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I.  INTRODUCTION

The Patent Trial and Appeal Board (“PTAB”) issued important decisions on a number of issues in the past year.  This paper describes PTAB decisions that helped clarify two of these issues: estoppel under 35 U.S.C. § 325(e)(1) and the burden a patent owner must satisfy to succeed on a motion to amend its claims.  
II.  WESTLAKE SERVICES, LLC V. CREDIT ACCEPTANCE CORP: ESTOPPEL UNDER 35 U.S.C. § 325(E)(1) ON A CLAIM-BY-CLAIM BASIS

In May of 2015, the PTAB clarified the scope of the estoppel that arises under section 325(e)(1) based on a final written decision.  The PTAB held that estoppel arises on a claim-by-claim basis—that is, a petitioner is estopped under section 325(e)(1) from a subsequent challenge only to claims that were directly ruled upon in a written final decision.  

A.
Background on Estoppel

Estoppel based on a final decision of the PTAB stems from 35 U.S.C. § 325(e) (for post-grant review (“PGR”)) and 35 U.S.C. § 315(e) (for inter partes review (“IPR”)).  These text of these provisions provides:
(e) ESTOPPEL.—

(1) PROCEEDINGS BEFORE THE OFFICE.—The petitioner in [an inter partes or] a post-grant review of a claim in a patent under this chapter that results in a final written decision under section [318(a) or] 328(a) … may not request or maintain a proceeding before the Office with respect to that claim on any ground that the petitioner raised or reasonably could have raised during that [inter partes or] post-grant review.
35 U.S.C. §§ 315(e)(1) and 325(e)(1).  In other words, a final decision with respect to “a claim” in a PGR or IPR should prevent a petitioner from challenging that claim in another PGR or IPR on any ground it raised or reasonably could have raised in the earlier proceeding.  


But, what about a subsequent challenge brought against claims that are not addressed in the final written decision?  For example, the first petition may not have sought review of all claims in the patent, or the PTAB may have declined to institute review of some of the claims.  Is the petitioner estopped by the final written decision from challenging these claims, as well?  This is the question the PTAB confronted in CBM2014-00176, Westlake Financial Services, LLC v. Credit Acceptance Corporation (“CBM-176”).  
B.
Background on CBM-176 and its Predecessor, CBM-008 

In October 2013, Westlake Financial Services, LLC (“Petitioner”) filed a petition for PGR of U.S. Patent No. 6,950,807 (“the ‘807 patent”) using the transitional “covered business method” patent review procedure.  (Petition, CBM2014-00008 (“CBM-008”), Paper 8, at 1-2).  The ‘807 patent is owned by Credit Acceptance Corporation (“Patent Owner”).  Petitioner alleged in CBM-008 that all 42 claims of the ‘807 patent were unpatentable under 35 U.S.C. § 101 and also under paragraphs 1 and 2 of 35 U.S.C. § 112.  

The PTAB instituted review of claims 1-9, 13, and 34-42 of the ‘807 patent solely on the eligibility grounds under 35 U.S.C. § 101.  (Institution Decision, CBM-008, Paper 30, at 19).  The PTAB declined, however, to institute review of the remaining claims 10-12 and 14-33 on any ground.  (Id. at 22, 26, 26-33).  Notably, the PTAB’s decision not to institute review of these claims under 35 U.S.C. 101 was based on the Federal Circuit’s 2013 decision in Ultramercial, Inc. v. Hulu, LLC.  (Id. at 20-21, citing 722 F.3d 1335).  

In June of 2014, the Supreme Court issued its decision in Alice v. CLS Bank.  134 S.Ct. 2347 (2014).  On the basis of that decision, the Supreme Court vacated the Federal Circuit’s 2013 Ultramercial decision.  Wildtangent, Inc. v. Ultramercial, LLC, 134 S.Ct. 2870 (2014).  After developments in the law that were obviously favorable to its arguments, Petitioner filed a second petition for PGR of the ‘807 patent, this time focusing on claims 10-12 and 14-33 in view of 35 U.S.C. § 101 under the Alice decision.  (Petition, CBR-176, Paper 1).  

The PTAB issued a final written decision in CBM-008 in March 2015, finding claims 1-9, 13, and 34-42 unpatentable under 35 U.S.C. § 101.  (Final Written Decision, CBM-008, Paper 66).  
C.
Patent Owner’s Motion to Terminate CBM-176 Based on Final Decision in CBM-008

In late April 2015, with the PTAB’s final decision in CBM-008 in hand, Patent Owner filed a Motion to Terminate CBM-176 with respect to claims 10-12 and 14-33 under section 325(e)(1).  (Paper 25).  Based on its interpretation of the interplay between sections 328(a) and 325(e)(1), Patent Owner argued that the later filed CBM-176 could not be maintained after the PTAB issued its final decision addressing claims 1-9, 13, and 34-42 in CBM-008.  (Id. 2-3).  Patent Owner also argued that it was unfair contrary to the intent of Congress for it be subjected to multiple challenges to the same patent at the PTAB.  

