants who

submit more than a threshold number of or other d for
consideration by the examiner to explain the relevance of the reference or other
document.

Alternative (or Markush) Claim initiative, which will require that a patent claim that
defines the invention using alternative language be directed to a group of alternatives
that are sufficiently related so as to be considered a single invention.
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Appendix IIT: Comments from the Department
of Commerce

Ms. Anu K. Mittal
Page 2

« Applicant Quality Submissions, which if pursued, will require most applicants to
provide the USPTO with an applicant quality submission and written analysis to assist
the examiner in the examination of the application.

In general, the USPTO agrees with GAO’s assessment of the challenges facing it and
GAO’s conclusion that hiring efforts alone are not sufficient to reduce the patent application
backlog. The above initiatives being implemented and those under consideration by the USPTO
will result in a more efficient and focused examination on the part of the patent examiner. It is
anticipated that there will be efficiencies gained from these initiatives. Once the USPTO
determines the effect of these initiatives on examiner prod ity, we will 1 the
assumptions that we use to establish examiner production goals.

I enclose a list of specific technical comments that clarify and/or correct certain points
covered in your report.

Many thanks to Michelle Triestman and Vondalee Hunt who spent many hours reviewing
survey data and talking to USPTO employees. I also extend my appreciation to you and your
team for your dedication to the highest standards of professionalism in preparing the draft report.

Enclosure
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Appendix IV: GAO Contact and Staff
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GAO Contact Anu K. Mittal, (202) 512-3841

Staff In addition to the contact named above, Vondalee R. Hunt (Assistant
Director), Nancy Crothers, Nancy Hess, Stuart Kaufman, Grant Mallie,

Acknowledgments Rebecca Shea, Michelle K. Treistman, Lisa Vojta, and Greg Wilmoth made

significant contributions to this report. Scott Derrick and Omari Norman
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U.%. House of Representatives
Committee on the Judiciary

TWashington, BE 205156216
®ne Bundred Tenth Congress
April 29, 2008

The Honorable Jon W. Dudas

Undersecretary of Commerce for Intellectual Property
Director of U.S. Patent and Trademark Office

U.S. Department of Commerce

600 Dulany Street - Madison West

Alexandria, VA 22314

Dear Mr. Dudas:

On behalf of the Committee on the Judiciary, Subcommittee on Courts, the Internet, and

Intellectual Property, we would like to reiterate our appreciation for your participation in the
February 27, 2008, oversight hearing concerning the “U.S. Patent and Trademark Office.” We
have forwarded the official transcript to your office for review.

Given the limited time allotted for questions during the hearing, there were a number of

questions that I was not able to ask you. As such, I am including the below questions and your
subsequent responses in the official record:

/4

Accurate projection of the number of patent applications that the USPTO will receive in coming
years is critical to planning and resource allocation decisions being made today. Please describe
in detail the methods the USPTO uses to project the number of future patent applications. What
economic and legal factors, i ing anticipated rule ch does the USPTO assume in

leveloping its patent application projections? What kind of computer models and other tools do
you employ to make such projections?

In the USPTO's FY2008 budget document, it was projected that the number of patent applications
would grow by 8% over each of the next 5 years. (See attachment 1). This projection was
supported by the FY2007-2012 Strategic Plan, which stated "this strategic plan anticipates that
patent application filings will inue to rise at the rate of eight percent per year, through 2012.
This growth is not a surprise, nor is it new.” (See attachment 2). However, in the USPTO's
FY2009 budget document, it was projected that patent applications would grow by only 5% per
year over the next 3 years. (See attachment 3). Please explain why the projected rise in patent
applications was reduced in your FY2009 budget document.

Also the FY2009 budget document mentioned that the projected 5% application growth rate "may
be affected by the Agency’s rule governing inuation practice," but didn't indi how it
would be affected. (See attachment 3). Please explain what was meant by this statement. Also, if
the 5% application growth rate projection took into account assumptions or expectations that no
longer apply, such as impl ion of the i ion and claims rules that were recently
enjoined, please provide revised growth projections.
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4. What role, if any, did the USPTO's Patent Public Advisory Committee have in determining and
reviewing the agency's patent application filing projections in the FY2008 and FY2009 budget
documents?

3 Aside from impl ing the recently enjoined inuation and claims rules, describe all the

possible actions the USPTO or Congress can take that would impact patent pendency and the
respective impact each action would have on reducing patent pendency? What combination of
these actions would be needed to reduce patent pendency if the application growth rate was held
constant at 5% over the next 10 years? What if the application growth rate was held constant at
8% over the next 10 years? Please provide wh i or math ical models used in
answering these questions.

6. According to the recent GAO report titled "Hiring Efforts Are Not Sufficient to Reduce the Patent
Application Backlog," the GAO found that the USPTO cannot hire enough patent examiners to
reduce patent pendency in the next five years. It seems, however, that this projection is based on
estimates provided by the USPTO. The report states "[a]ccording to USPTO estimates, even if
the agency were able to hire 2,000 patent examiners per year in fiscal year 2007 and each of the
next 5 years, the backlog would continue to increase by about 260,000 applications to 953,643 at
the end of fiscal year 2011." (See attachment 4). Please provide all data related to these
"USPTO esti; " includi h ical models, and underlying statistics and assumptions
such as iner r ion and productivity. Under these same assumptions, hypothetically, how
many patent examiners would have to be hired in the next five years in order to reduce the patent
backlog?

7. Afier release of the above mentioned GAO report, the USPTO issued a press release on October
4, 2007 that stated the USPTO would "review assumptions the agency uses to establish
production goals for patent examiners.” (See attachment 5). Then, before the Subcommittee,
Director Dudas confirmed that the USPTO has begun to study patent examiner production goals.
Please provide details on the methodology of the study and personnel conducting it. What is the
current progress of the study and when can Congress expect the study o be completed? To what
extent is the Patent Office Professional Organization and the Patent Public Advisory Committee
involved in this study?

8. According to the above mentioned GAO report, 67% of patent examiners feel "that the [USPTO's]
production goals are among the primary reasons they would consider leaving the USPTO." This
statistic held true "regardless of their tenure." The GAO also reported that USPTO management
felt that patent examiners left the agency primarily due to personal reasons. (See attachment 6).
And, according fo Director Dudas' testimony, exit interviews of employees who had been with the
USPTO from 3 to 10 years showed that they left the agency because of "supervisor issues or
management issues," and that no interviewees in this category said that they left because of the
nature of the work (i.e., production goals). What may account for the discrepancy between what
USPTO management believes are the reasons patent examiners leave the agency and the GAO's
survey results? What percentage of people who left the agency after 3 to 10 years actually
participated in the exit interviews Director Dudas cited? Are there any distinguishing
characteristics of these people that would set them apart from those who didn't participate in exit
interviews (i.e., disproportionately high production performance compared to peers)?
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9.

12.

13.

14.

According to the language of the 2006 Science, State, Justice, Commerce Appropriations Act,
before the USPTO can reprogram appropriated funds, it must notify the appropriations
committees of both housas of Cungress 15 days prior to any such reprogramming. For purposes
of the Act, reprogr 1 liminating a program, project or activity and reorganizing
or renaming offices. Was the USPTO action that created the Office of Enforcement considered a
reprogramming? If so, did the USPTO notify Congress pursuant to its statutory obligations? If
so, please provide a copy of the notification you sent to Congress.

Accardmg to the Department of Cammerce 's Department Arlmmtstrattve Order (DAO) 203-13, a
reor "the or other signij

change affecting an organizational unit's status, iguration, or mission, or the authority and
duties of its management and staff." The DAO goes on to say that a reorganization is generally
considered a reprogramming that requires both Congressional and Department notification. Is
the USPTO subject to this and other DAOs issued by the Department of Commerce? Assuming
the USPTO is subject to this DAO, when the Office of Enforcement was created, was the action
creating it determined to be a reorganization? If so, did the USPTO notify Congress pursuant to
its DAO-obligations? If so, please provide a copy of the notification you sent to Congress.

In Director Dudas' testimony before the Subcommittee, he termed the action that eliminated the
Oﬂ' ce of. Enforcement a "realignment.” What criteria do you apply to classify an action as a

" instead of a reprogr ing as defined in the appropriations act or a
reorgamzatzon as defined in DAO 203-13?

What other actions has the USPTO taken over the last 7 years that have also been or can be
described as a "realignment"? Please list these actions and provide a detailed description of the
nature of and justij ion for each lled reali,

On August 15, 2007, Barry Hudson, Chief Financial Officer for the USPTO, sent an email to top
USPTO officials that stated the realignment of the Office of External Affairs "was a result of a
five-year management review." (See attachment 7). In the USPTO Weekly Update dated
September 10, 2007, Lois Boland, Director of the Office of Intellectual Property Policy and
Enforcement, was quoted as saying that the realignment of the Office of External Affairs occurred
"after a five-year management review of the programs within [External Affairs]." (See
attachment 8). Please provide the Subcommittee a copy of this management review. Has the
USPTO taken any other actions based on this management review? Does it plan to take any other
actions based on this management review? Please provide a list of all senior USPTO officials
who participated in this review.

As evidence of greater quality, Director Dudas mentioned in his testimony that in 2000, 70% of
all applications led to a patent while in the first quarter of 2007, only 44% of all applications led
to a patent. How did rhe USPTO accaunt in the:e statistics for Request for Continuing
Examination (RCE) app i ipplications and the applications that had to be
abandoned in order to file continuation applications?
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15.

16.

18.

According to USPTO organizational charts for the last several years, the Administrator of the
Office of External Affairs reports directly 1o the USPTO Director and Deputy Director. (See
attachment 9). However, as I understand from Director Dudas’ testimony, the Administrator's
position "rests" in the Deputy Director's office. Does this mean that the Deputy Director
essentially runs the Office of External Affairs? If yes, why is there still an Administrator of
FExternal Affairs position listed in USPTO organizational charts? If so, does running the Office of
External Affairs interfere with the other duties of the Deputy Director?

According to a Time article dated April 2, 2006, and supported by an email allegedly from James
Toupin dated January 3, 2005, senior USPTO officials met with Research in Motion (RIM) CEO
Jim Balsillie while a reexamination concerning patents owned by NTP and at issue in a lawsuit
filed by NTP against RIM, was before the USPTO. (See attachments 10 and 11). Did this meeting
take place? What was discussed at this meeting? What is the USPTO's policy concerning ex
parte communications between senior USPTO officials and parties who have an interest in the
outcome of proceedings before the Office? In what other instances, if any, did senior USPTO
officials engage in similar ex parte communications with parties that had an interest in the
outcome of a proceeding being conduct before the Office?

The FY2008 USPTO budget document mentioned that the USPTO was exploring the possibility of

establishing regional offices that would house patent examiners. (See attachment 12). However,
no mention of this effort was made in the FY2009 USPTO budget document. Is the USPTO still
looking into this possibility? Over the last 3 years, what resources have been dedicated to the
plarmmg and establishment of USPTO offices outside of Alexandria, Virginia? If the USPTO has

d its evaluation of establishing satellite, back-up, or other additional facilities, what
were the agency’s conclusions about the location, expense, and general feasibility associated with
establishing and operating such facilities.

Please provide information concerning the diversity of the USPTO's workforce. Please
breakdown this information by GS-level and function within the agency (i.e., SES, Schedule C,
manager, examiner, support staff, etc.)

In addition, I am enclosing the following questions from Representative Darrell Issa, a

Member of the Subcommittee, to be included in the final record.

1

Examination on Request (or, as the USPTO called it, Deferred Examination) is used in many

countries such as Canada and Japan. Under such a system, applications are not

automatically, as in the U.S., but only upon a specific Request for Examination within a set lime-
period, say 3 years. Ifno request is filed within that period, the application is deemed abandoned and
is never examined. From experience of other patent offices, 10% to 40% of applications are never
examined under Examination on Request systems, resulting in sub ial workload reduction. This
is due to appli > vol 'y aband of obsole ipplications prior to the Request for

Examination deadline. Under current USPTO practice, applications that become obsolete, but receive
examination by the USPTO, are the worst investment the USPTO can make because their
obsolescence means that the patents are unlikely to fetch any renewal fees.

Why did the USPTO reject such a method that has the potential to reduce its workload and
increase efficiency?
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Please hand-deliver response to questions on official stationary to the Subcommittee on Courts
no later than May 19, 2008. The office address is B-352 Rayburn House Office Building, Washington,
D.C. 20515.

If you have additional questions or concerns, please contact me or Shanna Winters, Chief Counsel
of the Subcommittee at 202.225.5741. Thank you again for your testimony.

HOWARDL. BE&IM\\
Chairman,

Subcommittee on Courts, the Internet, and
Intellectual Property

Sincerely,
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USPTO FY 2008 PRESIDENT'S BUDGET

Performance Goal 1: Optiiize Patent Quiality and Timeliness (FY 2007 - 2012)

Y 2007
Performance Measures/Targets FY 2006 | Expocted FY2009 | FYZ010 ) Y201 FY2012

Enacted S st

_
Allowance Compliance Rate® 9.5% 96.0% | 06.0%|  96.0%|  96.0%|  96.0%
In-Procses Examination Compiencs 90.0% 90.0% 200%|  910%|  e20%|  93.0%
ate &
Average First Action Pendency
pyi 226 255 265 276 289
Average Total Pendency (Menths) 311 359 36.5 375 38.6
Efficiency $3,798 $4,233 $4,361 $4,495 $4,567
Applications Filed Electronically 14.2% 60.0% 70.0% 80.0% 85.0%.
licati Electroni
Applications Managed Electronically 99.9% 009%| vos%|  99.9%|  99.9%
UPR Units of Production 315019 323900 386,400] 411600] 435.900| 460300
Utility, Ptant and Reissue (UPR) 8
Applications Filed 419,760 445,900 : 517,500 558,900 603,600 651,800
UPR Applications Flled Percent ’ ’ "
R A ewous v 10.2% 7.0% 8.0% 8.0% 8.0% 8.0%
UPR Disposals 309,689 314,200 |: 374,800 399,200 422,800 446,500
| B

UPR Issues 164115 177,400 210100 224800 238.400( 252,000
UPR First Actions 320,349 333,600 398,100 424,000 449,000 474,100
Utiity, Plant and Reissue (UPR) 4779 5268 | 6,135 6,502 6,828 7118

Examiners On-Board at End-of-Year

*Note: For consistency, all quality metrics are being reported as compliance rates.
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United States Patent and Trademark Office 2007 — 2012 Strategic Plan






« Application s
Management:

Our Challenges/Our Response

As represented by the model above, our strategic planning
process encompasses end-to-end examination of all

< of our core respo

Innovation—both in the United States and throughout the
world—is growing at a record pace. The United States is
the fastest growing major industrialized economy in the
world, with a Gross Domestic Product (GDP) value of
about $12 trillion in 2005. GDP grew 3.2 percent in 2005,
which is above average relative to annual rates since
2000. Research and development (R&D) expenditures are
estimated to have increased by 4.7 percent in 2004, when
adjusted for inflation. Since August 2003, more than 6.8
million jobs have been created—more jobs than in all the
other major industrialized countries combined. Between
October 2005 and October 2006, the U.S. economy grew
2.9 percent—faster than any other major industrialized
country. And, as of October 2006, U. S. productivity has
grown at an annual rate of three percent since the first
quarter of 2001.

This growth makes the United States an attractive market
for both domestic and foreign companies. Our stable
economy, our commitments to the rule of law, our business

Outputs

« Patent Grants
< Trademark;

Registrations = Economic Growth

i and Development
* Denials of P
Unmeritorious:...

§ + Advancing Science
Applications /

and Technoloay
« {Pnformation

= i Positions and::
Proposals. i

values—and our strong IP system—combine to create the
most favorable trade environment in the world. American
innovators have consistently broken U.S. patent filing
records—filing 218,472 patent applications in 2005 or 56
percent more than the number filed in 1995. Trademark
applications filed by U.S. residents have followed a more
circuitous trajectory in recent years, but the general trend
from 1995 through 2005 is positive, with filings consistently
growing every year after 2002 by an average rate of

8.1 percent.

