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E PTAB IS NOT AN
ARTICLE IIl COURT,

PART 2

AQUA PRODUCTS v. MATAL AS A CASE STUDY IN
ADMINISTRATIVE LAW

BY DAVID BOUNDY AND ANDREW B. FREISTEIN

qua Products, Inc. v. Matal' illustrates a principle raised in two recent
articles in Landslide®—not every patent case is a patent law case. Aqua’s
briefs presented the case as statutory interpretation of the Patent Act. The
Federal Circuit en banc ruled against Aqua’s position. However, the court
threw Aqua a remarkable lifeline: despite near-complete silence in
Aqua’s briefs on administrative law principles, seven judges in three
opinions sua sponte decided the case on those grounds. Only because of
that lifeline did the court decide in Aqua’s favor—the U.S. Patent and Trademark Office’s (USPTO’s)
attempt to give rulemaking authority to the Patent Trial and Appeal Board (PTAB) and the PTAB’s
attempt to make law by mechanisms outside the Administrative Procedure Act (APA) were invalid.

Aqua Products concerned the authority of the PTAB, in deciding a motion to amend claims
during an inter partes review (IPR), to place on the patent owner the initial burden to explain
patentability of proposed amended claims over prior art. This rule had not been promulgated
through notice and comment, as required by the APA. Instead, the PTAB acted by nonprec-
edential decision, in Idle Free Systems, Inc. v. Bergstrom, Inc.> At the Federal Circuit, one
majority found that the Idle Free burden-allocation rule was not foreclosed by the patent law,
and thus satisfied “step one” of the Chevron test for judicial deference. However, a different
majority, in three opinions, found that the PTAB did not comply with its procedural obliga-
tions for rulemaking, and thus the Idle Free rule was invalid.

Aqua Products is an example of a case that is really tough on patent law grounds but a clear
winner on administrative law grounds. This article looks at issues presented in Aqua Prod-
ucts and explains various administrative law principles pertinent to PTAB proceedings, along
with opportunities for parties to present the law to the PTAB and to courts to guide better deci-
sion-making. The article also suggests several reforms that might be adopted by the PTAB to
promote procedural regularity.

The IPR/PGR Regulations, Idle Free, Masterimage, and Allocation of Burden

A century of ex parte patent prosecution establishes that the act of “amending claims” and
“establishing patentability” are distinct steps, with different burdens. An applicant may amend
claims relatively freely (limited by “final rejection” practice under 37 C.F.R. § 1.116). Appli-
cants have the burden of explaining 35 U.S.C. § 112(a) support for claim amendments; many
voluntarily provide explanations with their amendments. However, the patent examiner has the
initial burden of production (for both evidence and explanation) to address patentability over
the art, and the ultimate burden of persuasion. This allocation makes intuitive sense—allo-
cating the procedural initial burden to the party who must make the affirmative substantive
showing avoids requiring a party to prove a negative. An amendment that is “entered” only
puts claims in play—the claims do not issue without the examiner’s approval.
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Conduct of IPRs is governed by 35 U.S.C. § 316. Subsection
(e) provides that “the petitioner shall have the burden of prov-
ing a proposition of unpatentability by a preponderance of the
evidence.” Subsection (d) provides a right for the patent owner
to file a motion to amend claims, with several enumerated con-
ditions analogous to those of applicants in ex parte prosecution,
but does not demand any specific supporting showings and
is silent on burden of proof for the conditions. Subsection (a)
(9) delegates broad rulemaking authority to the USPTO: “The
Director shall prescribe regulations . . . setting forth standards
and procedures for allowing the patent owner to move to amend
the patent . . . > Overall, § 316 tracks the ex parte allocation of
burdens for amendments—not locking down all possible ambi-
guity, but enough that any other reading comes as a surprise.

When the USPTO promulgated its IPR and PGR (post-
grant review) implementing regulations in August 2012, the
regulations tracked traditional ex parte prosecution principles.
Entry of an “amended claim” and “determination of patent-
ability” are distinct legal concepts.* The IPR regulations set
three elements for a motion to amend:

1. The amendment must “respond to a ground of unpat-
entability involved in the trial” (37 C.ER. § 42.121(a)
(2)(i))—the regulation does not require that the
“response” be explained.