Patent Owner’s statutory interpretation argument went as follows:  Section 328(a) requires that any PTAB final written decision be “with respect to the patentability of any patent claim challenged by the petitioner.”  (emphasis added).  In CBM-008, Petitioner challenged all 42 claims of the ‘807 patent, even though the PTAB only instituted review of some of those claims.  The PTAB issued a final written decision addressing the claims for which review was instituted, and, according to Patent Owner, that decision must necessarily encompass all challenged claims under section 328(a).  In other words, because Petitioner had challenged all claims, the final written decision was, in effect, directed to all claims of the ‘807 patent.  Thus, according to Patent Owner, CBM-176 should be terminated under section 325(e)(1) since it was based on the same ground as CBM-008.  (Id.).  

Patent Owner also leaned heavily on the argument that its interpretation of section 325(e)(1) was necessary to protect patent owners from serial challenges to the same patent by the same Petitioner.  (Id. at 5-7).  Patent Owner predicted that a narrow interpretation of section 325(e)(1) would “disrupt the delicate balance of interests between patent owners and petitioners struck by Congress in enacting the AIA.”  (Id. at 7).  

Petitioner responded with two powerful arguments in opposition.  First, Petitioner argued that the USPTO had already interpreted the scope of sections 328(a) and 325(e) via its response to a public comment regarding this issue, and the USPTO’s interpretation directly contradicted Patent Owner’s proposed interpretation.  (Petitioner’s Response, Paper 26, at 1-2, citing 77 F.R. 48703-04).  Second, Petitioner argued that the Alice decision effectively changed the substantive law on which the PTAB’s decision not to institute review of claims 10-12 and 14-33 was based.  (Petitioner’s Response, Paper 27, at 2).  
D.
The PTAB’s Decision


The PTAB endorsed Petitioner’s arguments and denied the motion to terminate CBM-176.  (Order, CBM-176, Paper 28).  In the PTAB’s view, estoppel under section 325(e)(1) is to be applied on a claim-by-claim basis.  (Id. at 5).  In other words, estoppel only attaches to claims on which the PTAB has instituted review and ruled on in a final written decision.  Logically, then, it appears that claims on which review was not instituted after a first challenge may be challenged again in a later petition without risk of termination under sections 315(e)(1) and 325(e)(1).  

E.
Takeaways


Importantly, the PTAB’s view is that it has broad discretion to deny a petition under section 325(d) in conjunction with section 314, especially to stop serial attacks on a patent by a single petitioner.  See, e.g., Decision Denying Petitioner’s Request for Rehearing and Panel Expansion, Conopco, Inc. d/b/a Unilever v. Procter & Gamble Co., IPR2014-00628, Paper 23.  Thus, in the absence of an intervening change in the law, compelling evidence of invalidity, and/or a compelling explanation for why a ground of invalidity was not raised previously, expect the PTAB to reject serial petitions against the same patent claims.  
III.  MASTERIMAGE 3D, INC. V. REALD INC. & HTC CORP. V. ADVANCED AUDIO DEVICES, LLC: BURDEN ON PATENT OWNER TO SHOW PATENTABILITY OF CLAIMS

The PTAB also recently clarified the scope of a patent owner’s burden to distinguish prior art in order to succeed on a motion to amend the claims.  Two PTAB decisions of note from the past year arose from the IPRs MasterImage 3D, Inc. v. RealD Inc. (IPR2015-00040) and HTC Corp. et al. v. Advanced Audio Devices, LLC (IPR2014-01154).  
A.
Background on Motions to Amend


Under PTAB rules, a patent owner may amend claims subject to IPR, PGR, or CBM during the proceeding before the patent owner files its response.  (37 C.F.R. §§ 42.121, 42.221).  This is accomplished by first conferring with the PTAB, and then filing a motion to amend.  (37 C.F.R. §§ 42.121(a), 42.221(a)).  

The PTAB’s Decision on a motion to amend in IPR2012-00027 (Idle Free Systems, Inc. v. Bergstrom, Inc.) provided guidance for patent owners seeking to amend claims under review.  (Paper 26).  Part of this guidance was an explanation of a patent owner’s burden to show a patentable distinction over the prior art.  (Id. at 6-7).  Specifically, the PTAB stated in Idle Free that it is the patent owner’s burden to show a patentable distinction between its proposed amended claims and “the prior art of record and also prior art known to the patent owner.”  (Id. at 7, emphasis added).  
B.
MasterImage 3D, Inc. v. RealD Inc. 