The United States is not the only country experiencing
dramatic economic growth and prosperity. A trend that
we anticipate will grow—possibly at historic rates—is the
large percentage of foreign applicants who file patent and
trademark applications in the United States. A recent study
conducted by WIPO noted that the United States, through
the USPTO, receives more foreign patent applications than
does any other patent office in the world—for example,
182,866 patent utility applications in 2005 or 107 percent
more than in 1995.

For the past decade, patent application filings have
consistently fisen, sometimes at rates of 10 percent over
the previous year. In fact, this strategic plan anticipates
that patent application filings will continue to rise at the

USPTO STRATEGIC PLAN 2007-2012

%%yg;mé%; a



rate of eight percent per year, through 2012. This growth
is not a surprise, nor is it new. The various proposals the
USPTO has put forward in the past, and most recently
with draft proposed rules changes, have stemmed from a
recognition of the need to handle growth. They have
focused on encouraging more complete applications and
urging “finality” to the patent process, with the objective
of promoting certainty in a timely manner.

The chart above i
with respect to projected filings of patent and trademark
applications.

our

It is an unchallenged reality that the rate at which patent
applications are being filed has increased beyond the rate
at which the USPTO is presently able to examine them,
resulting in an increasing backlog (cases that have not been
examined). Tt is possible that this backlog could approach
about 1.4 million by 2012—unless something is done.

1t is fair to say that the USPTO's more recent patent
pendency proposals have met with mixed, even negative,

Many c ors d that the

208

rates to ensure timely examination. Hiring is certainly an
aspect of the ultimate answer t0 reducing pendency.
Between 2005 and 2012, we will have hired over 9,000
new examiners.

A key question throughout the life of this strategic plan
will continue to be, “How do we handle record growth in
patent applications, consistent with our guiding principles
of quality, timeliness, cost-effectiveness, and transparency?”
We respectfully submit that hiring, while important, will
not be the only answer to this critical question. As shown
in the chart below, hiring will reduce the rate of increase
in pendency time, but will not be sufficient to drive
pendency time downward during the six years of this
strategic plan.

Public confidence in the quality of our patent grants and
trademark registrations is also a critical issue. Confidence
is earned, and we do not take it for granted. We believe
the essential components of quality are accuracy and
consistency. We must ensure that allowed applications
meet both statutory and regulatory standards, thus providing

P

in the

the certainty that p e.

We must not allow the need for timeliness to impact the

USPTO simply continue to hire patent at record

qui for quality.

WWW.USPtO.gov
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USPTO.FY 2009 PRESIDENT'S BUDGET
Qualitative Methodology

In addition to the two types of quantitative methods, a survey of domestic applicants is used to help
forecast patent application filings. During the first quarter of calendar year 2007, the USPTO
distributed questionnaires to 2,555 patent applicants, including U.S. large corporations, small
businesses, universities and independent inventors identified by the USPTO and its contractor. The
questionnaires were designed to obtain an indication of the applicants’ future filing intentions. Survey
forecasts have been found to be useful for intermediate-term forecasting or forecasts of application
filings about 1.5 to 2.5 years in the future. The forecasts of domestic application filings from the
survey are combined with a univariate ‘model forecast of foreign application filings to obtain a forecast
for total application filings. Based on the latest results, the average annual growth rate forecast is 5.0
percent through fiscal year 2009.

Forecasts

To develop forecasts for patent and trademark application filings through FY 2013, the USPTO
considered forecasts from the models and the survey. In addition to the economic indicators
previously discussed, patent applications filed at other IP offices are also considered. For access to the
most timely overseas patent application filings data, the USPTO relies on its Trilateral Partners, the
European Patent Office (EPO) and the Japan Patent Office (JPO). Annual patent application filings
activities at these offices in calendar year 2006 were mixed; with EPO patent application filings
increasing, but JPO patent application filings decreasing.

USPTO Application Filings Fotecast

Taking into account the forecasts from the different models and methods, filing trends overseas, and
the economic outlook, the following official forecasts presented in the table below for patent and
trademark application filings have been established.

| Patent Application Filings 52% | 5.0% | 5.0% 5.0% 5.0% | |
; ,

Frademark Application Filings | 112% | 6.2% | 67%; 8%  91% ] 93% | 8.7% |

Patent application filings growth may be affected by the Agency’s rule governing continuation
practice.
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organizational needs, base decisions on sources of information such as
past workforce data, and include in its workforce planning process a
workforce analysis system that identifies current and future losses due to
attrition. We found that in identifying its hiring estimates, USPTO generally
applies these principles because it makes decisions on the basis of trends
in hiring, attrition, and total workforce data from recent years, and
identifies current losses due to attrition when identifying its annual hiring
estimates and estimates of attrition for the hiring year.

Although consistent with OPM's workforce strategies, USPTO’s current
approach is significantly different from the approach that the agency used
prior to fiscal year 2002. At that time, the number of patent examiners
USPTO wanted to hire was based on the number of patent applications the
agency expected to receive in the hiring year, as well as on the anticipated
patent application backlog at the beginning of the hiring year. According
to USPTO officials, since fiscal year 2002, the agency has moved away
from this approach because it realized that it could no longer supervise
and train enough patent examiners to keep up with the increasing
workload.

However, USPTO recognizes that it needs to increase its institutional
capacity to hire more patent examiners, and in this regard is taking steps
to increase its training and supervisory capacity. For example, to increase
its training capacity, USPTO implemented an 8-month training program in
fiscal year 2006 called the Patent Training Academy that will provide the
agency a constant annual training capacity of 1,200 new patent examiners
for each of the next 5 years. USPTO also believes that the academy may
indirectly improve the agency’s supervisory capacity because it will better
prepare new patent examiners to start work in a technology center, and
therefore they will need less supervision and on-the-job training. USPTO
plans to monitor new patent examiners after they have graduated from the
academy in order to determine if the agency can further use this approach
to increase its institutional capacity and, therefore, its future annual hiring
estimates. .

Even with its increased hiring estimates of 1,200 patent examiners each
year for the next 5 years, USPTO’s patent application backlog will
continue to grow, and is expected to increase to over 1.3 million at the end
of fiscal year 2011. According to USPTO estimates, even if the agency
were able to hire 2,000 patent examiners per year in fiscal year 2007 and
each of the next 5 years, the backlog would continue to increase by about
260,000 applications to 953,643 at the end of fiscal year 2011. The agency
has acknowledged that it cannot hire its way out of the backlog despite its

Page 12 E GA0-07-1102 U.S. Patent and Trademark Office
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October 04, 2007
#07-42

USPTO Will Begin Study of Patent Examiners' Production Goals
Study p! ts r dation from GAO

The Commerce Department's United States Patent and Trademark Office (USPTO) today
announced that, as part of its quality initiatives, it will review assumptions the agency uses to
establish production goalsfor patent examiners. This announcement coincides with the release of
the Government Accountability Office (GAO) report, "Hiring Efforts are not Sufficient to
Reduce Patent Application Backlog."” The report recommends that the USPTO "undertake a
comprehensive evaluation of the assumptions that the agency uses to establish its productions
goals." In its review, the USPTO will work with its examiners and user communities.

USPTO Director Jon Dudas praised the GAO report, stating "I am pleased that, afier careful
study, the GAO agrees with our assessment that hiring alone will not reduce the backlog of
patent applications. By far, our most valuable resource is our employees. We believe that our 5-
year strategic plan identifies initiatives that effectively protect innovation while promoting a
quality workplace that attracts and retains employees. That is why many of our most current
initiatives incentivize applicants and the public to provide the best information to patent
examiners carly in the examination process.”

Focusing attention on the rapid changes the USPTO has faced, Director Dudas noted that "over
the past decade, the USPTO workload has increased in size and complexity. In response, we
have also implemented a long list of successful internal initiatives, from automating examiner
search tools to hiring over 3,600 new examiners in the past three years. As a result, we have seen
improvements in quality and production. A next logical step in bringing the USPTO fully into
the 21st century is to reevaluate how these initiatives impact our goals."

The USPTO's review of assumptions underlying the current production standards will encourage
a completely fresh look at production in a manner that will motivate employees, improve its
work environment, and enthance the quality and efficiency of the patent examination process.
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staff, thereby further reducing the overall productivity of the agency.
Finally, these workforce losses affect the agency’s supervisory capacity,
because they reduce the pool of potential supervisory patent examiners
for the future and therefore negatively affect USPTO's ability to increase
its capacity and ultimately its hiring goals.

USPTO Management Links
Attrition to Employees’
Personal Reasons, while
Patent Examiners Link It
to the Agency’s Production
Goals

We found that USPTO and patent i disagr
significantly on the reasons for the attrition that is occurring at the agency.
According to USPTO management, personal reasons are the primary
reasons that cause patent examiners to leave the agency.” Some of these
reasons include the following:

» The nature of the work at USPTO does not fit with the preferred
working styles of some patent examiners such as those with
engineering degrees who are looking for more “hands-on” experiences.

« Many patent examiners enter the workforce directly out of college and
are looking to add USPTO to their résumés and move on to another job
elsewhere rather than build a career at the agency, otherwise known as
the “millennial problem.”

« Patent examiners may choose to leave the area, as opposed to choosing
to leave the agency, because their spouse transfers to a position
outside of the Washington, D.C., area; the cost of living is too high; or
the competition is too high for entry into the Washington, D.C., area
graduate and postgraduate programs for those patent examiners who
would like to pursue higher education.

USPTO management told us that the agency is taking steps to help address
these issues through efforts such as developing a recruitment tool to
better assess applicant compatibility with the agency’s work environment;
targeting midcareer professionals during the recruitment process; and
considering the creation of offices located outside the Washington, D.C.,
area that would provide lower cost-of-living alternatives for employees.

While union officials agreed that in some cases personal reasons, such as
the high cost of living in the Washington, D.C., area, may lead to attrition

he term “primary reasons” in this report refers to the top three reasons patent examiners
leave the agency provided by USPTO management, as well as the top three or more
statistically significant reasons provided by patent examiners in our survey.

Page 15 GAO0-07-1102 U.S. Patent and Trademark Office
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among patent examiners, they believe that attrition at USPTO can be
primarily attributed to the unrealistic production goals that the agency sets
for patent examiners.” Specifically, union officials explained that the
production goals do not allow adequate time for patent examiners to do
their work, especially in light of the increased scrutiny and quality
initiatives implemented by management. They told us that the production
goals have created a “sweat shop culture” within the agency that requires
patent examiners to do more in less time and has therefore been a
significant contributor fo patent examiners’ decisions to leave USPTO. To
emphasize this concern, the union joined the Staff Union of the European
Patent Office and other international patent examiner organizations in
April 2007 to sign a letter declaring that the pressures on patent examiners
around the world have reached such a level that in the absence of serious
measures, intellectual property worldwide would be at risk. The letter
recommended, among other things, an increase in the time patent
examiners have to review patent applications.

According to our survey of patent examiners, 67 percent, regardless of
their tenure with the agency, agree with union officials that the agency's
production goals are among the primary reasons they would consider
leaving USPTO. Moreover, we estimated that 62 percent of patent
examiners are very dissatisfied or generally dissatisfied with the time
allotted by USPTO to achieve their production goals. According to our
survey, 50 percent of patent examiners are also very dissatisfied or
generally dissatisfied with the way in which the agency’s production goals
are caleulated, and a number of respondents noted that the production
goals are outdated, have not changed in 30 years, and some technologies
for which they evaluate applications had not even been discovered at the
time the agency’s production goals were set. When asked for suggestions
on how to improve the production system, 59 percent of patent examiners
felt that the system needs to be reevaluated, including altering the
production goals to allow more time for patent exariners to conduct their
Teviews.

¥lnion officials also identified a recent decision by USPTO management to track when
patent examiners enter and leave the building as another reason why patent examiners
would choose to leave the agency. Union officials declined to rank the reasons they
believe patent examiners leave USPTO, preferring instead that we rely on patent examiner
survey results.

Page 16 GAO-07-1102 U.S. Patent and Trademark Office
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From: Hudson, Barry K.
Sent: Wednesday, August 15,2007 5:23 PM

To:

Subject: EA realignment

We are pleased to announce a realignment within the Office of External Affairs, effective
immediately. The Office of External Affairs is an existing office reporting to the Administrator
for External Affairs.

In furtherance of USPTO’s strategic plan, this operational change will consolidate the current
functions of the Office of External Affairs into business lines identified as the Office of
Intellectual Property Policy and Enforcement and the Office of Governmental Affairs. All
current functions of the Office of External Affairs will continue and will be expanded.

The realignment is a result of a five-year management review. It is desi gned to make the most
efficient use of existing USPTO resources. In particular, consistent with the USPTO’s Strategic
Plan, the realignment devotes senior management attention to providing comprehensive
intellectual-property and enforcement training and outreach. The change also promotes a more
comprehensive government-affairs effort.

In terms of day-to-day operations, the realignment fosters a more efficient, effective and
cohesive organization with more organizational support and resources for all substantive,
administrative and support positions. Further, the realignment creates more flexibility to develop
and tap the expertise of attorneys throughout the business area to better focus on intellectual
property and enforcement issues.

Overall, the increased efficiencies and plans for additional resources will allow the USPTO to

- expand its highly successful efforts to grow international relationships, offer training and
education to domestic and international officials, increase international enforcement of
intellectual property rights, educate busincsses and the public about intellectual property rights
and work with the Congress and government agencies on intellectual property issues.

If you have any questions or require additional information, please contact Lois Boland, Director
of the Office of Intellectual Property Policy and Enforcement, at (571) 272-9300 Barry Hudson
Chief Financial Officer U.S. Patent & Trademark Office 571-272-9200
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USPTO Weekly Update
External Affairs Update - (09/10/2007)

While our focus usually is on the patent and trademark operational areas of the USPTO, we
shouldn’t forget that our office performs another important function for the U.S. — namely,
providing IP policy guidance for the government, and TP training for the world. Some USPTO
employees may already be familiar with the Office of External Affairs (EA), but we recently
took the opportunity to interview EA’s leaders to find out more.

Lois Boland, a former patent examiner and now a Director in the Office of External Affairs
(EA), noted that EA has realigned its business operations to better fulfill USPTO’s policy and
training missions. According to Lois, after a five-year management review of the programs
within EA, the former Office of Enforcement and Office of International Relations have
consolidated into the Office of Intellectual Property Policy and Enforcement (OIPPE). OIPPE is
responsible for domestic and international intellectual property policy and enforcement,
including training and outreach. In addition, the Office of Congressional Relations has been
renamed the Office of Governmental Affairs (OGA) to reflect its additional outreach
responsibilities.

The new configuration of OIPPE “creates more flexibility to develop and tap the expertise of
attorneys throughout the business area to focus on enforcement practice and policy as an integral
aspect of all intellectual property disciplines,” said Ms. Boland. “It also aflows us to heavily
emphasize education and outreach.” Lois also noted that “cveryone in OIPPE and OGA will
continue their work to protect IP rights — both at home and abroad. Under this structure, our
teams will be even more efficient and effective. In fact, the USPTO is considering expanding
this important endeavor.”

Bob Stoll, Dean for Training and Education, is another patent corps alum.. Mr. Stoll’s title
reflects the USPTO?s strategic emphasis on international training and outreach. Bob is
responsible for the comprehensive, multi-year strategic plan that encompasses all internationally
focused intellectual property training and outreach. In addition, Mr. Stoll oversees the USPTO’s
Global Intellectual Property Academy (GIPA) which is located on the second floor of the Public
Search Facility in the Madison Building. GIPA provides training for judges, prosecutors,
examiners and other representatives from all around the world. It has even hosted Lucky and
Flo, two Labrador retrievers specially trained to sniff out counterfeit DVDs. “The United States
is already the respected world leader in intellectual property — from examination, to policy
making, to enforcement,” he said. “My job is to make sure the United States is recognized as the
world’s best place for IP training and expertise.”

Expanded intellectual property education and outreach is a fundamental component of the
USPTO’s Strategic Plan, said Deputy Under Secretary Margaret Peterlin, who has responsibility
for managing the Office of External Affairs. “Now, more than ever, the new global economy
needs the leadership which the USPTO can provide. We have crucial IP experts — and we have
an obligation to share the experience and expertisc of USPTO employees with the world.”
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Jefferson Taylor, director of the newly named Office of Governmental Affairs, said that the
office’s new name more accurately reflects the scope of its work. “In addition to a focus on
Congressional relations, we will also be working with governors, secretaries of states and others
on policy issues,” he said. “We want to interact more with other areas of government, including
at the state and local levels.” An emphasis on outreach to independent inventors is a high
priority for the entire Office, including Governmental Affairs.

