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PROCEEDINGS
PANEL 1: UNIVERSITIES AND ENTREPRENEURS
MODERATORS:
SUZANNE MICHEL, FTC
ARMANDO IRIZARRY, FTC
PANELISTS:
RON D. KATZNELSON, Ph.D., President, Bi-Level
Technologies
JOE E. KIANI, Chief Executive Officer and Chairman of
the Board of Directors, Masimo Corp.
JON SODERSTROM, Ph.D., Managing Director, Office of
Cooperative Research, Yale University
THOMAS G. WOOLSTON, Chief Executive Officer,

MerckExchange, LLC

MS. MICHEL: Good morning. Welcome to the
Federal Trade Commission. 1°m Suzanne Michel, Assistant
Director for Policy in the Bureau of Competition.
Welcome to what I believe is our third in the series of
FTC hearings on the Evolving IP Marketplace. Today
we" 1l be looking at the way different companies,
different firms and different industries participate in
markets for intellectual property, for patents and for
technology and the way that those markets promote the
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1 patent systems to innovate.

2 We will be announcing today our next set of

3 hearings to be held on April 17. There will be a press
4 release going out. Please stay tuned for that. That

5 should be also a very interesting day. We will have the
6 CEOs of Ocean Tomo, Acacia and ThinkFire to talk about

7 how patent markets operate.

8 I should also mention that tomorrow we will be back
9 here again talking about economic perspectives on patent
10 markets and how the notice function of patents affects
11 patent markets and how it might be improved,

12 whether it"s working fine, those kinds of things.

13 Our first panel today is on entrepreneurs and

14 universities, and I will turn it over to Armando

15 Irizarry to introduce our panelists.

16 MR. IRIZARRY: Good morning. [I"m Counsel for

17 Intellectual Property here at the Commission. It"s my
18 pleasure to welcome you to these hearings. We"re going
19 to give brief biographical information about the

20 panelists, and there"s more complete information in the
21 hearing®s web site at ftc.gov.

20 nanelists and there®"s more c welcome vou to these hearinas We"re ao
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inventions resulting from Yale®s scientific research,
including patent license agreements and information of
new business ventures. He has participated in the
formation of more than 25 new ventures, which
collectively have raised over $400 million in
professional venture capital.

Dr. Soderstrom was a founding board member and
Past President of the Association of Federal Technology
Transfer Executives and the 2008 president of the
Association of University Technology Managers.

The next panelist is Joe Kiani. Mr. Kiani is
the CEO and Chairman of Masimo Corporation. Mr. Kiani
founded Masimo in 1989 to improve the accuracy of non-
invasive patient monitoring. Under Mr. Kiani®s
leadership, Masimo has grown from a garage start-up into
a successftul publicly traded medical technology company,
employing over 1,700 people worldwide with annual sales
growth nearly 25 fold in the last five years.

Masimo has technology, license and OEM
agreements with leading patient monitoring manufacturers
throughout the world, and it is the leader in the
measure through motion and low profusion pulse oximetry
technology markets. Mr. Kiani is an inventor on more
than 50 patents. Currently, Mr. Kiani is Chairman of the
Medical Devices Manufacturing Association.
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Our next panelist is Thomas G. Woolston. Mr.
Woolston is an inventor and an entrepreneur. He"s a
main inventor on nine U.S. patents. He"s the founder
and CEO of MercExchange, LLC. He"s on the Technical
Advisory Board of the George Washington University
School of Electrical Engineering and Applied Sciences.
He has organized companies, hired engineering talent and
raised venture capital and company financing.

His companies have been both plaintiffs and
defendants in intellectual property disputes. He has
been a principal negotiator for intellectual property
and other types of business agreements. He was formally
with the United States Central Intelligence Agency and
the United States Ailr Force, and he"s an engineer and a
lawyer.

Finally, on this panel we have Ron Katznelson.
Mr. Katznelson is founder and President of Bi-Level

Technologies iIn Encinitas, California. From 1990 to

2005jE 360nv0 O.s. Tgies in EnwOHITrkn m 1991 Ocnrg0000.000 O.
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Working Group and a co-author of the DOCSIS downstream
digital transmission specifications.

He is an advisor to high-technology firms, and a
member of the San Diego Intellectual Property Law
Association.

At this time, we"re going to have the panelists
make introductory remarks for about ten minutes each in
which they will be able to speak about their experiences
with the ability of patents to promote innovation and
support the creation of new products, and we"re going to
begin with Dr. Soderstrom. They may sit or come to the
podium.

DR. SODERSTROM: 1 think I"m going to sit.

Thank you for the invitation to be here today and
participate in this panel. Just as a point of
reference, I"m here representing the Association of
University Technology Managers, which is a membership
organization of over 3,000 members around the world that
are technology transfer officers from over

literally hundreds of universities around the world.