The PTAB clarified the requirements it identified in Idle Free in an Order issued July 15, 2015 in the MasterImage 3D IPR (IPR2015-00040, Paper 42).  The PTAB explained that its reference to “prior art of record” in Idle Free includes:

(1)
prior art in the prosecution history of the patent;

(2)
prior art of record in the PTAB proceeding; and

(3)
prior art in any other proceeding before the USPTO involving the same patent.
(Id. at 2-3).  The PTAB also explained that “prior art known to the patent owner” means any material prior art that a patent owner makes of record in the current proceeding pursuant to its duty of candor and good faith.  (Id. at 3).  

Finally, the PTAB explained the burdens on the parties associated with motions to amend.  The patent owner has the burden to set forth a prima facie case of patentability over the prior art.  (Id. at 4).  If the patent owner does so, the burden then shifts to the petitioner to show how the patent owner failed to make its required showing or to rebut it with additional evidence.  (Id.).  Importantly, though, the “ultimate burden of persuasion” remains with the patent owner to demonstrate the patentability of the amended claims.  (Id.).  

C.
HTC Corp. v. Advanced Audio Devices, LLC


The PTAB applied these standards to a motion to amend filed by Patent Owner Advanced Audio Devices, LLC in IPR2014-01154 involving Petitioners HTC Corp. and HTC America, Inc.  (Final Written Decision, Paper 40).  

Patent Owner presented substitute claims for consideration by the PTAB should any of the original claims being reviewed be found unpatentable.  (Contingent Motion to Amend, IPR2014-01154, Paper 14).  In its motion, Patent Owner identified prior art references that it characterized as the “most pertinent” from the original prosecution of the patent at issue and from the IPR proceeding.  (Id. at 8-9).  It also addressed three references that the Petitioner had argued rendered the challenged claims obvious.  (Id. at 10; see also Petition, IPR2014-01154, Paper 1).  However, it did so only by reference to its arguments elsewhere that the references were not combinable.  (Contingent Motion to Amend, Paper 14, at 10).  The Patent Owner also noted in its motion that the family of the patent at issue had “hundreds of items of prior art cited against it,” but that Patent Owner believed that the substitute claims were patentable “over the art cited in the Petition, over the art cited in the entire family of patents, and over any other art known to Patent Owner.”  (Motion to Amend, Paper 14, at 9).  

The PTAB denied the motion to amend.  (Final Written Decision, Paper 40).  The PTAB first stated that Patent Owner’s “failure to set forth a clear claim construction” for a claim term introduced into the claims was enough to doom the motion.  (Id. at 41).  Nevertheless, the PTAB went on to analyze how the Patent Owner had not demonstrated the patentability of the proposed amended claims.  

The PTAB identified a number of issues it found with the Patent Owner’s arguments with respect to the prior art.  First, it faulted Patent Owner for not sufficiently distinguishing references already at issue in the IPR.  (Id. at 42-43).  Second, the PTAB criticized the Patent Owner’s failure to distinguish its proposed claims from the large number of prior art references that were “known to it” by way of the prosecution of related patents.  (Id. at 43-45).  The PTAB expected Patent Owner to analyze the prior art known to it (even if hundreds of references were involved) and specifically discuss the differences between its claims and the state of the art as of the relevant date.  (Id. at 44).  Apparently by way of example, the PTAB opined that the Patent Owner had not adequately addressed references cited in the prosecution of a related patent that the Petitioner alleged disclosed the added claim limitations.  (Id. at 44-45).  Not only had the Patent Owner failed to call these references to the attention of the PTAB, but Patent Owner failed to show the patentability of its claims over the references.  (Id.).  
D.
Takeaways


Patent owners face a substantial burden to succeed on a motion to amend claims before the PTAB.  Patent owners should carefully study all of the prior art of which they are aware—whether from the record in the PTAB proceeding, from related applications, or otherwise.  Patent owners should then identify the references that are most material to the amended claims to the PTAB and explain why the claims are patentable over those references.  Generalized statements are not likely to be sufficient to distinguish the most material references.  Although a large set of relatively immaterial references may be successfully dealt with in this way, the PTAB will look for specific arguments addressing the most material references (i.e., addressing the “state of the art” as it pertains to the amended claims).  A patent owner’s strategy should be to anticipate the best arguments against the patentability of the amended claims and preemptively address those arguments in its motion with specificity.  
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