OIPPE’s attorneys — many of whom have risen through the ranks of the patent and trademark
corps — are assigned to IP subject-matter groups, including trade, enforcement, trademarks,
patents, and copyrights. A specialized enforcement team consists of attorneys whose primary
expertise is in customs and border issues, who work with other subject matter experts as needed.
This new approach creates a strong USPTO “quick response” capability, with overall teams
formed to address specific issues.
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Our Organization

‘The USPTO is an agency of the United States within the
Depattment of Commerce (DOC). The Agency is led by
the Under Secretary of Commerce for IP and Director of
the USPTO who consults with the Patent Public Advisory
Committee and the Trademark Public Advisory Committee.

'The USPTO has two major business lines: Patents and
‘Trademarks, as shown in the organization chart below.
Headquartered in Alexandria, Virginia, the USPTO also
has two storage facilities located in Virginia and
Pennsylvania.
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United States Patent and Trademark Office

PERFORMANCE AND ACCOUNTABILITY REPORT
FISCAL YEAR 2006
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The USPTOisanagency of the United States {U.S.) within the Department
of Commerce (DOC). The USPTO is headquartered in Alexandria, Virginia
and has two storage facilities located in Alexandria and Springfield,
Virginia, as well as leased storage space in Boyers, Pennsylvania. At the
end of FY 2008, the USPTO workforce was comprised of 8,189 federal
employees, including 4,779 patent examiners and 413 trademark
examining attorneys, and 3,817 contract employees.

The USPTO has cvolved into a uriique government agency. Since 1931~
under the Omnibus Budget Reconciliation Act (OBRA) of 1990—the
USPTO has received fees from users to fund its operations. The USPTO
is led by the Under Secretary of Commerce for Intellectual Property and
Director of the USPTO who consults with the Patent Public Advisory
Committée and Trademark Public Advisory Committee. The USPTO has
two major business lines — Patents and Trademarks - as shown in the
following organization :hért:
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USPT0 has ‘evvolvg'd into a unique‘\‘
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LOCATION, ORGANIZATIONAL STRUCTURE. AND WORKFORCE
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Patently Absurd -- Printout -- TIME Page 2 of 4
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Sunday, Apr. 02, 2006

Patently Absurd

By Daren Fonda

Cruise around eBay, and you may decide that auctions are too troublesome. If you gotta have that Balenciaga
sweater, nothing beats the Buy It Now feature; simply meet the seller's price, and it's yours. Without that feature,
in fact, eBay would make a lot less money. Fixed-price transactions accounted for about $14.6 billion in
merchandise volume last year, a third of the total. So let's say you came up with that Buy It Now idea and filed for
a patent. And let's say a jury concluded that eBay willfully infringed on your patent and owes you damages. Shoul
ajudge automatically order eBay to remove that feature? After all, it's your intellectual property, you have a
business you would like to build, and eBay basically trespassed.

The question was debated before the Supreme Court last week in a high-profile patent case, one of several the
Justices are hearing this term. The caseload reflects the court's mounting interest in patent wars, which seem to
be producing lots of headlines lately. That would include the near shutdown of the popular BlackBerry device,
owned by Research in Motion (RIM), of Waterloo, Ont., which had "CrackBerry" fans panicking. RIM coughed uj
$612.5 million to settle litigation brought by NTP Inc., despite the fact that the U.S. Patent and Trademark Office
rejected all eight NTP patents that were the focus of the lawsuit. NTP is appealing the rejection, but RIM caved
rather than face the potential of an injunction.

Patent lawsuits have soared over the past decade, up about 58% since 1995. The patent office is drowning in
filings; one recent application is for a napkin band printed with advertising. The office is getting known as an eas;
grader, awarding patents too leniently, to such things as basic medical tests and "business methods" like one-clicl
online shopping. That stifles innovation and blocks new products from the market, according to some experts.
"There's a consensus in academia and the legal world that the patent system is seriously out of balance and needs
reform," says economist Carl Shapiro of Berkeley's Haas School of Business.

eBay's fight against a Virginia company called MercExchange illustrates how small firms swat away at larger ones
at great cost to both. In 2001 MercExchange founder Tom Woolston, a former military pilot and CIA network
engineer, sued eBay, claiming that the company infringed on three patents he filed in the mid-'90s, including one
that set out methods for fixed-price online auctions (the so-called Buy It Now patent). In 2003 a jury ruled in
Woolston's favor and awarded $35 million in damages.

Then, while the case was winding through the appeals process, the patent office in 2005 issued “initial" rejections
of all three patents. Woolston, who is appealing the rejections, says eBay's infringements and dominance of onlin
auctions virtually killed off his auction site, MercExchange, and says nothing less than an injunction will satisfy
him. "We want the injunction so eBay's power sellers come to our site,” he maintains. You can imagine eBay's

http://www.time.com/time/printout/0,8816,1 179349,00.html 4/8/2008
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view of that position. The case is so important that eBay has hired big-name lobbyists in Washington, such as the
Asheroft Group, a lobbying shop run by former U.S. Attorney General John Ashcroft. Juleanna Glover Weiss, an
ex--press secretary for Vice President Dick Cheney, is registered as an eBay lobbyist on “patent reform.”

RIM may have trumped eBay in terms of high-level access: it appears to have met with the patent office's general
counsel, James Toupin, and another senior official, John Whealan. According to a document obtained through a
Freedom of Information Act request and provided to TIME, RIM chairman and co-CEO Jim Balsillie was
scheduled to meet with patent-office officials on Jan. 4, 2005, along with representatives from the U.S.
Department of Commerce (such meetings are highly unusual). In February a Canadian government official
contacted a patent-office lawyer to find out if the Canadian Patent Office should "exert an interest or pressure" on
its American counterpart. That November Canada’s Minister of Industry, David Emerson, wrote to U.S. Secretary
of Commerce Carlos Gutierrez, urging that the patent office expedite the review of NTP's patents or at least lay out
a timetable in public. "We knew nothing about these contacts and weren't given a chance to respond,” says Kevin
Anderson, a lawyer for NTP.

No wonder a MercExchange lawyer fumed in early March when the Buy It Now patent was reassigned to a new
examiner after staff in the technology center had spent 21/2 years dealing with it. The new examiner rejected
MercExchange's application after only a few days, although the shift may reflect the new way the patent office
handles re-examinations in cases more than two years old, with an emphasis on speed.

Arcane as it may seem, the eBay case deals with the balance of power between patent holders and users, and
corporate America is keenly interested in the verdict. Silicon Valley types from Yahoo! to Intel have lined up
behind eBay, while more traditional companies such as General Electric (inventor Thomas Edison's outfit) and
Procter & Gamble support MercExchange, along with the entire drug industry, whose business model hinges on
patent protection.

At issue is whether judges should automatically issue injunctions against infringers, as they do now in most cases.
eBay wants judges to have more discretion, which could weaken patent holders' bargaining power. "The only thing
that will bring a major company to the table is that in the end they have to [negotiate]," says Nathan Myhrvold,
former chief technology officer for Microsoft, who runs a patent-acquisition shop and knows a bit about how big
companies wield power.

On the other side are those who argue that small-time patent holders with dodgy claims and no actual businesses
are using the legal system to extract payments from firms with established operations and products--lurking like
fairy-tale trolls under bridges, popping out to collect a toll. "The trolls are turning patents into lottery tickets
instead of rewards for late nights in the lab," says Rob Merges, a Berkeley law professor backing eBay. Merges says
semiconductors and software may be covered by hundreds of patents, each with distinct claims, yet it may take
only one case of infringement for a judge to issue an injunction, compelling many companies to pay the trolls to
g0 away. U.S. House Republican Lamar Smith, co-sponsor of a reform bill, wants to slow the litigation gravy train.

http://www.time.com/time/printout/0,8816,1179349,00.html 4/8/2008
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"We need a judicial system that does not reward people who file shaky claims on patents," he says.

‘Whatever the eBay verdict, the patent office 1Jooks overwhelmed. It received a stunning 409,532 applications in its
2005 fiscal year, up from around 126,000 in 1985. Examiners average just 19.7 hours per application. None of this
is news to Jon Dudas, director of the office, who admits that his staff can't keep up. "It's not that we're taking
longer," he says, "but the line just gets longer out the door." In January Dudas announced steps to streamline the
process and hire more examiners.

That helps the bureaucracy, but it won't end the patent arms race. “Companies know that it's easier to get patents
and that patent protection is more powerful than it was in the past," says Harvard Business School professor Ji osh
YLerner. Microsoft alone filed 3,000 patents in 2004. Which is fine, say experts like Lerner. The problem is that
companies also file patents defensively, to stymie competition. "There are large firms that used to be big
innovators, but no more," he says. Those large firms, he says, aren't much different from small-time trolls.

Woolston, for his part, vows to fight eBay regardless of the Supreme Court verdict. One of his rejected patents was
reinstated on appeal, he says, and he plans to sue eBay again. An eBay spokesman says the company hasa
workaround should Woolston get an injunction. Suffice it to say, this is one patent war that won't end soon.

With reporting by Julie Norwell/ New York, Eric Roston / Washington
& Click to Print

Find this article at:
http:/ /www.time.com/time/magazine/article/o 9171,1179349.00.html

http://www.time.com/time/printout/O,S8 16,1179349,00.html 4/8/2008
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USPTO FY 2008 PRESIDENT'S BUDGET

would be paid at the beginning of each year in conjunction with a four-year condition of employment
agreement.

e Teams of technology center hiring coordinators and cc ors with specialized human resources and
tecruiting skills would be formed to attract candidates for hard to fill examining positions. Their
efforts would include attendance at job fairs where companies are downsizing engineering positions, as
well as recruitment activities at universities and other locations.

s Recognizing that attracting the most qualified candidates for patent examiner positions is most
effective through personal interaction with the potential examiners, highly skilled USPTO recruiters
would educate candidates regarding IP while participating in college and regional job fairs and career
fairs.

The Agency will address retention of valuable employees by providing bonus options, particularly to

ensure retention of recently hired examiners with degrees in areas experiencing recruitment challenges and

higher attrition rates. These examiners will be eligible for a special “retention bonus™ of up to 10 percent
of salary (at time of payment), for up to four years depending on the number of years of service. These
payments would be tied to continuing employment agreements. Payment of an incentive bonus of up to

25 percent of salaty could be offered to retain retirement eligible examiners and Patents Corps managers.

Dollars in thousands FY 2008 FY 2009 FY 2010 FY 2011 FY 2012
Amount $15,397 $19,867 $23,114 $23,895 $24,223
Regional Offices

“This initiative will explote options for establishing regional offices that would offer the same basic services
as the USPTO headquarters in Alexandsia. If proven feasible, these could expand the new hire candidate
population by providing a wotksite for potental employees who choose not to relocate to the east coast,
and may also provide diverse employment pools that ate not currently available. The curtent USPTO
examiner salaries could make the Agency the employer-of-choice in many different regions of the country.
A regional office concept could provide 2 traditional office environment for commuters as well as hoteling
space for those who prefer to spend a majority of their time working from home, and allow for expansion
of the examining corps without requiring additional space at the Alexandria headquarters. Having a
presence in other regions of the country could also increase the opportunity for additional outreach
activities and partnering with surrounding universities.

Dllars in-thousands FY 2008 FY 2009 FY'2010 FY 2011 FY-2012
Amount 5214 $17,652 $5,267 $5,319 $5,372
Local Regional Offices

Establishment of local regional offices would provide examiners the option of working from locations
other than their home or the Alexandria campus. This initiative proposes a pilot program of 100
participants in 2008. Assuming the pilot proves successful, 125 additional participants would be selected
annually thereafter. Currently there are 14 General Setvices Administration (GSA) Telework ceaters
located in popular suburban areas in the greater Washington Metropolitan area. Rach of these centers
provides office space with furniture, telephone service, computers, printets, and other typical office
equipment. Space may be rented on a monthly basis and is accessible 24-hours a day, seven days a week.

Dollars in thousands FY 2008 FY 2008 FY 2010 FY 2011 FY 2012
Amount $679 $1,528 $2,377 $3,226 $4,075

.22



UNITED STATES PATENT AND TRADEMARK OFFICE

UNDER SECREIARY 0F COMMERCE FOR [NTELLECTUAL PROPERTY AND
DIRECTOR OF THE Unirsb STaTES PArSNY avD TRADEMARK OFFICE

Questions and Answers for the Record
United States Patent and Trademark Office Oversight Hearing
Before the Committee on the Judiciary
Subcommittee on Courts, the Internet, and Intellectual Property
February 27, 2008

Questions Submitted by Chairman Berman

1. Accurate projection of the number of patent applications that the USPTO will
receive in coming years is critical to planning and resource allocation decisions
being made today. Please describe in detail the methods the USPTO uses to project
the number of future patent applications. What economic and legal factors,
including anticipated rule changes, does the USPTO assume in developing its patent
application projections? What kind of computer models and other tools do you
employ to make such projections?

Answer: The USPTO uses quantitative methods, from straightforward time-series to very
sophisticated forecasting modets, along with qualitative methods, such as applicant
surveys, discussions with the patent comununity, and collaboration with other patent
offices to forecast patent application filings. )

The forecasting models used by the USPTO extrapolate historical trends and utilize
relevant indicators and factors including research and development (R&D) expenditures,
gross dornestic product (GDP} spending and venture capital (VC) investments.
Correlations to the U.S. economic growth, as well as the global economy, arc made with
these indicators to include spending on technological inncvation activities and
investments leading to the commercialization of new products as indicators of projected
patent applications to be filed at the USPTO. The USPTO uses software such as
Statistical Analysis Software (SAS), Statistical and Forecast Pro to produce dozens of
forecasts.

Nearly 50 percent of 11.S. patent applications are filed by residents of foreign countries.
The USPTO has parinered with the Buropean Patent Office (EPO) and the Japan Patent
Office (JPO) for many years to share research, models, trends, and results of national and
international patent application forecasting efforis. Recently, the Korean Intellectual
Property Office (KIPO} and the Chinese State Intellectual Property Office (SIPC) have
contributed to this effort.

0. Box 1450, Alexandria. Virginia 22313-1450 - WWW.LUSPTOGOV
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Legislative and economic factors, such as anticipated rule changes, Congressional
legislation, and adjustments to fee rates are analyzed and any assumed applicant behavior
adjustments are incorporated into patent application filing projections.

A team of cross-disciplinary experts within the USPTO arrives at a consensus application
growth rate projection afier cavefully considering all models, methods, assumptions, and
related information.

2. In the USPTO’s FY2008 budget document, it was projected that the number of
patent applications would grow by 8% over each of the next 5 years. (See
attachment 1). This projection was supported by the FY2007-2012 Strategic Plan,
which stated “the strategic plan anticipates that patent application filings will
continue to rise at the rate of eight percent per year, through 2012. This growth is
not a surprise, nor is it new.” (Sce attachment 2). However, in the FY2009 budget
document, it was projected that patent applications would grow by only 5% per
year over the next 5 years. (Sce attachment 3). Please explain why the projected
rise in patent applications was reduced in your FY2009 budget document.

Answer: The FY2008 budget and the FY2007-2012 Strategic Plan projected patent
applications would grow by 8% each year. The Congressionat Budget Office’s economic
forecast envisioned that recent growth would moderate. The USPTO’s most recent
patent application growth rates were 7%, 8% and 9% for FY 2004, FY 2005 and FY
2006, respectively. With CBO projections and application filing growth in past years,
patent application filings were forecast to grow 8% each year.

The economic outlook changed for the FY2009 budgel. The Congressional Budget
Office’s economic forecast had been revised downward. As contrasted with GDP growth
of near 4% in 2006, estimates were less than 3% for the near term. In addition to the
assumption of future economic growth at a slowed pace, the most recent year’s patent
application filing growth rate had decreased to 5%. Forecasting models indicated a more
conservative growth rate of 5%, which the USPTO adopted in the FY2009 budget.

3. Also the FY2009 budget document mentioned that the projected 5% application
growth rate “may be affected by the Agency’s rule governing continuation
practice,” but didn’t indicate how it would be affected. (See attachment 3). Please
explain what was meant by this statement. - Also, if the 3% application growth rate
projection teok into account assumptions or expectations that no longer apply, such
as the implementation of the continnation and claims rules that were recently
enjoined, please provide revised growth projections.