As research universities, we are major consumers
of intellectual property as well as generators. Our
research budgets tend to, on average, create one
patentable invention for every $2 million of research
that we"ve performed for the various agencies.
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To put that in perspective for you, literally we
filed -- thousand of patents last year were issued in
the names of universities. My own university, Yale
University, had over 200 new invention disclosures, and
we filed approximately 170 patent applications. We
had issued something on the order of 75 patents last year.
We"re not even in the top ten among universities, SO
just to put it In perspective, we are a major player in
this market, but why do we do i1t?

In 1989 Congress passed a law called the
Bayh-Dole Act which was to encourage universities to
patent and to commercialize inventions growing out of
their research. Prior to the passage of the Bayh-Dole
Act, very few universities were actually performing
anything in this marketplace -- my own university being
no exception to that. With the passage of the Bayh-Dole
Act, many of us have become much more active in our
participation, and that has grown every year for the
past 30.

What"s 1t accomplished? Well, just to put this
in perspective, iIn the past year, in the past year that
we have data which is the year 2007, over 500 new
companies were formed based on intellectual property
that was produced by universities. Many of those formed
were supported by professional venture capital, and of
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those that have been formed since the passage of the
Bayh-Dole Act, over 3,400 are still in operation here in
the United States.

In the year 2007, approximately 700 new products
were introduced on the marketplace, and iIn the past
decade, over 5,000 new products have been introduced.
For universities, obtaining patents iIs an important
aspect of what we do, but it"s not the end all and be
all.

The most important thing that we can do with
those pieces of intellectual property is to
commercialize them, and the only way that can be done is
in partnership with companies. We like to say the
question for universities isn"t whether we"re
going to license the intellectual property, the only
question is to whom. 1Is it going to be an existing
company like Masimo, which we®ve done business with iIn
the past, or is it going to be a new company that we
start?

And for any of those companies, the most
important thing is how strong is the intellectual
property that we can provide because after all, the
importance for the company is how safe is their

investment going to be? Are they going to be able to



© 0o N o o A~ W N PP

N NN N NN P R RBP R R R R R R R
aa A W N B O O 00 N O 00 A W N —» O

10

most of the products, most of the inventions that we are
coming up with are a long way from the marketplace and
are going to require a substantial iInvestment over a
period of time, and that requires protection for the
stockholders and other investors.

So, we are clearly in favor of a very strong
patent system that both issues quality patents, i.e.,
high validity but also has assurances that they are
going to be withheld, sustained within the court system,
and we will be able to protect them, protect our
investments over time, and with that 1 will stop.

MS. MICHEL: All right. Thank you. Let"s see.
Let"s get Joe"s slide up there. Just hit page down.

MR. KIANI: Thank you so much, Suzanne. Thank
you. Good morning. 1°m very happy that the FTC is
looking into intellectual property and its value.

While 1™m honored to be here today to speak
about Masimo and how intellectual property impacted
Masimo. We"re only one story. At Masimo we have a
saying, “in God we trust, but for everything else we need
data,” so we hope that FTC will do just that, get the
real data. | know a lot of anecdotal data is thrown
out, but the real data — so that hopefully the right
solutions are recommended.

Our focus must be to foster innovation and our
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economy and further enhance the U.S. as the world leader
in innovation. | am an electrical engineer. 1 have my
bachelor®s and master®s in electrical engineering. |1
founded Masimo actually 20 years ago, and I"ve

been the CEO of the company. 1"m now also a Chairman of
Medical Device Manufacturers Association representing
over 200 medical technology companies from basically a
few employees to a company like ours, which has about
2,000 employees, but I also speak on behalf of the MDMA
today and not just Masimo.

I started Masimo in my garage, and we invented a
disruptive technology, and the reason 1 wanted this
slide up, but it doesn"t matter, 1 can show you here, I
know sometimes the dialogue that®"s been had regarding
intellectual property has been -- is it between pharma
and technology companies? It isn"t.

We are a technology company. 1 think as you can
see up there, we make circuit boards that we
provide to the industry as an OEM company. We make our
own end-user product. 1In fact it has rotational screen
since 1999. 1 know the iIPhones do too these days.
General systems, software and many sensors, so really
this isn"t about pharma versus tech. We are a tech
company serving patients and doctors and hospitals.

Today we are a $300 million a year revenue
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company. We"re a public company traded on NASDAQ, but
the hill we had to climb to get here was not an easy
one. We had many obstacles, and despite the
frustrations that we had with the patent system, without
it, we wouldn®t be here today, and any changes that are
going to be made to the patent system should be

considered cautiously.
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as there was low blood flow or patient motion, the
products didn®"t work. Over 70 percent of the alarms
were reported to be false alarms, and the industry had
given up.