2. The amendment may not “seek to enlarge the scope
of the claims . . . or introduce new subject matter” (37
C.FR. § 42.121(a)(2)(ii)). Likewise, the regulation
only specifies content of claims, without calling for an
explanation.

3. The amended claims must have § 112(a) support (37
C.FR. § 42.121(b))—this is the only element for which
the regulation calls for compliance by the amended
claims and for the patent owner to explain.’

For any motion, 37 C.FR. § 42.20 provides that “the mov-
ing party has the burden of proof” but does not specify what
elements have to be proved. Nothing in the notice of proposed
rulemaking (NPRM) (or final rule notice, for that matter)
suggests that § 42.20, as applied to motions to amend, some-
how adds another element or explanation not explicitly set
forth in § 42.121 in order for the amendment to be entered.
The NPRM itself does not mention “patentably distinct fea-
tures”—the public had no notice that the issue was even in
play, let alone an opportunity to comment on it.

Among the materials the USPTO published with the
NPRM, the closest antecedent to the Idle Free rule is in the
“Practice Guide for Proposed Trial Rules,” that the patent
owner “should clearly state the patentably distinct fea-
tures for proposed substitute claims.”® At rule proposal, the
USPTO never suggested a patentability showing over the art
was required; rather, the proposed Trial Practice Guide only

recommends this statement as a means to comply with ele-
ments that are expressly stated in the proposed regulation, to
“aid the Board in determining whether the amendment narrows
the claims and if the amendment is responsive to the grounds
of unpatentability involved in the trial.”

In the final rule notice, in August 2012, the preamble discus-
sion of § 42.121 reiterated that the above list—three elements,
one explanation—is exhaustive,” and contrasted these elements
for amendment against the burden of proof on final patentabil-
ity.® The final rule notice further stated that “[t]he motion [to
amend claims] will be entered so long as it complies with the
timing and procedural requirements.” In the final Trial Practice
Guide, the USPTO proposed an example motion to amend—
the example tracks the “three elements, one explanation,” with
no mention of patentability over the art.!"” The “clearly state
patentably distinct features™ statement is carried over from
the proposed Trial Practice Guide into the final Guide as a
“should” recommendation, not a “must.”

There is one mislaid sentence in the final rule notice. In a
comment on “policy” in the “umbrella rule” notice, tens of
pages away from the discussion of either the IPR or PGR spe-
cific “motion to amend” rules, the sentence reads:

In the event that a patent owner files a motion to amend the
claims, the patent owner must include a statement of the pre-
cise relief requested and a full statement of the reasons for the
relief requested, including a detailed explanation of the sig-
nificance of the amended claims (e.g., a statement that clearly
points out the patentably distinct features for the proposed
new or amended claims)."!

Note that this sentence—which is only in the comments, not the
regulations—does not require a showing, only an identification of
a “feature.” The regulation does not expressly or even implicitly
support any burden on the patent owner.

The PTAB’s first decision on a motion to amend came nine
months into the PR regime. Idle Free'? explains that § 42.121(a)
(2)(i) and (ii) requires that substitute claims “respond to a ground
of unpatentability involved in the trial” and not “seek to enlarge
the scope of the claims.” Idle Free then notes that § 42.121(b)
requires showing § 112(a) support for the amendment. Each of
these requirements properly flows from the “three elements, one
explanation” regulatory text itself.

Then, the PTAB announced a new element imposed on the
patent owner:

For each proposed substitute claim, we expect a patent owner:
(1) in all circumstances, to make a showing of patentable dis-
tinction over the prior art; (2) in certain circumstances, to make
a showing of patentable distinction over all other proposed

David Boundy of Cambridge Technology Law LLC, in Cambridge, Massachusetts, practices at the intersection of patent and administrative
law and consults with other firms on PTAB trials and appeals. In 2018, the Court of Appeals for the Federal Circuit asked Mr. Boundy to
lead a panel of eminent academics and the president’s chief regulatory oversight officer in a program on administrative law issues at the
court’s Judicial Conference. He may be reached at DBoundy@Cambridge TechLaw.com. Andrew B. Freistein is a partner at Wenderoth, Lind
& Ponack, LLP, in Washington, D.C., in the firm’s pharmaceutical and chemical practice group. His practice includes preparing and prosecuting patent
applications in the chemical and pharmaceutical arts, providing infringement and invalidity opinions, conducting due diligence,and analyzing patent term
adjustments and patent term extensions. He may be reached at AFreistein@wenderoth.com.
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substitute claims for the same challenged claim; and (3) in cer-
tain circumstances, to make a showing of patentable distinction
over a substitute claim for another challenged claim. . . . For a
patent owner’s motion to amend, 37 C.ER. § 42.20(c) places
the burden on the patent owner to show a patentable distinction
of each proposed substitute claim over the prior art.'®