Answer: The USPTO, using historical and projected counts of continuation applications,
assumed there would be a change in applicant behavior with implementation of the
continuations rule. The limitations proposed in the continuations rule were assumed to
result in a 1% reduction of applications received (approximately 5,000), beginning in
FY2010. Although the reduced applications total assumed was not significant, the
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statement intended to inform the audience that the proposed continuations rule was an
element of forecasted future year patent applications.

The FY2009 budget assumed that the continuations and claims rules would not be
implemented until FY2010. The 5% application growth rate projection for FY2009 was
not influenced by the continuations and claims rules. The enjoinment of the rules could
slightly increase the 5% application growth rate beginning in FY 2010, but assumptions
and expcectations related to the U.S. economy may have 2 stronger influence. Revised
growth rates for FY2010 and future years have not yet been determined.

4. What role, if any, did the USPTO’s Patent Public Advisory Committee have in
determining and reviewing the agency’s patent application filing projections in the
FY2008 and FY2009 budget documents?

Ansgwer: The Patent Public Advisory Committee, in its role of reviewing the policies,
goals, performance, budget, and user fees of patent operations, and advising the Agency
on these matters, provided advice on the patent application filing projections in the
FY2008 and FY2009 budget documents.

5. Aside from implementing the recently enjoined continuation and claims rules,
describe all the possible actions the USPTO or Congress can take that would impact
patent pendency and the respective impact each action would have on reducing
patent pendency? What combination of these actions would be needed to reduce
patent pendency of the application growth rate was held constant at 5% over the
next 10 years? What combination of these actions would be needed to reduce patent
pendency if the application growth rate was held constant at 8% over the next 10
vears? Please provide whatever computer or mathematical models used in
answering these projections.

Answer: Suggestions for Effectively Reducing the Application Backlog:

1. Applicant Quality Submissions. Improve application quality and examination
efficiency by requiring applicants to conduct a mininwuim search of the prior art
and submit a relevancy analysis of pending claims in view of the references
deemed most closely refated to the claimed invention by applicant before
examination on the merits is begun. This basic responsibility, if applied to
pending, unexamined applications would significantly improve the Office’s
ability to reduce the current backlog of applications.

and examination results of foreign intellectual property offices have during examination
at the USPTO. Assuming the pilots regarding search resulis are successful, utilize the
searches of foreign intellectual property offices offsct with increased examination goals.
Similarly, determine if the examination results are of sufficient reliability to create
streamlined examination procedures for applications that claim the benefit of prior
applications filed in another office. This would be implemented with sufficient quality
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assurance measures that the search results of a particular office were of sufficient quality.
Implementation would oceur following a transparent proof of concept.

3. Increase capacity.

a. Telework /Virtual Offices. The concept of creating new satellite offices
has been thoroughly discussed at the management level after a review of
consulting reports. Because of the success of Telework programs in
terms of increased productivity and improved employee morale, our
decision was to expand Telework opportunities as opposed to pursuing a
brick and mortar satellite office concept. A preferred approach is to
work with the Congress on a pilot program allowing the USPTO to
waive the requirement that our teleworkers check into headguarters
every week 10 maintain their duty station and instead allow our
teleworkers the flexibility of re-locating anywhere in the United States.
This would be the start of a Nationwide Workforce for the USPTO and
would help us recruit new employees and retain our current workforce.

b. Work with universities to provide a “Certificate in Patent Examination”
to ease transition to patent examination. The Office would benefit by
reducing its fraining academy obligations and should be able to offer
escalated promotion and hiring bonuses 1o new graduates with
certificates.

¢. Utilize retirees (primary or equivalent to include patent practitioners} for
{1) examination on per case or flat goal basis; (2) training; (3) review of
Junior examiners; or (4) work as roving expert/trainer.

4. Deferred examination. [Please see also the USPTO response to Rep. Issa’s question
on deferred examipation.] Implement in a step-wise fashion:

a. Provide an increased notice to file missing parts time period for response
within our existing regulatory and statutory authority (e.g., increase from
a two month extendible period to a 14-month extendible period);

b. Obtain statutory authority to implement an cxamination fee through
regulations based on windows of time afier filing where the greatest fee
is due on filing, or within one year of filing, and lesser fees for later
submissions. Note: Third parties would be able to pay such fee.

¢, Increase provisional rights associated with publication and permit a
provisional applicant to request publication. Increase the time period
within which a nonprovisional application must be filed to claim benefit
of the provisional application filing date to five years. As a result, many
inventions would not be the subject of non-provisional applications
because they would be recognized as obsolete before expiration of the
five year period and therefore would not require examination resources.

Anticipated impact: While it is anticipated that each of the initiatives would improve the
Office’s ability 1o reduce the backlog, it is difficult to model the degree of impact with
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precision because of the incremental nature of the changes and proofs of concept that the
USPTO would prudently undergo before implementation of the initiatives.

6. According to the recent GAO report titled “Hiring Efforts Are Not Sufficient to
Reduce the Patent Application Backlag,” the GAO found that the USPTO cannot
hire enough patent examiners to reduce patent pendency in the next five years. It
seems, however, that this projcction is based on cstimates provided by the USPTO,
The report states “Aecording to USPTO estimates, even if the agency were able to
hire 2,000 patent examiners per year in fiscal year 2007 and each of the next five
years, the backlog would continue to increase by about 260,000 applications to
953,643 at the end of fiscal year 2011.” (See attachment 4). Please provide all data
related to these “USPTO estimates,” including mathematical models, and
underlying statistics and assumptions such as examiner retention and productivity.
Under these same assumptions, hypothetically, how many patent examiners would
have to be hired in the next five years in order to reduce the patent backlog?

Answer: The GAO is referring to a Hiring Model prepared on October 23, 2006. See
attachment. The USPTO obtains continuous feedback on both hiring and other factors,
which helps us refine our projections over time. For example, as noted in our Tesponse to
Question 1 above, application growth is riot as high as was anticipated just a couple of
year ago. Lower attrition rates — which we have seen in FY 2007 and anticipate in FY
2008 and beyond — are important data. Our current modeling (involving anticipated
filings and the rate of examination based on current and projected numbers of patent
examiners) reflects a reduction in the backlog of pending patent applications within five
years.

As a practical matter, the USPTO is interested in a combination of prudent hiring,
retaining its talented examiner corps, and leveraging telework flexibilities to avoid space-
crunch issues. While it is theoretically possible to hire at some pace that eventually
offers a “one application per examiner” rate of examination, this is not an efficient model.
Most cost models for hiring employees tend to ignore the “fully burdened” costs of hiring
a new employee, which involve the real doliar, materiel, and morale impacts on other
parts of an enterprise.

Hiring models are important, but exclusive reliance on modeling can lead to false
choices. For that reason, we rely on feedback from the examining corps to streamline
patent examination. For example, updating our patent classification system (that is, how
inventions are categorized - - similar in concept to the Dewey Decimal system for library
classification) increases search efficiency and accuracy. In this effort, we are also
working with international partners to improve search strategies. Hiring models don’t
capture the organizational impaets of large-scale hiring, and for this reason should not be
used in isolation as forecasting tools. Nor do hiring models compare the hiring option
with efficient, necessary process-improvements. The examination process has developed
over time, the Agency is beginning to undertake systematic process reviews of
examination elements to identify inconsistencies, inefficiencies, unnecessary steps, or
identify quality improvements. Only with that additional information can an accurate
algorithm of the necessary on-board count be evaluated.
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We also appreciate that it is important to factor in the cost to the following USPTO
business areas as they ensure that each new employee is fully served throughout their
career. The hiring process begins with collaboration between, in this case, our Patents
and Chief Administrative Officer (CAO) organizations, including recruitment trips,
advertising, and calling applicants, among other things. The decision to extend an offer
of employment is followed by an offer letter (CAO prepares, working with Patents),
answering questions (CAO primarily), security checks (CAQ) and ensuring that the
newly hired person will receive pay timely {Office of the Chief Financial Officer (CFO))
Once the new employee is welcomed to the USPTO, they have many choices with
respect to healthcare, the Thrift Savings Plan, insurance, and other administrative items,
which need to be accurately and timely processed by our CAO and CFO organizations.
In addition to the general personnel processing items of pay, insurance, etc., that are
common to any Federal organization, we must ensure that the new employee has the
proper work-station equipment (Office of the Chief Information Officer(QCIO)), that the
cquipment is accounted for (CAQ working with the local business unit), that the
employee has a telephone and computer account (CAQ and OCIQ), and that the
equipment is maintained (OCIO). Simply implementing the good-housckeeping practice
of upgrading computer equipment takes more human time as we have more employees,
and accurately tracking all equipment obviously takes on complexity as one adds people
1o the system.

Doubling our workforce in a short period of time has also put some strain on facilities
management. Again, we have very positive employees who enthusiastically embrace the
flexibilitics such as telework that reduce pressure on existing facilities. However, a
reality of significant hiring efforts has been doubling of employees in offices and the
need to procure additional space to provide the amount of preparation necessary to ensure
that our examiners — and other employees — receive the iraining they need. And, as cur
CAO and CFO offices staff-up to meet the service needs of the USPTO, there are
accompanying requirements for additional space to house their expanded operations.

Integral to our hiring and retention efforts — for all employees — is assessing our syslems
and processes to identify and remove inefficiencies. For example, in 2003, we realized
that our existing intake process for finger-printing and giving badges to new employees
simply didn’t scale to timely provide service for over 100 new employees arriving at 8:00
a.m. on a Monday. Our CAO team met with Patents and other business units to quickly
re-tool the process by permitting new hires to step by in advance for finger-printing and
picking up paperwork, thus reducing the pressure on our Security team - - and allowing
us to process without having to hire additional employees 1o handle the upfront influx of
new patent examiners who were steadily arriving every two weeks. This constant
“process re-engineering” approach is crucial to ensuring that we provide services in the
most efficient, cost-effective manner possible.

Retention Efforts: ‘While we have just discussed all the challenges attendant to hiring
significant numbers of employees over a sustained period, it must be emphasized that the
USPTO has achieved notable successes in patent examiner retention efforts. In addition
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to simply being the right thing to do, retaining our employecs is the most cost-effective
way to ensure long-term stability and the ability to timely review a growing number of
complex patent applications. The USPTO's FY 2007 atirition rate was 8.5% -- lower
than comparable industry averages and a significant improvement over comparable past
years. Itis a USPTO priority to offer all employees the kind of workplace, benefits, and
opportunities that will keep those employees onboard for years to come. The USPTO has
implemented, and will continue to improve and expand, a variety of initiatives that
support and promote its image as an "employer of choice." The initiatives include:

Telework Efforts: Telework opportunities; recruitment/retention incentives for patent
examiners; special pay rate (above GS levels) and production and quality-based bonuses
for patent examiners; flexible, family-friendly working schedules; a voluntary flat goal
pilot program for patent examiners that offers increased bonuses and flexibility;
reimbursement to patent examiners for advanced technical education and law school;
increased training opportunitics tailored to examiners' needs; increascd and better
communication with employees through management and employee training,

the USPTO achieved productivity gains resulting from various programs, including:
Holteling program, laptop program, and flat goal pilot.

. Patent Hoteling Program -- In 2006, the USPTO implemented the Patents
Hoteling Program (PHP) which maximizes cxaminer opportunities for telework. PHP
examiners work one day per week at the Alexandria campus and work the remainder of
their time from home. PHP examiners have a USPTO-issued computer, monitor and
printer in their home office that allows them remote access to all USPTO autemated
systems and collaboration tools. Over 1,000 examiners have joined PHP, and we continue
to add 300 examiness per year. Survey results indicate that 98% of participants were
satisfied with the program and 87% of participants reported that the program has
positively impacted their willingness to extend their years of service with the USPTO.
Further, 56% stated that their productivity increased. The goal of PHP is to change the
boundaries of the old workplace patterns allowing for decreased commute time, a more
efficient use of office space, and even a more balanced lifestyle for our employess. This
translates into increased employee productivity and satistaction, as well as higher
employee retention. We hope to create a workpiace where an examiner can be successful
from anywhere in the nation.

" Patent Examiner Laptop Program (PELP) -- In 2007, the USPTO issued laptop
computers that allowed access 1o all USPTO automated systems to those examiners who
wished to work from home. The voluntary program, still on-going, provides flexibility of
when and where overtime work is performed. This increase in overtime work translates to
an increase in the number of applications each examiner completes. 2,244 examiners
were participating at the end of 2007. This initiative also aliows examiners in the
telework program (a pre-existing one day per week work-at-home program with no
automated support) to increase the effectiveness of their work from home.
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L) Flat Goal Pilot — Initiated in April of 2007, the voluntary Flat Goal Pilot Program
is a test program fo determine if a concept that has already generated success in the
Trademark Operations will transiate well into a similar production environment in
Patents,

Inspired both by the Trademark Operations’ success, and by the GAO’s review at the
time, suggesting that the USPTO re-assess sotne of the assumptions uaderlying its
production goals, the USPTO undertook a one-year pilot program. The 173 cxaminers
who volunteered for the one-year pilot (April 2007 — April 2008) are given flexibility in
choosing when and how to do their work, and may eam larger, quarterly bonuses for
every application examined above a particular target goal rather than earning bonuses on
an annwal basis. Examiners who participate are assigned a target at the beginning of each
quarter rather than tracking their use of time throughout the quarters of the fiscal year.
Preliminary results indicate not only an increase in production by five-percent, but also,
well over 80% of participants reported an improvement in morale and satisfaction with
the program as a whole. Further, 86 % of pilot participants said they worked more
efficiently, and 77.7% would recommend the program to other examiners. These results
may help USPTO reassess some of the agsumptions underlying the examiner production
goals.

7. After release of the above mentioned GAO report, the USPTO issued a press
release on October 4, 2007 that stated the USPTO would “review assumptions the
agency uses to establish production goals for patent examiners.” (See attachment 5).
Then, before the Subcommittee, Director Dudas confirmed that the USPTO has
begun to stady patent examiner production goals. Please provide details on the
methodology of the study and personnel conducting it. What is the current progress
of the study and when can Conrgress expect the study to be completed? To what
extent is the Patent Office Professional Organization and the Patent Public Advisory
Committee involved in this study?

Answer: In 2004 and 2007, the USPTO received reports from the Commerce OIG and
the GAO, respectively, which made opposing recommendations about the patent
exarminer production system. Based largely on the percentage of organizational units that
reached their targets and the percentage of examiners who received performance awards,
the Commerce OIG seemexd o conclude that the production goals are set too low. Based
largely on a survey related to the hypothetical question why an examiner might leave, the
GAO seemed to conclude that the production goals are set too high.

Neither study analyzed the specifics of the production system, More important, neither
study recognized that with nearly 6,000 talented scientists and engineers, there is no
“average patent examiner.” The key to establishing the optimal production goals is to be
sure that the system allows for maximum flexibility and maximum opportunity for each
and every examiner. Examiners are intelligent and hard working. We nmust ensure the
production system allows them to appropriately choose their levet of work and bonuses.
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Production beyond 95% by any examiner in FY 2007 was suificient for a fully successful
rating on production. Out of 4,172 examincrs with over one year of service, only 8.1%
did not meet that goal. 91.9 percent did 95% or more. 74.7 percent did 100% of goal or
more. 50.5% did 110 % of goal or more. 16.9% did 20% or more of goal. 7.3 % did
130% of goal or more. From September 2007 through late November 2007, the USPTO
began analyzing data that Ties at the heart of the GAO’s September 2007 report. On
December 4, 2007, the USPTO provided an interim update on its follow-up to GAQ’s
study to the House Committee on Oversight and Government Reform. See Attached
USPTO Letter of December 4, 2007.

To summarize the findings included in our letter of December 4, 2007, the following are
facts regarding USPTO patent examiner attrition:

*  Attrition Among Patent Examiners is Lower at the USPTO than in the
Federal workforce as a whole. The attrition rate for Patent Examiners in FY
2007 is 8.5 percent which is lower than the attrition rate for Federal workers as
determined by OPM(8.9%)" and BLS{9.2%)%in the same time period.