They thought that was just impossible to solve.
They tried. They just had given up. There was an
entrenched company with 80 percent market share making
80 percent margins, despite the fact that pulse
oximetries didn"t work when you really needed them.

That company had commercialization wired, but in our
view they were no longer innovating.

As 1 stated earlier, the industry thought it was
impossible to solve this problem. Yet, we did not think
so. We thought we could solve it, and our innovation
was the only thing we had. At 24, 1 didn"t have
commercialization experience. We didn"t have any
manufacturing. We didn®"t have any distribution, so the
patent was very iImportant because significant investment

was necessary.

I initially got a second mortgage on my condominium

but later we raised $90 million through venture capitalists.

Every time we got serious with a venture capitalist,
they wanted to understand if our patents had teeth, if
we could really protect our innovation, and fortunately
we did. Fortunately they felt good about it, and our
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innovation today has been responsible for saving many
people®s lives, many lives of babies.
The rate of eye damage in a neonatal intensive

care unit used to be about 12 percent according to
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found they had CO poisoning.

They went back to the hotel, and they found --
motel and they found that there was a problem, and the
head of Emergency Medical Services, Skip Kirkwood, said
that over 50 people would have died had it not been for
our technology and their intervention.

So, last but not least, we recently also have
developed a way to measure hemoglobin non-invasively, and
again we"re getting, just in the clinical study stage
alone, and 1*m not going to bore with you more stories,
but we*ve been able to save many lives.

Now, we could not have raised the money to
accomplish what we have without our investors being
confident that our patents would protect our innovation.
In addition, we needed our patents to protect the
investment from the entrenched company. In fact, after
seeing demand for our product, the entrenched company
decided to make their own.

Well, it was never quite as good as ours, but
they did violate our patents and introduce a product
that would get close to what we were doing. This
company hoped that our patents wouldn®t stand. They
hoped that we couldn®t afford patent litigation. They
countersued us with ten patents. They sued our
customers to stop our distribution. They bought a
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company that had been out of business for 12 years,
which 1 worked at when 1 was 23 years old, and tried to
say they owned all of my inventions. They sent

letters to our customers saying they were suing us and
suggesting we would go out of business. Even under
existing damages law, they seemed to believe that
infringing was worth a try.

We fought over six years through discovery,
summary judgment motion, Markman hearing, jury trial,
post jury motions by the Judge and by the attorneys,
the Judge, and finally the Federal Circuit Court of
Appeals. We eventually prevailed. We won. We got an
award for $134 million and an injunction, and it all
seems good now, but it was the hardest thing I had ever
done.

It was a lot of hurdles and problems that we
had, but the results are that patients today are being
saved. Babies are going blind far less, and would be
innovators feel more like they can innovate and succeed
because of our technology and our victory in the courts.

One significant reason was our patent system had
teeth. | don"t think 1 would have been -- I certainly
wouldn®t have been here today if it didn"t have teeth,
but 1"m not sure Masimo would be here today. We, like
others, have been sued by the so-called trolls hoping to
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shake us down for some money. Although devaluing
patents will undoubtedly minimize or eliminate my cost
of defending Masimo against unwarranted patent troll
attacks, 1 believe the detrimental effects will
overwhelm any possible benefit.

IT the troll problem is to be addressed, it
shouldn®t be addressed with a hatchet but a delicate
carving knife to address the specific problem. Why?
Because 1 know that our innovation would have not seen
the light of day, and patients would have been harmed by
any further erosion of the patent rights. Any further
erosion of patent rights for innovative companies will
make i1t more difficult for the next Masimo, and it was
already unbelievably difficult.

As Hernando DeSoto, a Nobel Prize nominee,
explained, successful free enterprise requires an

effective system of property ownership rights. For

decades, the U.S. economy and innovation has benefitted in

a face of a worldwide competition to well-defined

property rights for innovation.

The U.S. patent system has protected and, thereby,

encouraged an entire innovation economy, and while
regrettably many factory jobs have moved out of the
U.S., knowledge workers have thrived with improved
standards of living. We should take the opportunity to
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strengthen our protection for Innovation that drives our
economy rather than weaken it.

At a time when our economy has slowed down and
healthcare costs continue to rise, we must do what we
can to spur innovation and strengthen intellectual
property ownership which encourages entrepreneurs and
investors to take chances at improving our world.

Through this Innovation based economy, we can
among other positive things create knowledge-based
jobs and improve and expand our healthcare to all who
need 1t, making it more efficient and effective.

Thank you very much. I look forward to hearing
the other panels members and the Q&A session. Thank
you.

MS. MICHEL: Thank you, Joe. Tom?

MR. WOOLSTON: Hi, good morning. Thanks.

Thanks to the panel and the FTC for having me. That"s a

tough act to follow. Joe"s very successful. [1"ve beeeno.dr,Te.O
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patents and deciding we had to do something else because
you couldn®t protect market share without patent
protection, without injunction protection.