Idle Free fails to explain several important factors:

e §42.121, the most relevant regulation;

¢ The renunciation of the USPTO’s earlier assurances
that a “motion [to amend claims] will be entered so
long as it complies with the timing and procedural
requirements’;

 The source of authority for the PTAB to add a new element
above those stated in § 42.121, other than “we expect”;

e The balancing of “competing interests” and “conflicting
policies” that went into the statute or [IPR/PGR regula-
tions; and

* Any limiting principle—Idle Free demands a patent

IDLE FREE IS

AN “INFORMATIVE"
OPINION AND
SHOULD NOT BE
CITED AS PRECEDENT.

owner show patentability “over the prior art,” appar-
ently including prior art not involved in the trial.
Also absent from Idle Free are other procedural concomitants
of agency rulemaking—mnotice in the Federal Register; anal-
yses required by the Regulatory Flexibility Act, Paperwork
Reduction Act (PRA), or Executive Order 12,866'4; etc.

Some months after its initial issue, /dle Free was reissued
as an “informative” opinion. The PTAB’s “Standard Operat-
ing Procedure 27" requires that “informative” opinions not be
cited as precedent.

In June 2015, the Federal Circuit in Microsoft Corp. v.
Proxyconn, Inc.'® approved the Idle Free rule as a valid exer-
cise under the patent law. (The Proxyconn briefs did not
argue administrative law challenges to Idle Free, and Proxy-
conn did not decide them.)

The PTAB extended Idle Free in July 2015 in MasterIm-
age 3D, Inc. v. RealD Inc."” MasterImage requires the patent
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owner to “set forth a prima facie case of patentability.”'?

e The term “prima facie case of patentability” over the
prior art (requiring the patent owner to prove a nega-
tive) is apparently novel to patent law.

e Masterlmage cites no authority for its allocation of a
burden of proof on an element not mentioned in the
regulation.

* Masterlmage does not explain any exception to the
petitioner’s burden to prove any “proposition of unpat-
entability,” § 316(e).

MasterImage was originally issued as a “routine” opinion and
redesignated “precedential” about a year later.

In 2015 and 2016, the USPTO amended the regulations for
IPRs, PGRs, and CBMs.!? With respect to motions to amend,
the only change to the regulation was to increase the page
limits.® The amendments offer no textual support for the Idle
Free rule.

Aqua Products—The PTAB’s and Federal Circuit’s
Decisions

In an IPR, patent owner Aqua Products moved to substitute
claims. The PTAB denied the motion, even after expressly finding
that Aqua had complied with the elements of § 42.121. “[W]e [the
PTAB] are not persuaded that Patent Owner has demonstrated the
patentability of the proposed substitute claims over” the prior art,
citing Idle Free as its only authority for denial 2! Aqua’s proposed
amended claims were not substantively considered.

Before the Federal Circuit, Aqua argued only issues aris-
ing under the Patent Act: that the plain language of § 316(e)
keeps the burden to prove unpatentability on the IPR
petitioner, and the PTAB should be required to assess patent-
ability of the amended claims on the entire record, including
all arguments. The Federal Circuit panel rejected each of
these arguments, based on its Proxyconn precedent.?

On rehearing en banc, the Federal Circuit issued five sepa-
rate opinions, none commanding a majority®*: a lead plurality
opinion by Judge O’Malley (five judges), a concurrence by
Judge Moore (for three of the O’Malley five), a concurrence
in part by Judge Reyna (for two judges, joined in part by the
Taranto four), and dissents by Judges Taranto (for four, joined
in part by the Reyna two) and Hughes (additional views of
two of the Taranto four). Some issues were unanimous:

e The PTAB, in final written decisions, must put the bur-

den of proof on the petitioner to show unpatentability.
¢ Thecourt unanimously rejected the USPTO’s view that the

statute unambiguously puts the burden of proof onto the

patentowner to prove patentability in a motion to amend.