Interestingly, while different sources of attrition or labor turnover data differ on
actual percentages, the USPTO’s attrition rate compares favorably. For example,
the 1.8, Department of Labor’s Bureau of Labor Statistics {BLS) identifies —
among other statistics — the total annual percent of Federal government
separations. For calendar years 2001 — 2007, the annual Federal government quit
rate varied from a low of 6.0% (2004) to a high of 10.7% (2006). See
http://data.bls.gov (with search in the “Job Openings and Labor Turnover Survey
Statistics” (JOLTs) database for “Total Quit Rate, Government.”)

The salient point is, while the USPTO does indeed have turnover in its patent-
examminer ranks - - which lurnover the USPTQ wants to minimize - - it is
somewhat misleading to characterize the USPTO’s attrition rate as out of
proportion with thai experienced by the Federal government as a whole, and
certainly as compared with the private sector. Further, given the differences in
the way statistical entities collect and characterize turnover data, it is possible to
have varying independent attrition numbers apply to a single agency, such as the
USPTO.

« Recruitment/retention bonuses have reduced attrition during the first
year. During FY 07, examiners who received recruitment/retention bonuses
left the USPTO at a rate of 9.6%, less than half the historical average of
19.9%. (See chart below).

! Data source: FedScape from the Office of Personnel Management, Civilian Persormel Data File

(CPDF) which is accessed via the OPM website. The data is from the September 2007 data file which
provided the entire Fiscal Year 2007 government employment and attrition statistics

? See http/idata.bls.gov
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Attrition Rates of USPTO First Year Examiners
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Beyond the first three vears of service, the USPTO has low attrition. The average
attrition rate for USPTO patent examiners with 0-3 years experience is 15.5%. The
average attrition rate for USPTO patent examiners with 3-30 years experience

is 3.95%.
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Average Attrition Rate by Tenure for FY98 - FY07
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* Aftrition in the early vears is substantially lower at the USPTO than at similarly
situated entities. The attrition rate of examiners with 3 or less years of service,

though measurably higher than the rest of the patent corps, appears to be well below
the attrition rate experienced by similarly situated entities hiring entry level college
graduates in a year.”

Business Week, “59 Best Places to Launch a Career,” September 18, 2006,

[“**#Given the country's demographics, some accammodation is inevitable. Entry-level hiring is
expeeted to surge in 2007 by more than 17%, the fourth consecutive double-digit increase,
according {o the National Association of Colleges & Emplayers (NACE). And this could be only
the beginning. By 2010, as the exodus of baby boomers from the workforce accelerates, census
data suggest, two employees will be leaving for every new hire entering, and new coilege grads
will be 4 precions cominedity *+*

L recruiting is employers' first hurdle, retention is by fur the highest. Those employers who
provided the data reported that more than one-third of their new hires bolted within three yeass.
And replacing them isn't cheap, Training costs averaged nearly $10,000 a head, which can add up
guickly when you're hiring mare than 1,000 college grads each year, as more than one-third of the
ranked employers do.*** The main reason young employees are heading for the exits, oddly
enough, is the very thing boomers thrived on: the perpetual work day.##%”)

See also, Business Week, “Best Places to Launch a Career,” September 13, 2007 [“***Roeing
Co. (BA) (No. 14) is starting to move in that direction. The aerospace giant has one of the lowest
retention rates in its industry (59%), and one way it hopes o improve upon this is by teaching
managers haw to deliver criticism—harsh, if necessary-——along with praise.¥+%7
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+ Hipher production requircments do not necessarily translate to higher attrition.
Approximately 70% of all work in FY 2007 was done by examiners with 3 or mare
years of experience, with an average atirition rate of 3.95%. Examiners with three or
more years of experience tend to have the highest production goals. This could
suggest that other factors, such as work environment and the type of work done by
patent examiners, influences attrition more than production goals.

Study of Attrition Data

As noted earlier, the USPTO agrees with the GAO that hiring alone is insufficient to
address the backlog of unexamined applications. In looking turther, the GAO
determined that production goals (the amount of work a patent examiner is required to
complete in a given time period) were undermining retention efforts and leading to very
high attrition. The GAO recommended that the USPTO undertake a comprehensive
evaluation of the assumptions used to establish patent examiner production goals and
revise those assumptions as appropriate. Implicit in the recormmendation to review the
assumptions underlying the production goals, was the GAQ’s suggestion that production
goals be reduced.*

Because the GAO report pointed to high attrition (suggesting difficult-to-meet production
goals as the root cause of high attrition), the USPTO determined that it must have
accurate attrition data. The result of this initial ook at attrition was the December 4,
2007, response to the House Committee on Oversight and Government Reform, detailing
our methodology and findings up to that point. Keeping in mind the purpose of the study
and the context of the GAO’s recommendation, the USPTO believed that a rigorous
analytic approach required understanding of its aftrition data.

USPTO will obtain an independent review of the assumptions uscd to cstablish
production goals from a professional entity with demonstrated extensive working
knowledge, organizational experience, and analytical expertise assessing practices in
large scale production environments to perform an assessment of the current production
goal system and provide recommendations regarding process improvements.

Office of Personnel Management sent several vendors a Statement of Objectives (S00)
in April 2008 requesting a proposal/presentation. Once the presentations have been
completed, a vendor will be selected to perform the assessment. The results of the
assessment will be shared broadly, and with the Patent Office Professional Organization
and the Patent Public Advisory Committee and request their feedback. USPTO analysis
of the results will be provided to the Commitiee by the end of calendar year 2008.

N As is demonstrated later in this response, collection of more data, together with deeper analysis,

suggests that lowering production standerds is not the answer to examiner retention — becavse it is not the
root cause of attrition. We have found that increasing opportunities and flexibility — in essence, creating &
nicer work environment, not a less rigotous one — are the keys to both increased employee morale and
higher retention.
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In addition to the data and analysis, which will result from this independent study, we
will include our assessment of the year-long “Flat Goal” pilot (initiated as part of early
feedback from the GAO and following the success of our Trademark Operations in
implementing a flat-goal system). Preliminary results indicate not only an increase in
production by 5% , but also, well over 80% of participants reported an improvement in
morale and satisfaction with the program as a whole. Further, 86 percent of pilot
participants said they worked more efficiently, and 77.7% would recommend the
program Lo other examiners.

8. According to the above-mentioned GAQO report, 67% of patent examiners feel
“that the [USPTO’s] production goals are among the primary reasons they would
consider leaving the USPTO.” This statistic held true “regardless of their tenure”.
The GAO also reported the USPTO management felt that patent examiners
primarily left the USPTO due to personal reasons. (See attachment 6). And,
according to Director Dudas’ testimony, exit interviews of employees who had been
with the USPTO for 3 to 10 years showed that they left because of “supervisor issues
or managemnent issues,” and that no interviewees in this category said that they left
because of the nature of the work (i.e. production goals). What may account for the
discrepancy between what USPTO management believes are the reasons patent
examiners leave the agency and the GAO’s survey results? What percentage of
people who left the agency after 3 to 10 years actually participated in the exit
interviews Director Dudas cited? Are there any distinguishing characteristics of
these people that would set them apart from these whe didn’t participate in the exit
interviews (i.e. disproportionately high production performance relative to peers)?

Answer: Asnoted, USPTO management conducts exit surveys with employees as they
actually leave employment at the USPTO. Of the 125 patent examiners with between 3
and 10 years of service who left the USPTO during fiscal 2007, roughly 14%
participated in the exit survey. Due to the need to ensure respondent confidentiality,
individuals who parlicipate in the survey are not required to provide their name.
Therefore, it is impossible to relate exit survey responses with individual employee
performance data. However, as mentioned before, the highest attrition rates tend to be
for people with the lowest production goals. This suggests that production goals are not
the lone influence on attrition rates.

The GAQ Report asked employees who have not lefi, and are currently working at the
USPTO the hypothetical question “if they were to leave” what would be their primary
reason for lcaving? While the GAO used its survey instrument to posit why employees
might consider feaving, the USPTO conducts actual exit surveys with employees as they
leave service. The USPTO approach is a more relizble and informative business practice
compared to hypothetical inquiries.

During FY 2007, 27% of the 587 employees exiting the USPTO completed a voluntary
exit survey —~ well above the typical exit survey rate of 17.5%. Of those completing the
survey, 41% of employees with less than one year of service ciied the nature of the work
as the primary reason for leaving. Twenty-one percent (21%) of employees with three or
less years of service cited the nature of the work as their primary reason for leaving. No

13
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employees who left the USPTO after working here for 3 — 10 years indicated that the
nature of the work was the primary reason for leaving.

% Citing as | % Citing as #1
Reasons for Leaving: All Respondents Reason for | Reason for

Leaving®* Leaving
Nature of Work : 59% 20%
USPTO's Culture/Environment 37% 5%
Work/Life Balance 34% 3%
Personal Circumstances 33% 19%
Management ) 29% 12%
Career Advancement/Development 28% %
Career Change 20% 8%
Compensation/Benefits/ . 19% 5%
Retirement 99, 7%

¥ Becaust 1eSpandents may gIve Hote (Han Gie 1eason, Percentages
add up to more than 100%

Primary Reasons for Leaving by Tenure:

o <1 Yecar = Naturc of the work  (41%)
o 1-3 Years= Personal reasons (27%)
o 3-10 Years Management (23%)
o »10 Years= Retirement (47%)

Nature of the Work as a Primary Reason for Eeaving the USPTO:

<1 Year: Attrition is the highest within the first year of employment.
o 41% of employees that left within the first year indicated the nature of the
work as their primary reason for leaving.

o]

o 1-3 Years: 21% cited the nature of the work as their primary reason for
leaving,.

o No emi}l()yees (0%) who left the USPTO after working here for 3-10 years
indicated that the nature of work was the primary reason for leaving the
USPTO.

o Six percent (6%) of employees with 10+ years of service indicated that the
nature of the work was the primary reason for leaving the USPTO.

Employees who have been with the USPTO 3 or more years represent 49% of our staff,
and complete 70% of the work. However, the “nature of the work” is not their primary
reason for leaving service.
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9. According to the language of the 2006 Science, State, Justice, Commerce
Appropriations Act, before the USPTO can reprogram appropriated funds, it must
notify the appropriations committees of both houses of Congress 15 days prior to
any such reprogramming. For purposes of the Act, reprogramming includes
eliminating a program, project or activity and reorganizing or renaming offices.
Was the USPTO action that created the Office of Enforcement considered a
reprogramming? If so, did the USPTO notify Cengress pursuant to its statutory
obligations? If so, please provide a copy of the notification you sent to Congress.

Answer: The USPTO action that created the Office of Enforcement was a
reprogramming, and Congress was notified. A copy of the notification is attached.

10. According to the Department of Commerce’s Department Administrative
Order (DAO) 203-13, a reorganization includes “the establishment, consclidation,
abolishment or other significant change affecting an organizational unit’s status,
configaration, or mission, or the authority and daties of its management and staff.”
‘The DAQO goes on to say that a reorganization is gencrally considered a
reprogramming that requires both Congressional and Department notification. Is
the USPTO subject to this and other DAOs issued by the Department of
Commerce? Assuming the USPTO is subject to this DAO, when the Office of
Enforcement was created, was the action creating it determined to be a
reorganization? If so, please provide a copy of the notification you sent to Congress.

Answer: Pursuvant to the American Inventors Protection Act, (Public Law 1G6-113), the
USPTO retains the responsibility for decisions regarding the management and
administration of its operations and exercises independent control of its budget
allocations and expenditures, personmel decisions and processes, procurements, and other
administrative and management functions in accordance with applicable law. The
USPTO has the authority to establish #ts own administrative orders and is not governed
by DAO 203-13. In accordance with the Department of Commerce Depariment
Organization Qrder (DOO) 10-14, the Under Secretary shall exercise the responsibilities
relating to USPTO operations and functions including developing and issuing agency
administrative orders, policies, standards and procedures for administrative functions in
USPTO; the USPTO may otherwise promulgate rules relating to agency management or
personnel, agency organization, agency procedures or practices, or public property,
benefits, or contracts without {urther review.

Furthermore, Department of Commerce’s DOO for USPTO 30-3, section 2.01 states,
“The organizational structure of USPTO is independently established by the Under
Sceretary except as provided by statete, including reprogramming requirements in
appropriations Acts.”

The USPTO action that created the Office of Enforcement was considered a
reprogramming and Congress was notified. A copy of the notificalion is attached.
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11. In Director Dudas’ testimony before the Subcommitiee, he termed the action
that eliminated the Office of Enforcement a “realignment.” What criteria do you
apply to classify an action as a “realignment” instead of a reprogramming as
defined in the appropriations act or a reorganization as defined in DAO 263-13?

Answer: Every change to the USPTO organizational struciure goes through a rigorous
review process to determine whether the action should be consjdered a reorganization or
realignment. In order to complete a change to the organizational structure, the requesting
program office must provide the Office of the Chief Financial Officer with the following
material to aid in the realignment/reorganization determination: a narrative justification, a
modified Agency Organizational Order (if necessary), current and proposed organization
charts, an organizational code crosswalk down te the lowest level, and an employee
crosswalk.

The documents are then analyzed and compared to the criteria contained in Congressional
reprogramming language provisions and USPTO guidance similar to DAO 203-13. To
be classified as a reorganization in accordance with Congressional reprogramming
language and our AAQ, a reorganization would occur when new programs/commissions
are created, or when existing programs are substantially augmented; programs, projects
or activities are deleied; projects or aciivities have increased funding that have been
denied or restricted by Congress; the physical relation of offices or employees has
significantly changed; or the activity/function performed by Federal employees has been
contracted out or privatized.

The changes made in the Office of External Affairs did not trigger any of the above
criteria. All functions were continued and no programs, projects, or activities were
deleted nor did the responsibilities, duties, authorities and mission objectives change.

12. What other actions has the USPTO taken over the last 7 years that have also
been or can be described as a “realignment”? Please list these actions and provide a
detailed description of the nature and justification for each so-called realignment.

Answer: The USPTO has undertaken a number of realignments over the last few years as
indicated below.

Office of Corporate Planning

The Office of Corporate Planning (OCP) has enterprise-wide functional responsibilities
including: strategic planning, budget formulation and performance management; budget
execution; and forecasting and analysis of fee collections and Patent/Trademark
workloads. Division directors are responsible for each of the functional areas to provide
leadership and management, as well as technical skill and knowledge. The duties and
responsibilities of the three functional areas were realigned mito divisions. The first
division, Budget Formulation and Performance Management, is responsible for the
USPTO Strategic Plan, budget submissions, strategic injtiative tracking and performance
reporting, as well as Congressional inquirics. The second division, Budget Execution, is
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responsible for monitoring and analyzing current year budgets, external audits and
approval of Agency reorganizations and realignments. The third division, Forecasting
and Analysis, is responsible for projections and examinations of Agency fee collections
and key business workloads.

The realignment aligns OCP personnel to their division of responsibility, allowing OCP
to concentrate on the core functions and activities of each division and the office with
correct leadership and management. i also provides OCP staff the framework. to
strengthen their skills and provide customers more useful, thorough analysis while
meeting critical deadlines. Additionally, all functions were continued and no programs,
projects, or activities were deleted nor did the responsibilitics, duties, authorities and
mission objectives change.

Office of Finance Management Systems

This realignment elevated the Financial System Division within the Office of Finance to
a “direct report” 10 the CFO and renamed it the Office of Financial Management Systems
(FMS). Financial systems are the accelerators by which the OCFO can leverage to
achicve significant results and deliver timely, accurate and useful information for
decision making. OCFO systems arc crosscutting in that they provide data and
information not only to the Office of Finance but for the Office of Procurement, Office of
Corporate Planning and the USPTO ag a whole. The realignment wili ensure that our
systems efforts are delivering value, contributing to results and exceeding the
expectations of our offices and customers. All functions were continued and no
programs, projects, or activities were deleted nor did the responsibilities, duties,
authorities and niission objectives change.

Realignment to consolidate Trademark Law Office support functions into two separate
units, under Trademark Examination within the Trademark Organization. An assessment
of the impact of process changes was conducted to identify potential improvements in
process and efficiency. Significant changes were made in how work was performed that
led to recommendations for alipning functional responsibilitics to create a greater focus
on managing work, assessing and reinforcing quality. The duties which were realigned to
the new organizational units were: ’

Examination Support Workload and Production includes Examination Support Units
which are responsible for verifying database accuracy regarding all data elements of
applications [or the registration of trademarks, enter amendments and make changes
to the application vecord as needed, review and prepare the contents of applications
for publication or registration in the weekly on-line Trademark Official Gazeite.