We had a Final Determination by the highest
court on validity. That didn"t deter the PTO from
continuing its reexamination, which has been going on
for six years. 1 don"t know iIf we were the first,

probably the second party to a post
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MerckExchange case has already hit existing statutes and
what I hope 1 can add. Very | think unintended ways
they“ve already hit it. For example, 28 U.S.C. 1292 ©)
(2) allows the district court to enter a final judgment
but not a final accounting, so you can go up to the
Court of Appeals without a final accounting.

Well, in light of the eBay decision, there"s no
relief at all because iIf a court denies a permanent
injunction and doesn"t do a final accounting, there"s no
information to make business decisions whether or not to
exit the market or double down and try to enter the
market so these are some of the things I like to add to
the panel today.

MS. MICHEL: Thank you. And Ron? Feel free,
would you like to go to the podium with your slides or
we can move them for you.

DR. KATZNELSON: 1Is there a control there? 1711
do it at the podium because there®s a control there.

MS. MICHEL: Yes. Hit the down arrow.

DR. KATZNELSON: Let me check. Okay. This is
going to be a little more data than the other speakers
have put together, but partly because of the nature of
the set of the questions that we received initially, as
advance questions. So I°11 make some comments on only
one aspect of the topic today, and that is patenting
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issue, but that"s the context under which I"m going to
show what has happened to us and what would have
happened had first to file been in place.

Broadband Innovations started technology
development back in the early "90s in a very promising
technology. The core product was a broadband decoder
device on the side of the house. We"ve developed this
over the years, secured investments from AmeriTech, the
Baby Bell, and later in "96 by Motorola.

Field trials and activities occurred iIn this
time frame, and we obviously needed to develop other
supporting technologies and so on. Each of those dots
represents a patent application. We had numbers and
some of them are shown with C-1, which means
Continuation 1. Some shown with CIPs and so on.

The point is that during the course of this
development, we found that the area that we got into,
the consumer customer premise equipment wasn"t really
working for us. So, we moved to a head-end type
technology, but again using the same core intellectual
property through continuations. So the transition from
that market was really accomplished through the process
of continuation. The same disclosures that were used,
we relied on back in 1992, we were still filing
continuations in the late "90s. This slide shows the
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case.

Now, we were able to secure strategic investors,
Motorola and Scientific Atlanta, both of whom would
were customers and strategic partners.

Now, what would have happened, if first to file
was in place: We probably would have filed a whole
bunch more applications as this shows. The reason
for that is because as you develop some of this work,
you"re not sure which one is going to succeed. You“re
actually having to establish priority. You go race to
the Patent Office. You file 1t, and this would have
been the result.

And these are specific inventions that we had or
some improvements that we had that we tested. Had there
been a first to file, those that would
have been filed at the Patent Office, and they"re shown
in different color here.

Now, Steve Perlman, a friend of mine who was
the i1nventor of WebTV, has likened this process and
actually showed his process of going through five years
of development. Again he had 24 different ideas, tested
them all, did refinements, got some key insights, did
some rethinking. All of these boxes would have
represented a patent application at the Patent Office
had first to file be in place.
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As a result, you can see that in the first to
invent, only six or seven of them were actually filed
but only the good ones, the successful ones, so that is
the promise of first to file. 1t would be a process
where a lot of applications would, in fact, be useless to
their filers.

How do we know that? We see data. This is the
result of an EPO analysis of the two types of
applications that were filed in the European Patent
Office. Applications that were filed with first
priority, in other words, the first time they were ever
filed in EPO, they“"re called EPO first filings, had
basically been abandoned a lot more frequently than
those that were filed without reliance of the filing
date as a priority date, because they had prior
priority.

You can see that first to file causes a lot of
people just to run to the Patent Office, file something
and see iIf it sticks. The result is that over 58
percent were never even reaching the examination phase.
A lot of people just gave up or they just didn"t see the
value of these patents for them because they actually
saw a different way.

Perhaps a lot of them would have gotten some
claims. The determination of patentability doesn™t
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filed until later than one or two years after the
disclosure. First to file means all of this delay is
going to generate a huge loss iIn priority value to U.S.
inventors. This is a study from six different
universities. 1 believe that much of what®s happening
here, the dynamics of looking at inventions, looking to
see the experimentation of it, looking to see the
funding of i1t, all of these factors affect the way we do
business In America in terms of invention and
development. First to file will upset this whole
process.

Perhaps all the invention disclosures that don"t
get filed today will get filed. This is an example of
the data showing that about 60 percent of all disclosure
reaching university transfer, technology transfers
actually get filed ultimately with priority application.
Chances are with no time to decide, all of them will be
filed or a great many of them would be.

So the first to file would change how we do or
not do business iIn this country. A concern that an
established strategic partner may misappropriate ideas
disclosed under NDA and generated it"s own parallel
first to file priority process in competition would
discourage a company like mine from disclosing and
dealing with 1t. 1It"s in the most crucial stage of our
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development.

There will be chilling effects on joint
developments. Responses to RFPs may not be
substantially informative. Substantive investors or
prospective licensee"s due diligence would not really
take much place. Marketing communications would be
different.

When 1 put myself In a position about thinking
of first to file, 1 came to the conclusion that the
history that happened at Bl, Broadband Innovations,
would not have been possible. This is probably what
would have likely to have happened.

You can see a lot of first to file applications
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else.

So the conclusion is that first to file would be
very harmful, and what you®ve seen in my company”s
development wouldn®t have happened 1 believe. It will
result in a flood of shallow and race to the patent
office type patents. It would encourage paper
inventions that are untested. It would generate more
work for the PTO and more fodder for trolls.

Under the first to file, innovators would have
to invest R&D in non-infringing solutions, designing
around patents that would have never issued under the

current system. Now, that®"s not an insignificant burden
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to invent system struck a systematic legal balance
between the written disclosure and the enablement
requirements and patentee®s priority entitlement. 1It"s
a very delicate process, a very elaborate one which you
all know from case law.

We are experts in how to deal with these issues
today. Over the years we developed expertise iIn
managing R&D projects, disclosure, engineering
notebooks, a process that will go out the window. We
will take years to learn how to operate and how to
innovate and how to collaborate under the first to fTile.

Also R&D that now has some incentives being
internally in the U.S. Because you have priority, if
you can demonstrate due diligence and reduction to
practice in the U.S., you get the entitlement. If you
do it abroad, you don-t.

Well, the first to file would basically take
away these incentives from multinational companies. R&D
will move more away. From the point of view of
priority, you would lose that, and remember, priority is
required for a lot of companies, and remember there-"s
about 10 percent of the applications that probably would
have lost more than a year or two years of priority.

So first to file i1s touted as the next big
thing, but is it worth it? Thank you.
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MS. MICHEL: Thank you, Ron. Those were
excellent presentations. We very much appreciate 1t. |1
think we can see we have a top notch group of panelists
here, and 1 appreciate their time coming and sharing
their stories with us.

You all spoke about the importance of patents iIn
raising venture capital. Talk about the difficulty that
you face before you have that patent and you®re working
on the technology and developing it and trying to pursue
that patent, no venture capital at that point, what do

you do? Joe?

MR. KIANI: Actually that"s a really good
question. Before we filed our first patent on our
technology, we did not even go to venture capitalists,
so we raised our money from friends and family because
we knew that the investors wanted to see something
tangible, and they wanted to analyze it.

MS. MICHEL: And as panelists would like to
address the question, just turn up your table tent, and
we will call on you and keep the conversation going, and
feel free to comment on anything that comes up that you
would like to share.

How did you approach the patent system or the

patent application process at that point? This must
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have been a new experience for you to be thinking about
patents. It"s a fairly expensive process. What kinds
of difficulties did you face in even thinking about
pursuing a patent?

MR. KIANI: Well, 1 guess I*1l turn my card up.

MS. MICHEL: 1 know Joe®"s had direct experience
on this.

MR. KIANI: Well, one of, of course, the
negatives of filing patents is the time It takes for the
inventors to try to disclose their area to a patent
attorney and file it. Another one is the expense of
filing patents. 1 can"t even imagine under the
post-grant opposition world that®"s being talked about
today what we would have done because at the time we
filed our first two patents, literally our burn rate
with $5,000 a month.

And filing the two patents cost us about
$20-25,000 and we didn"t have to then worry about
expenses for awhile. In the post-grant opposition
world, I think my costs would have been another $100,000
to 200,000 to potentially try to just defend my patents
before they could issue, which meant 1 wouldn®t have
been able to talk to investors about raising money even
more, even longer before doing that.

MS. MICHEL: 1 see. Jon?
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extraordinarily expensive, and it"s a problem that we"re
all going to have to face somewhere down the stream,
because the current models that we"ve all followed,
particularly in the life sciences and biotech, for
investing in these development of these inventions and
new products is pretty broken at this moment.

Everybody 1 talk to would concur in that. So
I think that we"re going to have to come up with some
innovative new strategies for how we"re going to get
this done because friends and families might have been
the place you went, but last time 1 looked their bank
accounts shrunk.

MS. MICHEL: All right. Once you have that
first patent application on file, how do the
uncertainties surrounding the outcome of the application
process affect your ability to raise capital? Can you
raise capital with just an application on file? Tom?

MR. WOOLSTON: We weren®"t. But the world
definitely changes when a patent issues because all of a
sudden the rights are defined. There"s a claim scope,
and 1t took me from 1995 to "98 to have the first patent
issue, and I had a license and was off and running
within four weeks of issuance, so it was like magic for
us.