Examination Support Quality and Training which assesses the quality of the work
produced by the Examination Support Units to determine the accuracy of the changes
made to the application data in the trademark database; ensures adherence to
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established practice and procedures; provides information to Examination Support on
the results of its review; makes recommendations for maintaining or improving the
quality of Examination Support; identifies problem areas and develops training
materials and conducts training to improve quality.

Office of Humnan Resources

A process improvement team analyzed the Office of Human Resources” (OHR)
procedures in addressing pay, benefits, and compensation issues. After a thorough
review of OHR procedures, it found that many of the tasks performed within the
Compensation Branch (Employment Division - Trademark and Corporate), the Worklife
and Benefits Branch {Workforce Relations Division) and the Quality Review Branch
(Employment Division — Patents) were overlapping. The team recommended that
overlapping and related functions be managed under a single division. This realignment
to 2 Compensation and Benefits Division provided for centralized responsibility and
accountability. Further, it allowed the other divisions to focus on their core business
goals and objectives and improve the quality of their performance. All functions were
continued and no programs, projects, ot activities were deleted nor did the
responsibilities, dufies, authorities and mission objectives change.

13. On August 15, 2007, Barry Hudson, Chief Financial Officer for the USPTO,
sent an email to top USPTO officials that stated the realignment of the Office of
External Affairs “was a result of a five-year management review.” (See attachment
7). In the USPTO Weekly Update dated September 10, 2007, Lois Boland, Director
of the Office of Intellectual Property Policy and Enforcement, was qitoted as saying
that the realignment of the Office of External Affairs occurred “after a five-year
management review of the pragrams within [External Affairs].” (See attachment 8).
Please provide the Snbcommittee a copy of this management review. Ias the
USPTO taken any other actions based on this management review? Does it plan to
take any other actions based on this management review? Please provide a list of all
senior USPTO officials who participated in this management review?

Answer: The August 15, 2007, realignment in the Office of External Affairs was the
result of a five-year managetment review. The management review was an ongoing
discussion of the effectiveness of the siructure and organization of the office since 2002.
It was not based upon, not did it culminate in a written review or report other than a new
organizational chart.

The discussions involved, at varying times, senior employees in the Office of External
Affairs, External Affairs management, senior employees in the Office of the Chief
Administrative Officer, the Chief Administrative Officer, the Chief Financial Officer, the
Chief Information Officer, the Commissioner of Patents, the Commissioner of
Trademarks, the Office of General Counsel, the Chief of Staff to the Under Secrefary, the
Deputy Under Secretary and the Under Secretary.
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14, As evidence of greater quality, Director Dudas mentioned in his testimony that
in 2000, 70% of all applications led to a patent while in the first quarter of 2007,
only 44% of all applications led o a patenf. How did the USPTO account in these
statistics for Reguest for Continuing Examination (RCE) applications, continuation
applications and the applications that had to be abandened in order to file
continuation applications?

Angwer: 70% and 44% are the fraction of applications that were allowed by the
examiner out of all applications that were either allowed or abandoned during the
relevant time.

The calculation is the same for FY 2000 and for FY 2007. Applications that are
abandoned include Request for Continuing Examination filings and Continued
Prosecution Application (CPA, a precursor to current RCE practice) filings.

The filing of a continuation application is neither an allowanee nor an abandonment.

Applications, which are the parent of a continuation application, count either as
allowances or as abandonments when prosecution ends, depending on the outcome of the
prosccution in the parent application. 35 U.8.C. §120 allows applicants to claim priority
in a child application “filed before the patenting or abandonment of or termination of
proceedings™ in the parent application; it does not require abandonment of the parent
application.

15. According to USPTO organizational charts for the last several years, the
Administrator of the Office of External Affairs reports directly to the USPTO
Director and Deputy Director. (See attachment 9). However, as I understand from
Director Dudas' testimony, the Administrator's position "rests" in the Deputy
Director's office. Does this mean that the Deputy Director essentially runs the
Office of External Affairs? If yes, why is there still an Administrator of External
Affairs position listed in USPTO organizational charts? If so, does running the
Office of External Affairs interfere with the other duties of the Deputy Director?

Answer: The Office of External Affairs reporls directly to the USPTC’s Under Secretary
and Deputy Under Secretary. Because of the significance of national and international
policy and decision making authority, the Deputy Under Secretaty appropriately serves
also as the Administrator for External Affairs. The Office of External Affairs includes
two subsidiary offices -- the Office of Intellectual Property Policy and Enforcement and
the Office of Governmental Affairs — both of which are led by SES Directors. Those
directors have full responsibility for the substantive duties and day-to-day operations of
their respective offices. As such, this does not interfere with other duties of the Deputy
Under Secretary.

16. According to a Time article dated April 2, 2006, and supported by an email
allegedly from James Toupin dated January 3, 2008, senior USPTO officials met
with Research in Motion (RIM) CEO Jim Balsillie while a reexamination
concerning patents owned by NTP and at issue in a lawsuit {iled by NTP against

19



263

RIM, was before the USPTO. (See attachments 10 and 11). Did this meeting take
place? What was discussed at this meeting? What is the USPTO's policy

_ concerning ex parte communications between senior USPTO officials and parties
who have an interest in the outcome of proccedings before the Office? In what
other instances, if any, did senior USPTO officials engage in similar ex parte
communications with parties that had an interest in the outcome of a proceeding
being conducted before the Office?

Answer; Research in Motion (RIM) requested a meeting to discuss whether the United
States would participate as amicus curiae in support of 2 petition for rehearing that RIM
was pursuing in the Court of Appeals for the Federal Circuit. The Department of
Commerce, led by then-Acting General Counse] Jane Dana, held a meeting on this
subject. In attendance were Ms. Dana, Joan Maginnis, Assistant General Counsel for
TFinance and Litigation of the Department of Commerce, members of the Appellate staff
of the Civil Division of the Department of Justice, and Mr. Toupin and John Whealan,
Deputy General Counsel for Intellectual Property and Solicitor, from the USPTO. A
member of the Commercial Litigation Branch of the Civil Division of the Department of
Justice also participated by phone.

The subject of discussion was RIM's request that the United States support its position in
the Court of Appeals for the Federal Circuit that patent infringement not be found when
alleged infringement includes acts outside the United States. Citing the USPTO's policy
of not discussing any aspect of a pending USPTO reexamination, Ms. Dana and all other
government representatives in attendance refused to discuss or listen to statements,
questions, or arguments regarding any maiter pending in reexamination. The government
did not make the amicus filing that RIM requested.

As stated, the USPTO's policy prohibits ex parte communications that directly refate 1o
mattexs pending on reexaminations. This pelicy does not prohibit contacts with anyone
with respect to matiers that are not at issue in proceedings before the USPTO, Thus, for
example, the USPTO officials regularly meet with patentecs and members of the patent
bar, even though those parties may be pursuing matters before the Office. In such
conversations, consistent with the policy followed during the meeting with RIM
representatives, its officials do not discuss particular matters pending before the Office.

17. The FY 2008 USPTO budget document mentioned that the USPTO was
exploring the possibility of establishing regional offices that would house patent
examiners. (See aitachment 12). However, no mention of this effort was made in the
FY 2009 USPTO budget document. Is the USPTO still looking into this possibility?
Over the last three years, what resources have been dedicated to the planning and
establishment of USPTO offices outside of Alexandria, Virginia? If the USPTO has
concluded its cvaluation of establishing satellite, back-up or other additional
facilities, what were the agencies conclusions about the location, expense and
general feasibility associated with establishing and operating such facilities?

20
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Answer: In FY 2007, in response to various public comments, including inquiries from
the Patent Public Advisory Committee thai a more national UUSPTO presence would be
helpful, the USPTO commissioned a feasibility study from Jones, Lang, LaSalle that
evaluated establishing regional offices for patent examiners, The study made clear that
the USPTO would have to invest significantly, whether any of a spectrum of options
(from an independent, leased space to renting space in an existing government building)
were pursucd.

Given that technology now permits flexibilities such as completely independent work-at-
home options, the USPTO has determined that — as a strategic maiter — it is financially
and strategically prudent to pursue a hatjonwide workforce approach, rather than build
offices or lease offices thronghout the United States. Fer this reason, we are focusing on
our Patents Hoteling Program (PHP) and Telework efforts.

USPTO has had great success with the PHP where examiners work from home and come
into the office one day per week. The goal for FY 2008 is to add 500 additional
examminers 1o the over 1,000 patent examiners who began this program in 2006-2007. In
light of this success, the USPTO is exploring a Nationwide Work Force (NWF) concept,
to enable patent examiners to live anywhere in the continental United States, and perform
all job functions and receive requisite training remotely. The USPTO is also working
with the General Services Administration and Congress to enable the Agency to exercise
flexibility in the travel regulations to allow for NWF.

The USPTO is pleased that H.R. 4106, the Telework Improvements Act of 2007, and S.
1000, the Telework Enhancement Act of 2007, were introduced during the 110th
Congress. Both the House and Senate versions of telework legislation would ensure
maximum participation in telework among the Federal workforce without diminishing
employee performance or agency operations. Although some Federal agencies have
made great sirides with their telework efforts, more can be done to produce even greater
benefits.

The USPTO fully supports Section 10 of S. 1000 that would allow GSA to approve travel
expense test programs for agencies to test new and innovative methads of reimbursing
travel expenses and giving employees more choices of where to live. Qutside of the
Washington, D.C. metropolitan area, the USPTO has teleworking employees residing in
Pennsylvania, New York, Iilinois, North Carolina, South Carolina, Georgia, Colorado,
Texas, West Virginia, and Delaware. These employees voluntarily requested to live and
telework outside the local commuting arca. However, they are required to report to the
office at least once per week to maintain the official duty station at USPTO headquarters.

Maintaining Washington, D.C. as the duty station for {hese teleworkers allows the
USPTO to avoid placing them on fravel status, which would entitle them fo
reimbursement for their travel expenses and also to travel during official working hous.
A GSA approved pilot program would allow cmployees to maintain their homes as their
official duty stations and only commute when their job requires them to do so.

USPTO believes that having travel discretion would permit more teleworlkers to
voluntarily locate outside the local area, assist their employees in balancing work and
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personal needs, help them retain valued employees, and remove barriers to the expansion
of telework programs.

The USPTO continues 1o review options for establishing a business continuity/disaster
recovery data center in the San Antonio, Texas, arca. A Request for Offers issued in
2007 failed to produce an acceplable offer within the allocated budget. Acquisition
support services have been retained to assist in the ongoing effort.

18. Please provide information concerning the diversity of the USPTO's workforce.
Please breakdown this information by GS-level and function within the agency (i.e.,
SES, Schedule C, manager, examiner, sapport staff, etc.)

Answer: Responsive information is contained in the attached charts. Please note that
these charts provide snapshot statistics only and do not reflect either application rates or
the qualified labor pool.

Questions Submitted by Representative Issa

1. Examination on Request (or, as the USPTO called it, Deferred Examination) is
used in many countries such as Canada and Japan. Under such a system,
applications are not examined automatically, as in the U.S., but only upon a specific
Request for Examination within a set time period, say 3 years. If no request is fifed
within that period, the application is deemed abandoned and is never examined.
From experience of other patent offices, 10% to 40% of applications are never
examined under Examination on Request systems, resulting in substantial workload
reduction. This is due to applicants' voluntary abandonment of obselete
applications prior to the Request for Examination deadline, Uader current USPTO
practice, applications that become absolete, but receive examination by the USPTO,
are the worst investment that USPTO can make because their obsolescence means
that the patents are unlikely to fetch any renewal fees.

2. Why did the USPTO reject such 2 method that has the potential to reduce its
workload and increase efficiency?

Answer: In the USPT(O’s original strategic plan of 2002, the agency proposed three
distinet programs which collectively would have reduced the pendency of patent
applications to 18 months: (1) deferred examination, (2) competitive sourcing of searches
and (3) a 50% increase in fees. When the agency proposed this strategic plan to the
public, there was strong and unified opposition to deferred exemination from bar
associations and patent user groups. In early discussions, congressional staffers advised
that no proposal including deferred examination or a fifty percent increase would be
acceptable.

Consequently, the agency revised its strategic plan to lower fee increases to twenly

percent and removed the deferred examination proposal, That bill was introduced as
H.R. 1561 on April 2, 2003. Ultimately, Congress approved the twenty percent increase
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in {ees and allowed a pilot for competitively sourcing searches (Division B of P.L. 108-
447, December 8, 2004). However, the limitations placed on competitively sourcing
searches in the legislation were too restrictive to allow for a meaningful pilot.
Essentially, the combination of deferred examination, a 50% increase in fecs and
competitive sourcing of searches proposed by the USPTO was judged in the legislative
process to be too much change to justify reducing pendency to 18 months.

However, with the 20% increase in fees, the women and men of the USPTO have done a
remarkable job aveiding more dramatic increases in pendency. Record level hiring and
innovative programs increasing cxaminer flexibility, opportunity and efficiency have led
to an increase in production of 22% in the last two years alone.

Further, increasing production is not the single most efficient answer. The essence of
your question was how {0 avoid examining applications that should not be examined—in
other words—how 1o reduce demand that is unnecessary. Reducing unnecessary demand
is critical to the efficient running of the patent system. Your question is posed at an
important time. The patent allowance rate is a simple measure of what percentage of
applications cxamined in a given year are allowed as patents. That number has been
steadily dropping over the last several years—from 72% in FY 2000 to about 44% thus
far this year. This means that more and more of what is applied for does not lead to a
patent.

The USPTO’s expetience of proposing deferred examination in 2002 is instructive. The
Applicant Quality Submission provision in the Commitice passed version of 8. 1145 is an
even better way to ensure that cxamination resources are not wasted but are focused on
inventions.

Questions Subrmitted by Representative Goodlatte

1. You have had great success in reducing pendency rates in the trademark section
of the USPTO. Are some of the ideas that brought forth those successes applicable
on the patent side as well?

Answer: Yes, in reviewing our operations and procedures to optimize examination
quality and timeliness, we make evaluations of best practices that may be transferzble
from one business group to the other. The USPTO is piloting a voluntary flat goal
program for patent examiners that builds upon the suceessful system in Trademarks and
moves production away from an hously-based system. Highlights of the program include
awards of up to $5,000 per quarter; flexibility in how work is done; and a predetermined
amount of work based on grade and docket. Under the year-long pilot (April 2007 -
April 2008), examiners may earn larger, quarterly bonuses for every application
examined above a particular target goal. Early indications are that participants prefer the
per-application bonus as opposed to the present produetivity award structure and enjoy
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the flexibility of choosing when and how to do their work. The USPTO will evaluate the
results of the pilot and incorporate that information into future planning.

2. The PTO has been a leader in the rollout of telecommuting opportunities for
employees, and it is my understanding that those who choose to work at home are
generally even more productive than those who choose to work at the PTO’s
headquarters. However, I have heard that additional tools may be needed to allow
the expansion of the tele-work program to other areas of the country. What
additional tools do you need to further unleash the benefits of the tele-work
program? How can Congress help?

Answer: The USPTO has spent over 1{ years perfecting its telework program, which is
among the most innovative and progressive programs in the entire Federal Government.
A suceesstul telework program can result in greater employee productivity, higher levels
of sustained performance, reduced traffic congestion and air pollution, and reduced real
estate costs. In addition, telework provides options for individuals with disabilities,
assists agencies with their recruitiment and retention efforts, helps to reduce fuel
expenses, and provides agencies with continuity of operations in the event of a future
threat or disaster. ’

The USPTO wants to optimize employee flexibility and production, and increase job
satisfaction. While our elecironic tools are currently sufficient to support our examining
and processing operations, we are always looking for ways to maximize our flexibilities.
Unfortunately, current administrative rules and regulations have not kept pace with the
expanding needs of a millennial workforce.

Accordingly, the USPTO is pleased that H.R. 4106, the Telework Improvements Act of
2007, and S. 1000, the Telework Enhancement Act of 2007, were introduced during the
110™ Congress. Both the House and Senate versions of telework legislation would
ensure maximum participation in telework among the Federat workforee without
diminishing employee performance or agency operations.