The difference between a pending patent really
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specification. We"re also concerned about interference.
One way to invoke inference is to copy one®s claims. You
automatically get interference in the Patent Office, so
there was a challenge of how to do that. Not all
claims were written or applied for initially too, so in
some respects, the disclosure was the body that we were
disclosing, not the claims.

MS. MICHEL: Okay. Jon?

DR. SODERSTROM: Just again a couple of quick
observations. | think it varies by industry. In the
area of life sciences in particular, we find that most
everything that we license is In the form of a patent
application, and that"s after a lot of vetting, but the
vetting is usually around the quality of the science.

So there"s a lot of looking at hiring people to
do due diligence that are essentially doing what the
Patent Office does for a job, which is trying to see
whether or not in their best opinion the claims are
likely to issue as filed, and what the supporting data
is. That"s in life sciences.

Other fields, electronics information
technology, et cetera, 1 find you don"t even have a
conversation without issued claims, and that"s just as
simple as that. So it mirrors exactly what the two
gentleman, Tom and Ron, were saying in terms of the
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difficulty of having the conversation, and part of the
difficulty is you can"t get a non-disclosure agreement in
place.

MS. MICHEL: Okay. Does the backlog at the PTO
then raise a concern in life sciences if you"re able to
have these conversations based on applications?

DR. SODERSTROM: The backlog is a concern no
matter what because eventually you have to raise more
money. While that"s okay for the first round of
investment, It"s not going to be acceptable when you get
into the iInstitution, the big institutional investors,
and so therefore they do want to see issued claims.

They don®t want to bet on it.

MS. MICHEL: What do you mean by big institution
investors?

DR. SODERSTROM: I*m talking about the hedge
funds, private equity funds, the large players that are
managing billions of dollars as opposed to hundreds of
millions.

DR. KATZNELSON: Trying to stay away from risk.

DR. SODERSTROM: Absolutely, absolutely.

MR. WOOLSTON: 1t doomed our company.

MS. MICHEL: The backlog at the PTO?

MR. WOOLSTON: Oh, yeah. Hindsight is 20/20 -
but we look back now and our major competitors already
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had a lot of momentum by 1998 by the time our patent was
issued. It was filed in "95. Something I can kind of
share with the panel iIs how compressed -- we were an
internet technology -- just how compressed the business
cycle was. It was probably a hundred year business
cycle compressed into four years, right?

There®s only four players left, and usually it
takes a hundred years for industry to shake out like
that. But, we were late, and we would have -- i1t would

have taken billions and billions of dollars worth of
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too. It"s a diminishing asset. 1 mean, people are on
to the next big thing and they"re innovating around it
so there"s a finite life span of technology, period,
patents or no patents.

MR. IRIZARRY: Tom, Jon mentioned in the area of
life sciences, they get licenses on patent applications —
you mentioned you have to wait to get the patent,
and then within four weeks you have your first license
or something like that.

MR. WOOLSTON: Right.

MR. IRIZARRY: What was the vetting process?

Did you just show up and say we have a patent and they
took your word for it or was there also due diligence
work done and who did that due diligence in the field
such as yours, in the electronic Internet space?

MR. WOOLSTON: Well, we were in a pretty crazy
time that you could take companies public like pets.com
on just a concept and raise billions of dollars. So we
had an interference proceeding with Priceline.com, which

is actually one of your questions -- “3Ramdot youdod8+“h555555thik



rank. That"s when the dot.com lightening
struck us, and we raised $12 million and got the thing

rolling.
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MS. MICHEL: You yourself?

MR. KIANI: Me myself to go through -- those
days they had the -- I can"t remember what they called
the films -- microfiche, thank you, microfiche to see
all of the other related patents to what | was thinking
of doing, and the reason that was important to us
wasn®"t just because, “Well, are we going to file a patent
or not?” 1 was trying to see 1If my invention was
important enough to start my company or not.

So 1 spent a lot of time doing that, and before
we filed our initial patents, we even had our patent
attorneys, Knobbe Martens, to do a check for us to
see, Well, is there anything like this, if I missed it.

So 1 did that early on. 1 don"t do that
anymore, but we, throughout many years, have watched and
monitored companies as well as titles and interesting
subjects to make sure we understand what®s getting
issued and what"s out there.

MS. MICHEL: Okay. Ron and then Tom?

DR. KATZNELSON: To me the initial effort for
the technology we developed was to try to find a
different way to decode a whole bunch of signals
simultaneously as opposed to a single channel at a time,
decoding what people view, so it had to be backward
compatible to existing encoding methods out there. So,
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obviously there had to be a very careful analysis of the
patents of these encoders and decoders, and to find a
way that we do it totally differently and a way that
does a whole bunch of channels instead of just one, but
also in a way that doesn"t read on the claim so the
claims won"t read on that.

That is the virtue of a design-around, because it
actually produces a potentially different solution for a
similar problem and encourages new inventions. We were
fortunate to be so different and so differently
approaching the problem that we felt pretty comfortable
in that process, but going forward beyond that, there"s
always a challenge of trying to look at the intellectual
property of others. What do you do, especially in the
internet days when every engineer in a company has
internet access and the PTO database is out for free. |1
mean, people would just look at these patents and google
stuff out.

You cannot avoid, you cannot prevent your
engineers from looking at these things, and so 1"ve
always had a concern with treble damages issues. Do 1
have a record of all my engineers having seen something,
and I don*t know about it? So we had a policy that
essentially engineers don®"t look at claims. They only
looked at disclosures, so they have to understand the
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difference between the two. They"re not attorneys.

So once you have a written policy and that"s
something I recommended, it may not be a solution but it
would be some ways to insulate engineers from having an

institutional ability to look at claims, and so when
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IP copyrights were going to sort out, and it sorted out.
Congratulations, Google, you did it, but that doesn"t
mean the copyright system needs to be thrown out.

It doesn®"t mean that authors don®"t need to get
paid, and 1 feel the same way about the patent system.
It"s okay, you survived. There are a lot of broken
companies around. To me the irony of some of this
debate is people complain about the trolls and the
aggregators, and I"m not even sure what some of these
definitions are, but isn"t part of this result from the
low value of intellectual property that creates the
opportunity to aggregate?

I mean, you wouldn®"t need to aggregate a strong
right. You would aggregate weak rights, and so iIt"s
part of the unintended consequences you®"re having now.
It"s like, well, if patent rights are stronger, there
would be more ability to raise capital, more ability for
companies to start, to get a product in the market,
maybe more M&A work but less patent suits. You only
bring a patent suit when you®re losing in the
marketplace.

When you have a competitor enter the marketplace
and you have price erosion or a knock-off, that"s when
you bring a patent suit. You don"t bring a patent suit
when you®re Microsoft and you"re dominating the
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marketplace, and you have something much better than a
patent. You have market power. That"s a lot better
than a patent, and so almost by definition a patent is
enforced when you are on the down slope of the market
share.

MR. KIANI: One of the comments I wanted to
make, Suzanne, is | think a lot of people think about
patents as forever. We understand -- when you think
about i1t, obviously it"s only 20 years, so | think going
back to -- the backlog of the Patent Office, well it
eats into that life you"re supposed to enjoy your
monopoly that®"s legally given to you. But I think what"s
more important is that going back to understanding other
company"s patents and respecting other company®s
patents.

We believe, first of all, that if you find a
valid patent out there, either we don"t practice it or
we go try to buy it or license 1t. We don"t think
every bright idea has to be iIn our product if we can™t
do one of those two things, so one of, I think, the
misnomers Is it"s so hard to understand what®s out there
and then you get stopped.

Well, sometimes maybe you do miss something. 1In
fact when we sued our main competitor, they counter-sued
us back with ten patents. We were able to defeat
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nine out of those ten patents. The one patent that was
still standing, we just said, You know what, we"re just
going to take it out of our product. 1 think what"s
important about that, again talking about some of the
things that are being talked about today with the Patent
Bill, they“"re talking about apportionment of damages.

And 1 hear the story that, Oh, well there"s some
small innovation part of a much bigger thing like let"s
say the font, some new font in Microsoft Office and
somehow they"re held hostage for this one little
invention, a half a percent of a lot of money.

First of all, the current system allows you to
take that out, and under the Georgia Pacific factors, you
potentially only have to pay the damages on the
amount of money it took you to get it out, which is
maybe $10,000 or $50,000. The only reason 1 bring
that up is because I think when we"re looking at our
current patent system, although 1t"s not perfect, it
iIs —— it 1s much better than anyplace else.

And whille we look to improve it, what we
shouldn®t do is to follow a practice done by other
countries that we know didn®"t get good results. This
whole -- you mentioned the first to file versus first to
invent. Well, Europe has done this, this whole
post-grant opposition. Well, Europe has done that.
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Well, they®re not better off than us in Innovating so I
hope that helps.

MS. MICHEL: I would like to talk about the next
stage of the process after you“ve come up with the
initial invention and filed that first patent
application, and you continue development and how
important it is to continue that development before you
can sell, license or commercialize your technology and
the role of the IP iIn that stage of the process.

And 1 know, Ron, you were talking about the
importance of continuations at that point. Could you
spin that out for us a little bit?

DR. KATZNELSON: Well, there are several aspects

of the importance of that. One is the evolving law of
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you“re focusing on the claims that you know you will
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A lot of times they"re different. They"re
broader. They"re directed at different elements, and so
to characterize this thing as rework does quite a bit of
injustice to the process. So claim coverage is
important and continuation iIs that step.