The USPTO fully supports Section 10 of S, 1000 that would allow GSA to approve travel
expense test programs for agencies to test new and innovative methods of reimbursing
travel expenses and giving employees more choices of where to live. Outside of the
Washington, D.C. metropolitan area, the USPTO has teleworking employees residing in
Pennsylvania, New York, lHlinois, North Carolina, South Carolina, Georgia, Colorado,
Texas, West Virginia, and Delaware. These employees voluntarily requested to live and
telework outside the local commuting area. However, they are required to report to the
office at least once per week to maintain the official duty station at USPTO headquarters.

Maintaining Washington, D.C. as the duty station for these teleworkers allows the

USPTO to avoid placing them on travel status, which would entitle them to
reimbursement for their travel expenses and also to travel during official working hours.
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A GSA approved pilot program would allow employees to maintain their homes as their
official duty stations and only commute when their job requires them to do so.

The USPTO believes that having travel discretion would permit more teleworkers to
voluntarily locate outside the local area, assist their employees in balancing work and
personal needs, help them retain valued employees, and remove barriers to the expansion
of telework programs. Therefore, the USPTO would fully support the House agreeing Lo
Section 10 of S. 1000 in any future telework discussions or legislative conferences.

3. Have you seen the same kind of attrition rates among trademark examiners
participating in the tele-work program that you have seen with patent examiners,
and do you believe that the further rollout of tele-work oppertunities across the
PTO will help redace patent examiner atirition?

Answer: Atirition among Trademark Examining Aitorneys participating in the
teleworlv/hoteling program has been low since the inception of the program. For
example, thus far in FY2008, the resignation rate has been 2% and the atirition rate,
including resignations and promotions to other positions, has been 3%. Surveys have
indicated that the Trademark telework/hoteling program has contributed to job
satisfaction and employee morale. We expect that the Patent telework/hoteling program
will also have a positive effect on attrition rates {or Palent examiners.

4. A while back, 1 was told that the error rate for trademark design searches was
over 50%. Is that still the case? What is the error rate today? What has been done
to increase the accuracy of design code searches that do net involve words?

Answer: Beginning several years ago, in response (o concerns about design code quality,
the USPTO engaged in a number of efforts to improve the quality of design coding under
the Vienna Classification system in the electronic database. We are unaware of any
reliable data that would substantiate a 50% error rate. Within the Trademark Services
Division, the work of all contracted specially trained design coders has been subject to
100% quality review. The USPTO has created new design search codes to allow for
greater specificity and accuracy in identifying and coding designs and has updated all
active applications and registrations affected by the new codes. In addition, the USPTO
now seeks input from applicants and registrants by informing applicants of the codes
applied 1o their design marks and by offering applicants and registrants the opportunity to
submit corrections or additions to the coding through electronic mailboxes specifically
designated for this purpose,

Internal review of the quality of design search coding indicates that the efforts to improve
quality succeeded. A study done in 2006 indicated that 4.5% of the records reviewed
contained errors relating to significant elements of a mark that would impact search
ability.

Currently a new quality enhancement procedure is under development. Under the new
procedure, upon acceptance of a registrant’s section 8 affidavit, the registration will be
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reviewed by the design coders to ensure that the correct codes have been assigned to the
registration. The USPTO will then notify the registrant of any changes and will provide
mformation about how to request additions or corrections to these codes.  We anticipate
a further improvement in design code quality as a result of this effort,

END
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UNITED STATES PATENT AND TRADEMARK OFFICE

EINDER SECREFARY OF COMMERCE FOR ENTELEECTUAL PROPERTY AND
DIRECTOR OF THE UNETED STATES PATENT AND TRADEMARK OFFICE

DEC -4 27

The Honorable Tom Davis

Ranking Member, Committee on Oversight
and Government Reform

House of Representatives

‘Washington, B.C. 20515

Dear Representative Davis:

In accordance with 31 U.8.C, 720, the Department of Commerce, through the United States
Patent and Trademark Office (USPTO), provides this action plan in response to the
Government Accountability Office (GAO) report Hiring Efforts Are Not Sufficient to Reduce
the Patent Application Backlog. The GAQ recommends that the USPTO undertake a
comprehensive evaluation of the assumptions used to establish production goals.

: GAQ’s Principal Findings
The GAQ report draws attention to issues that are of paramount importance to the USPTQ. In
particular, the report highlights the fact that the problems associated with the long time to
decision in patent applications cannot be solved by hiring alone. It also recognizes, as does
the USPTO, that attrition of patent examiners can impair the effectiveness of the USPTO's
hiring efforts

USPTO Initial Response ~ “Flat Goal Pilot Program”
As noted above, the GAD recommends that the USPTO undertake a comprehensive
evaluation of the assumptions used to establish production goals (for examination of patent
- applications. Even before the GAO published its report, the USPTO appreciated the guestions
and concerns raised by GAO staff during their review process. In direct response to points
raised by GAO staff during their study period — which are also reflected in the GAC’s final
-report — in April 2007 the USPTO initiated a “Flat Goal Pilot Program.” The Flat Goal Pilot
Program tests a new concept in how production is measured. Under the year-long pilot
(April 2007-April 2008), examiners may earn larger, quarterly bonuses for every application
examined above a particular target goal. Early indications are that participants prefer
quarterly, as opposed to annval, bonuses. They also appear to prefer the per-application
bonus as opposed to the present productivity award stricture and enjoy the flexibility of
choosing when and how to do their work.

After April 2008, when the USPTO has sufficient data from this year-long pilot, a full
evaluation will be possible. The USP'TO will then determine how the results relate to the
underlying assumptions that form the basis of the pxlot and incorporate that information into
future planning.

E0. Box 1450, Alexandria, Virginla 223131450 - WWW.USPTO.GOV
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Additional USPTO Action/Response
A somewhat more detailed examination of examiner attrition levels, which the brief GAO

analysis did not undertake, yields a somewhat different diagnosis of the latter issue. In noting
this, we emphasize our complete agreement with GAQ that a strategy of hiring alone is not
sufficient to reduce the patent application backlog. To reduce the backlog, we must continue
to promote appropriate ways to increasing the efficiency and productivity of examination.
We also agree that patent examiner atirition is an important matter deserving further analysis
and attention. Patent examiners are critical to our system of protecting intellectual property
and driving innovation in the United States. The USPTO has achieved notable successes in
examiner retention efforts and faces challenges that the GAO study did not address. We will
address some of these successes and challenges below.

Facts About Patent Examiner Attrition
The USPTO has kept atirition statistics for several decades and highly detailed statistics for

the past ten fiscal years (since FY 1998). The following are five facts that bave proven
instructive to us in addressing attrition.

(1) Attrition is lower at the USPTO than throughout the Federal workforce, The
USPTO’s atirition rate is Jower than the average attrition rate for Federal workers
(8.5% vs.11.2%).!

(2) Beyond the first three years of service, the USPTO has nominal atirition. The
average attrition rate for USPTO patent examiners with 0-3 years experience is 15.5%.
The average attrition rate for USPTO patent examiners with 3-30 years experience
is 3.95%.

(3) Attrition in the early years is substantially lower at the USPTO than at similarly
situated entities. The attrition rate of examiners with 0-3 years experience, though
measurably higher than the rest of the patent corps, appears to be well below the
attrition rate experienced by similarly situated entities hiring more than 1,000
engineers in a year.?

! See hitg‘ ://data.bls.govicgi-bin/dsry
Business Week, #50 Best Places to Launck a Career,” September 18, 2005,

rerrrGiven the country's demographics, some accommodation is inevitable. Entry-level hiring is
expected to surge in 2007 by more than 17%, the fourth consecutive double-digit increase, according to
the National Association of Colleges & Employers (NACE). And this could be only the beginning. By
2010, as the exodus of baby boomers from the workforce accelerates, census data suggest, two
employees will be leaving for every new hire entering, and new college grads will be a precious
comumodity. ¥**

*¥¥If recruiting is employers' first hurdle, retention is by far the highest. Those employers who
provided the data reported that more than ong-third-of their new hires bolted within three years. And
replacing them isn't cheap. Training costs averaged nearly $10,000 a head, which can add up quickly
when you're hiring more than 1,000 college grads each year, as more than one-third of the ranked
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(4) Higher production reguirements do not translate to higher attrition. Examiners
with the highest production requirements have the lowest attrition rates, and the
examiners with the lowest production requirements have the highest attrition rates. In
fact, 70 percent of all work in FY 2007 was done by examiners with 3 or more years
of experience who exceeded their production goals by an average of 8 percent and had
an average attrition rate of 3.95 percent.

(5) Nearly all examiners exceed production requirements. An important majority
exceed it substantially, More than 60% of all patent examiners exceeded their
production requirements by at least ten percent in FY 2006.

These facts direct us to focus our attrition analysis on the areas where it is most problematic
and to look for solutions that provide all examiners more opportunity and flexibility.

, The Patent Examination Landscape )
We agree with the GAC’s title conclusion that hiring is not sufficient to reduce the patent
applicaiion backlog. In fact, the USPTO has for years reporied to other policymakers and key
constituencies that hiring is necessary but not sufficient as a strategy to address the backlog.
With record-breaking numbers of applications every year and the USPTO already hiring the
equivalent of whole-ruunber percentages of American engineering graduates, hiring alone is a
poor long-term policy. The right solution includes a synergistic combination of hiring and
increased efficiency in the system, possibly by leveraging work already being done by patent
applicants, the public and other patent offices throughout the world. The USPTO has
implemenied several pilot and penmanent programs, proposed rules and promoted statutory
changes to effect these goals of increasing quality, reducing redundancy and increasing
efficiency in the system.

The USPTO also believes sincerely in the knowledge, skills, abilities, integrity and work ethic
of its employees. Any solution to address improving the patent system, particularly
addressing the patent application backlog, must begin and end with an evaluation of its effect
on patent exarniners. This is another area where the USPTO has been particularly focused in
the last several years. The USPTO’s approach has been to increase opportunity and flexibility
for examiners rather than to lower standards. The results of giving exatiners more
opportunities and increased flexibilities speak for themselves — higher morale and satisfaction,

and higher productivity and efficiency.

For example, in the last two years, 1,000 patent examiners have started working almost full-
time from home. According to a recent survey of these employees, 83% said their morale

employers do.*** The main reason youhg employees are heading for the exits, oddly enough, is the
very thing boomers thrived on: the perpetual work day.**#7]

See also, Business Week, “Best Places te Launch a Career,” September 13, 2007 {*“***Boeing Co.
(BA) (No. 14) is starting to move in that direction. The aerospace giant has one of the lowest retention rates in its
industry (59%), and one way it hopes to improve upon this is by teaching managers how to deliver crificism—
harsh, if necessary—along with praise, **¥"]
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improved. Independent analysis demonstrates that — for these same 1,000 patent examiners,
productivity increased by approximately 10%. Other examples of increasing morale end
efficiency by increasing opportunity and flexibility are reviewed below.

Additional GAQ Findings
Together with the GAO, we fully appreciate that the work of patent examination — and
particularty the patent production requirements - is a nuanced, multi-faceted undertaking, not
susceptible to easy “quick fixes.” We must find a way forward that aligns perceptions with
realities and results in an even higher morale, higher performing organization.

The GAO report indicates that many patent examiners work unpaid overtime to meet
production goals, that many examiners leave because of those high production goals, and that
the USPTO’s hiring rate will not reduce the patent application backlog. The GAO report
further suggests that by lowering production goals, fewer examiners would leave the USPTO,
giving the USPTO more employees to combat the patent application backlog. We believe a
thorough analysis of the data does not support cach of those propositions. In fact, the data
shows that lowering standards will increase the backlog. The data also suggests that the
solution lies in finding the right combination of increased opportunities and flexibilities for
examiners. While we fully agree with the conclusion to further study production goals, we
came to that conclusion for different reasons than the GAO — and provide the following
information in support of our conclusion, .

USPTO’s Atfrition Analysis
The USPTO has been analyzing and addressing patent-examiner atfrition with several
innovative techniques since it began increasing hiring in FY2005. First, we have by careful
data capture —~ identified an attrition trend line.

Atirition is greatest in the first 12 months from the date of hire. Since 1998, first-year attrition
has fluctuated from a high of 28.3% in FY 2000 to a low of 15.1% in FY 2003. In FY 2007,
first-year attrition for patent examiners was about 15.6%. That is nearly five points, or
twenty-two percent, Jess than the average first-year attrition rate of about 20%.

Second-year attrition again varies, with an average attrition rate over the past nine fiscal years
of around 13.5%, Third-year attrition over the same period averages around 9.7%. After the
third year, attrition rates decline, hovering around 3.95% for examiners who have been at the
USPTO for 3 - 30+ years.

What Does This Information Mean?
Perhaps surprisingly, first-through-third year patent examiner attrition at the USPTO is much
1ower than private-sector attrition in relevant sections such as engineering, computers, and
general technelogy.® To provide some perspective, for the most recent fiscal year (FY2007),
overall examiner aftrition was 8.5%. This attrition rate compares favorably to overall Federal

3 Seo hitp://data bis.gov/cei-binidsry
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employee attrition which, in calendar year 2006, was 11.2%.*  Tumover in the private seetor,
particularly for engineers and computer scientists (techmical areas of hiring focus for the
USPTO), can be even higher, tracked by the Bueau of Labor Statistics at 45.5% percent for
calendar year 2006, and reflecting the tendency of engineers and computer scientists to
change jobs frequently.

‘While our historic 20% attrition rate for first-year employees is significantly less than that
seen in the relevant private sector, the USPTO does not have the same tools available to the
private sector which permit spreading costs of atirition over other business lines. In other
words, we refuse to view higher attrition as “cost of doing business.” Further, we have been
chosen by Business Week magazine as one of the best places in America to launch a career,
and we aim fo be an employer of choice who really looks at employees as family members
with whom we want a long-term relationship. Camaraderie is a morale factor that should not
be ignored, and turnover does not coniribute to camaraderie.

Our newest examiners represent the furture, and a long career of service to America. We want
fo retain them. Similarly, our most senior examiners represent decades of experience, and
handle the most complex patent applications with facility. While we do not wish to keep
them from a well-deserved retirement, every year we can encourage them to stay with the
USPTO is an exira year that the public benefits from their expertise. For these reasons —
higher than desired front-end atirition and general retirement attrition — we must continne to
foeus our retention efforts on the newest and the most senior examiners.

What We are Doin,
‘We are concerned with attrition and our efforts reflect that concern. The USPTO has

remained committed {0 a strong work life quality program, including:

Flexible work schedules (available to all USPTQ employees);
Expansive teleworking programs;

Reimbursement for advanced technical education and law school;
Recruitment bonuses {primarily available to patent examiners);’
Retention bonuses (primarily available for patent examiners);
Special pay increase of 10% for all patent examiners;

Part-time employment available to all employees;

M Bureau of Labor Statistics (BLS) statistic for calendar year 2006, identifying the total percentage of
Federal employees feaving the workforce for reasons other than retirement or performance — in other words,
employees who quit.

5 To receive a recruitment bonus, the examiner must make a four-year commitment to stay with the
USPTO, The four-year commitment is based on our attrition analysis which, as mentioned earlier, demonstrates
a strong historical trend toward greatly reduced atirition after three years with the USPTO. The recruitment
bonus is paid in four installments ~ 25% up front, and progressive payouts every six months. To maintain
eligibility, examiners must maintain at least “Fully Successful” performance. If they choose to leave before
fulfilling their time commitment, they must return a prorated portion {e.g., if they leave after six months of
service, they would owe 50% of their upfront incentive) of the recruitment bonus.
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“Flat Goal” pilot;®

Lap top computers available for work away from the office;
Increased productivity award programs for patent examiners;
Tnereased training opporfunities tailored to examiners’ needs;
e Focused training for new examiners; and

o Movement toward a nationwide workforce.

» & 8 @

Although our patent-examiner recruitment bonus program is only 16 months old (started July
2006), we are already seeing positive results. Among examiners who received recruitment
bonuses, the first-year attrition rate was 10 %, which compares favorably to the more generat
first-year attrition rate of 15 % for examiners hired during this same period who did not
receive the bonus. Both are well below the 10-year average of 20%. Of course, one yeat’s
worth of data is not sufficient to indicate a trend, so we are continuing to assess the impact of
recruitment bonuses — and the other above-mentioned incentives -~ on retention. But the early
favorable results give us hope that reeruitment bonuses will be a sufficient incentive to
encourage patent examiners to stay with the USPTO at least three years — until a time when,
given historical attrition trends, attrition drops dramatically, employees become more
comfortable and stay with the USPTO for much longer periods. ‘

. Previous Recommendations Have Proven Valuable
We are targeting recruitment bonuses for maximum impact on attrition. In addition to

targeting recruitment boruses for new hires in hard-to-fill examiner positions, we also are
relying on exit interviews for insight as to why people are attracted to the USPTO and why
they leave, The USPTO has a formal exif inferview process in place to collect quantitative as
well as qualitative data on reasons for leaving the Agency. We have discovered that a variety
of reasons exist for leaving the USPTO, ranging from having pursued two job offers before
joining USPTO and leaving shortly thereafter to take the initial, higher-paying or more
geographically desirable job, to a simple incompatibility with the task of examining patent
applications.

The USPTO has also worked with the Office of Personnel Management {OPM) to establish
compatibility criteria and survey applicants before they arc hired, to better identify candidates
snited for the job of patent examination. Currently, every potential patent examiner who
receives a job offer takes our compatibility assessment. Our plan is to make that
compatibility survey tool available to all interested partics, which might help potential
applicants seif-select so only those who believe the USPTO is the place for them take the next
step and submit an application.

6 Instituted on Aprit 1, 2007, this one-year pilot is intended to test a new conceptual approach to
production. A variation is already sucpessfully in place in the Trademark Operations, for GS-13 and 14
examining attorneys. The Patent flat-goal pilot is voluntary and currently includes participants. In contrast to
the current yearly production goals, with yearly award payouts, under the flat-goal pilot, goals are set quarterly,
with quarterly award payouts.

We are reporting the flat goal (when the pilot is evaluated) under Final Inspection Report No. IPE-15722.
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Impact of the Production System on Atfrition
Because aftrition is highest in the first three years after hiring, and quite low thereafter, we

need to review carefully the premise that a production-based system of examination is —in
itself — responsible for overall attrition.

We appreciate that examiner reports of working excessive overtime suggested to GAQ that
patent examiners’ production goals are too high. We have too much collective experience to
dispute the fact that some employees feel that expectations are too high, and that any given
work period is too short a time in which fo complete a task. We are; however, struck by the
fact in Fiscal Year 2006, the most recent year for which we have complete date, more than
60% of patent examiners received a performance award for exceeding 110% of their
production goal. Further, over two thirds of junior patent examiners (examiners at the G5-7
GS-11 levels) received a timely promotion based on demonstrated performance that included
production in excess of 107%. In other words, a majority of patent examiners are not
struggling to maintain “fully successful” levels of performance. They are over-achieving, if
you will, choosing to do more than is required of them - and, appropriately, receiving bonus
money for their efforts,

There is other data suggesting that production goals are at proper levels. For example, a
September 2004 Office of the Inspector General (IG) report indicated that the seven
technology centers they reviewed surpassed the 100-percent production level for the five-year
assessment period. In other words, on average the employees in those technology centers
spent less time than their expectancy production goals to process applications.

It is clear that some patenl examiners leave the USPTO because of their dissatisfaction with
production goals. This does not mean production goals are too high for most examiners, for
the USPTO, or for patent applicants who depend upon timely review of their applications.
This is particularly true for examiners who have been at the USPTO for more than three years,
where 70% of production occurs and attrition averages less than four percent.

Examining patent applications is rigorous work. The USPTO is a performance-based agency,
which is not attractive to everyone. The attrition data and performance award statistics we
have gathered do not compel the conclusion of a nexus between attrition and production
requirements, Better initial training, having the right working environment, accessibility to
senior employees who can provide gnidance, and more community activities are themes for
improvement that we have heard from employees in exit interviews, at town hall meetings,
and at brown-bag lunches. Most patent examiners appreciate that applicants need a timely
assessment of their applications — and many patent examiners are willing to work above and
beyond minimum requiréments to ensure that applicants are served well, At the USPTO, we
are very proud of the patent examiners and, indeed, all of our employees.

Next Steps
We agree with GAQ’s conclusion that hiring alone will not solve the backlog of unexamined
patent applications. We also agree that the assumptions underlying patent-examiner
production goals merit reevaluation, particularly in light of various quality initiatives. The
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USPTO will consider all of these factors as we continue to work with GAQ in evaluating the
underlying assumptions used to establish examiner production goals.

As we hope the information provided above makes clear, we are analyzing our attrition data
carefully to determine if there is a nexus between attrition and the production system. If
attrition proves to be unrelated to the production environment, we may find that initiatives
designed to reduce redundancy, leverage existing work, and make applications more focused
are the most meaningful ways to reduce the patent application backlog.

The USPTQ’s plan is to evaluate the full impact on examiner retention of the many work-life
initiatives in progress. If our work-life efforts continue to lower atirition as they have in just
one year, we believe we will have identified the right mix of production standards that
improve our service to the public and offer employees more opportunity and satisfaction.

The USPTOQ will initiate the following actions as first steps in addressing the recommendation
in the final report:

e Partner with the GAO to gain comprehensive, valid, and meaningful attrition data
from the private sector; :

« Provide GAO with regular updates on attrition/retention results and analysis,
o Pilot additional alternative(s) that are seen as having potential benefits; and

s Provide GAO with data from/analysis of the data from the “Flat Goal Pilot Program.”

On behalf of the USPTO, I wish to express my thanks for the GAC’s thorough review of this
important issue,

Sincerely,
ON W.DUDAS

cretary and Director
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A
\ UNITED STATES
7 PATENT AND
i & TRADEMARK OFFICE

Under Secretary of Commerce For Intellectual Property and
Director of the United States Patent and Trademark Office
Washington, DC 20231

www.usplo.gov

SEF 23 2002

The Honorable Ernest F. Hollings

Chairman, Subcommittee on Commerce, Justice,
State and the Judiciary

Committee or Appropriations

United States Senate

Washington, DC 20510

Dear Mr. Chafiﬁlan: 7@\/’; -

As you may know, my staff at the United States Patent and Trademark Office (USPTO)
have briefed your Subcommittee staff regarding our recently released 27 Century
Strategic Plan. 1 am now writing to provide notification, consistent with Section

605 of the Departments of Commerce, Justice, and State, the Judiciary, and Related
Agencies Appropriations Act, regarding the reprogramming for a number of internal
reorganizations that the USPTO plans to undertake in support of the strategic plan.
These organizational changes, which are part of transforming the USPTO into a more
responsive intellectual property organization, will improve: (1) training and quality;
(2) domestic and international intellectual property policy; and (3) information
technology management.

As part of this proposed reprogramming, the USPTO is making every effort to comply
with Section 605°s required notification to Congress. The enclosed document describes
the organizational changes in greater detail. Please contact me at (703) 305-8600 if you
have any concerns or questions,

Thank you for your consideration.

Sincerely,

7/ 4

J . ROG, "
Under and Director

Enclosure
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\ UNITED STATES

¢ PATENT AND
*x%x TRADEMARK OFFICE

Under Secretary of Commerce For Intellectual Property and
Director of the United States Patent and Trademark Office
Washington, DC 20231

www.uspto.gov

SEP 23 2002

The Honorable Judd Gregg

Ranking Minority Member

Subcommittee on Commerce, Justice,
State and the Judiciary

Committee on Appropriations

United States Senate

‘Washington, DC 20510

Dear Senator Gregg:

As you may know, my staff at the United States Patent and Trademark Office (USPTO)
have briefed your Subcommittee staff regarding our recently released 2I* Century
Strategic Plan. ] am now writing to provide notification, consistent with Section

605 of the Departments of Commerce, Justice, and State, the Judiciary, and Related
Agencies Appropriations Act, regarding the reprogramming for a number of internal
reorganizations that the USPTO plans to undertake in support of the strategic plan.
These organizational changes, which are part of transforming the USPTO into a more
responsive intellectual property organization, will improve: (1) training and quality;
(2) domestic and international intellectual property policy; and (3) information
technology management.

As part of this proposed reprogramming, the USPTO is making every effort to comply
with Section 605°s required notification to Congress. The enclosed document describes
the organizational changes in greater detail. Please contact me at (703) 305-8600 if you
have any concerns or questions.

Thank you for your consideration,

Sincerely,

»

o

1. .ROG
er, and Director

Enclosure
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R
\ UNITED STATES
¢ PATENT AND
* 2%+ TRADEMARK OFFICE

Under Secretary of Commerce For Intellectual Property and
Director of the United States Patent and Trademark Office
Washington, DC 20231

www.uspto.gov

SEP 23 2002

The Honorable Frank R. Wolf

Chairman, Subcommittee on Commerce, Justice,
State, the Judiciary and Related Agencies

Committee on Appropriations

House of Representatives

Washington, DC 20515

Dear Mr. Ch?zé:m: -

As you may know, my staff at the United States Patent and Trademark Office (USPTO)
have briefed your Subcommittee staff regarding our recently released 21 Century
Strategic Plan. T am now writing to provide notification, consistent with Section

605 of the Departments of Commerce, Justice, and State, the Judiciary, and Related
Agencies Appropriations Act, regarding the reprogramming for a number of internal
reorganizations that the USPTO plans to undertake in support of the strategic plan.
These organizational changes, which are part of transforming the USPTO into a more
responsive intellectual property organization, will improve: (1) training and quality;
(2) domestic and international intellectual property policy; and (3) information
technology management.

As part of this proposed reprogramming, the USPTO is making every effort to comply
with Section 605°s required notification to Congress. The enclosed document describes

the organizational changes in greater detail. Please contact me at (703) 305-8600 if you
have any concerns or questions.

Thank you for your consideration.

Sincerely,

’

U

ROGAN

T Sel nd Director

Enclosure
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PATENT AND
*x % x TRADEMARK OFFICE

\g UNITED STATES
Ir

Under Secretary of Commerce For Intellectua! Property and
Director of the United States Patent and Trademark Office

. Washington, DC 20231
www.uspto.gov

SEP 23 2002

The Honorable José R. Serrano

Ranking Minority Member

Subcommittee on Comunerce, Justice, State,
the Judiciary and Related Agencies

Committee on Appropriations

House of Representatives

Washington, DC 20515

Dear Representative Serrano:

As you may know, my staff at the United States Patent and Trademark Office (USPTO)
have briefed your Subcommittee staff regarding our recently released 27* Century
Strategic Plan. 1 am now writing to provide notification, consistent with Section

605 of the Departments of Commerce, Justice, and State, the Judiciary, and Related
Agencies Appropriations Act, regarding the reprogramming for a number of internal
reorganizations that the USPTO plans to undertake in support of the strategic plan.
These organizational changes, which are part of transforming the USPTO into a more
responsive intellectual property organization, will improve: (1} training and quality;
(2) domestic and international intellectual property policy; and (3) information
technology management.

As part of this proposed reprogramming, the USPTO is making every effort to comply
with Section 605’s required notification to Congress. The enclosed document describes
the organizational changes in greater detail. Please contact me at (703) 305-8600 if you
have any concerns or questions.

Thank you for your consideration.

Enclosure
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Rose, Norma

From: Katopis, Chris

Sent: Monday, September 23, 2002 2:49 PM
To: Rose, Norma

Subject: The Addresses and Titles

The Honorable Ernest F. Hollings

Chairman, Subcommittee on Commerce, Justice, State, and the Judiciary
Committee on Appropriations

United States Senate

Washington, DC 20510

Dear Mr. Chairman:

The Honorable Judd Gregg

Ranking Minority Member

Chairman, Subcommittee on Commerce, Justice, State, and the Judiciary
Committee on Appropriations

United States Senate

Washington, DC 20510

Dear Senator Gregg:

The Honorable Frank Wolf

Chairman, Subcommittee on Commerce, Justice, State, and the Judiciary and Related Agencies
Committee on Appropriations

U. 8. House of Representatives

Washington, DC 20515

Dear Mr. Chairman;

The Honorable Jose' R. Serrano

Ranking Minority Member

Subcommittee on Commerce, Justice, State, and the Judiciary and Related Agencies
Committee on Appropriations

U. 8. House of Representatives

Washington, DC 20515

Dear Ranking Member Serrano:
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U.S. Patent and Trademark Office
Proposed Organizational Changes

ality Assurance and Trainin,

In order to enhance quality, move training to the front lines, and more closely align training
needs to improved quality, we will reorganize a number of quality programs currently spread
throughout the USPTO. Specifically, we will transfer organizations in the Office of Quality
Management and Training (OQMT) info the respective Patent and Trademark organizations.
The proposed reorganization will implement an improved quality assurance program. For
Patents, the revised quality assurance program will be located in each technology center (TC).
For Trademarks, the revised quality assurance program will be centralized into a single
organization. By taking these actions, the USPTO will be able to expand the quality review of
work products and improve the connection between the quality review data collection and the
subsequent training needed to improve examination development.

With regard to training, we will transfer training resources in OQMT to the core program
organizations. Resources currently devoted to patent and trademark work will be realigned to
the respective Patent and Trademark organizations. This will allow the business units to
determine the training requirements needed to maintain and enhance the quality of their products.
Agency-wide training will be transferred to the Office of the Chief Financial Officer and Chief
Administrative Officer (CFO/CAQ).

The above-described changes will result in the elimination of the current Office of Quality and
Management (OQMT). Additional staff in the OQMT organization not specifically devoted to
quality or training will be transferred to the Office of the CFO/CAO where they will continue to
perform specialized management studies and analyses, including periodic customer and
employee surveys and data analysis.

Specific changes include the following:

FTP Transfer Funding From To For
6 $ 706,000 OQMT Trademarks Quality Review
24 $4,482,000 OQMT Patents Quality Review
4 $ 697,000 OQMT Trademarks Examiner Training
9 $5,184,000 OQMT Patents Examiner Training
9 $4,665,000 OQMT CFO/CAO PTO-wide Training
11 $1,604,000 OQMT CFO/CAO Mpgmt Analysis
2 $ 243,000 OQMT Patents Tech Center Mgmt
1 $ 117,000 OQMT Trademarks Admin Staff
0 $1.719.000 OQMT All General Training
66 $19,439,000
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Congressional Relations, International Relations, and Enforcement

The current Office of Legislative and International Affairs (OLIA) is responsible for a wide
range of issues pertaining to domestic and international intellectual property law, policy, and
enforcement. To enable the USPTO to better address the increased demands of international
negotiations, legislative changes, enforcement, and Congressional interest in a broad range of
intellectual property issues, OLIA resources will be divided into three components:
Congressional Relations, International Relations, and Enforcement. The new Congressional
Relations and International Relations components will give the USPTO a more effective
interface with Congress and our international partners on a wide range of matters related to
intellectual property. The Enforcement component will focus on the USPTO?s effort to protect
American intellectual property interests worldwide. We will reassign two existing SES
employees and abolish their current positions and advertise the third position using an existing
SES position. The three offices will report to the Deputy Under Secretary of Commerce for
Intellectual Property and Deputy Director of the USPTO acting in the capacity of Administrator
for External Affairs.

Information Technolo

The Office of the Chief Information Officer (OCIO) has developed a streamlined information
technology (IT) organization, which will be better able to support changes in business needs and
priorities of our sirategic plan, strengthen IT practices, and achieve principles outlined in the
President’s Management Agenda.

A new organization will be created and responsible for the Enterprise IT Architecture Program.
This will elevate and strengthen the program and ensure consistency with OMB guidelines. The
new organization will focus on an enterprise IT architecture and integration with other key
efforts such as IT security, e-Government, data management, customer information services, and
IT operations. This will allow the USPTO to identify solutions to support business needs that are
consistent with the agency’s enterprise architecture, and ensure that technical design,
development, implementation, operation, and maintenance support that architecture. - The new
office will result in a cohesive, responsive technical organization that provides a secure
infrastructure with higher performing information systems and lower maintenance costs. Other
divisions in the current CIO organization will be restructured and functions reorganized or
realigned to ensure flexibility and adaptability to changing business needs and more
responsiveness to both internal and external customers.

All changes within the restructured OCIO will be done within existing positions and staffing
levels. No new/additional positions will be created.
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