CIP is an additional element. We have in this
country an incentive to disclose improvements which do
not exist in other countries. You cannot file a CIP in
Europe, for example, in a way that is similar to this
country. Your own priority application may count
against you as prior art where here it"s not, but the
point is that there®s an element here that has worked
for over a hundred years, and we sure hope it"s not
going to change.

MR. ADKINSON: Joe?

MR. KIANI: 1 wanted to add on the whole
continuation, one of the thing"s Ron said earlier is he
teaches people to look at claims and not specification.
We actually do the opposite because of the continuation.
When we look at our own patents as well as others, we
look at the specification, because we think continuation
IS a very important practice, and if you"ve specified
it, you"re able to eventually build defenses.

I liken it to if you"ve got a big land tract
and you®re going to build fences around your land, you
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can"t do it overnight. It takes years of investment to
slowly build that fence and without the continuation
practice, the value of filing patents is to me almost
zero because there®s no way the initial patent you filed
with the claims you filed will end up protecting the
invention you disclosed.

MS. MICHEL: Do you experience the downside of
that though in the sense if you want to avoid someone
else"s patents and you see a specification out there,
you don"t know what claims might emerge from that patent
later?

MR. KIANI: Well, if I could just answer that,
we don"t think of 1t as a downside. We actually think
we have to do our homework. That"s why I said initially
we don"t look at claims. We look at the specification,
and unlless we can see that specification part in a prior
art, whether it"s a product, whether i1t"s a patent or
some public disclosure, we stay away from it.

MR. WOOLSTON: We had like 12 restriction
requirements on our prosecution. Do you know what that
1s?

MS. MICHEL: Yeah, yeah. Wow, that®"s a lot.

MR. WOOLSTON: And that forces you to file a
division.

MS. MICHEL: A divisional?
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DR. KATZNELSON: Divisional.

MR. WOOLSTON: I don"t think you can address one
without addressing the other. Abolish the practice, |
mean just take it out of PTO"s practice if they can
enforce — divisional. You can"t have one without the
other. You can"t let the PTO force divisional
requirements and then limit the number of continuations
you can file because that®"s out of your hands.

MS. MICHEL: Okay. All right. Ron?

DR. KATZNELSON: 1 think as said earlier here,
the i1ssue of notice, whether the claims are necessary to
give proper notice or whether the specification should
suffice, in a lot of cases, as you saild, the spec really
tells you what could be claimed. In fact, so much so
that the Patent Office has in the MPEP a requirement in
the search by examiner to not just look at what the
claims are, to look at what the spec -- what claims may
be brought in view of the spec.

So there"s an understanding, a mechanical
understanding of the relationship between possible
claims and a spec that apparently the PTO understands.
When you file an accelerated examination with the PTO,
your search report that you have to submit has that
requirement that you not only look at the claims -- that
the search that you make is not solely for the claims
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you“"re making but also to match your disclosure as to
what may be claimed.

IT we know how to do that at the PTO, and we
know how to do it when we file accelerated examination,
I don®"t understand why we wouldn®t be able to do what
you"re saying. It"s true, that should be viably
possible, so 1 think there®s quite a bit of notice iIn
the spec itself, and when I said we don"t look at the
claims, the engineers didn"t look at the claims because
of treble damages issue, willfulness issue. They look
at the spec only for purposes of design.

MR. WOOLSTON: I think there is a statutory
provision when 18 month from its filing date that
you can relate damages back to the publication date if
the claim eventually issues substantially the same.

MS. MICHEL: Okay. Thanks.

MR. IRIZARRY: Once a patent issues and you"re a
young entrepreneur, sole inventor, many times you enter
into agreements with larger companies, your
main competitors in the marketplace, all those -- what
factors do you take into consideration under a decision
to go at it alone and make your own company or to
license your technology to others or whether to sue or
sell the patent to others?

MR. WOOLSTON: Well, in our case because the
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1 business model for some of the companies -- I"m looking now
2 at Bi-level Technologies because to the extent that I

3 ever thought to be efficient 1 would go out and

4 license them under patents, now it"s clear to me that 1
5 ought to be practicing in a way that the licenses are

6 not under the patent but under some OEM arrangement, and
7 there®s some tangible element beyond the patent that"s

8 conveyed to the customer.

9 It means that I now have to look at a different
10 structure of the business that requires additional

11 resources to put together a different model, not just a
12 licensing of the patents, but actually a development

13 model, the more people, more investments.

14 So the eBay decision actually caused us to look
15 at the way we do business in a longer path than we

16 thought we would have been able to do primarily because
17 we envision a low ability to interest licensees with

18 just the patent. 1It"s hard to negotiate an arrangement
19 when you know that you"re not going to be able to enjoin
20 them if they infringe.
21 MS. MICHEL: Okay. Jon?
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