On Chevron step one, by a 6-5 vote the court ruled against
patent owner Aqua on the patent law issues raised in the
briefs. Six judges (opinions by Reyna, Taranto, and Hughes)
interpreted § 316 as either ambiguous or delegating sufficient
authority for the USPTO to promulgate the I/dle Free rule.
Only five judges (opinions by O’Malley and Moore) agreed
with Aqua’s patent law arguments that § 316 unambiguously
placed the burden of proof onto the petitioner

For Chevron step two, four of the opinions went on to
answer administrative law questions (the USPTO’s briefs
had presented its half of the case on these issues, but Aqua’s



briefs barely mentioned administrative law). The court asked
itself, even if the Patent Act grants the USPTO authority to
place the burden of proof on the patent owner to show patent-
ability, did the PTAB properly exercise that authority within
the administrative law? The opinions by O’Malley, Moore,
and Reyna, for a total of seven judges, conclude that the
USPTO had failed to observe requirements for rulemaking.
The Reyna opinion, for the swing votes, criticizes the Idle
Free rule for failing to comply with the APA: “The Patent
Office cannot effect an end-run around [the APA] by conduct-
ing rulemaking through adjudication . .. %

Though there is no majority reasoning, a majority of seven
judges reached a common judgment that the PTAB failed
to comply with administrative law requirements, and thus
the Idle Free rule is no longer binding on the public. Judge
Taranto’s “dissent” expresses no disagreement with this view-
point, but rather declined to address issues that Aqua had not
briefed. Only the Hughes opinion (representing just two of 11
judges) concludes that the USPTO properly observed admin-
istrative law requirements.

Administrative Law Simplifies Aqua Products

Some agency interpretations qualify for Chevron or Auer defer-
ence.” Supreme Court precedent sets out a two-step analysis for
analyzing an agency’s interpretation of ambiguity. Under step one,
a court asks whether a statute or regulation is ambiguous. Under
step two, a court evaluates whether an agency’s interpretation of
that ambiguity is “reasonable.” If so, that interpretation is bind-
ing on the public, on courts, and on the agency itself, as if it had
been promulgated as a regulation in the Code of Federal Regula-
tions. “Chevron deference” applies to an agency’s interpretation
of an ambiguous statute, or a regulation that fills a gap in a stat-
ute (if the agency has a delegation of rulemaking authority). “Auer
deference” applies to an agency’s interpretations of ambiguities

in its own regulations.” Under modern Supreme Court law, nei-
ther Chevron nor Auer delegate additional rulemaking authority to
agencies—both require that the agency first act within rulemak-
ing authority, using whatever procedure is otherwise required, and
then, only for validly promulgated rules, courts defer at a level
above the ordinary default.” Both Chevion and Auer are limited
and have many preconditions for that deference—the well-known
“two steps” are only the beginning of the analysis. Many of these
preconditions would have been easy-winner arguments had they
been raised in patent owner Aqua’s brief.

Chevron/Auer Interpretations Originate with the Director,
Not the PTAB

Some agencies have a unitary structure with rulemaking and
adjudicatory authority consolidated in an agency head, usu-
ally a multimember board or commission. Other agencies
have split rulemaking and adjudicatory functions. In these
split-authority agencies, rulemaking is usually delegated to
the agency head and adjudicatory functions are delegated to
an intra-agency tribunal that is independent of the agency
head. If various components of the split-authority agency
disagree on interpretation, the agency component with rule-
making authority on the specific issue wins, and only that
component is eligible for Chevron deference.?

The USPTO is a split-authority agency: § 316(a) dele-
gates rulemaking authority to the Director, not the PTAB. The
Director interpreted the IPR statutes to require only the “three
elements, one explanation” set forth in § 42.121. Even if Idle
Free could be characterized as “interpretation,” the PTAB is
not the rulemaking component of the USPTO, and its deci-
sions are ineligible for Chevron deference.

The Controlling “Interpretation” of the Statute Is the One
in the Regulations

The entire case should have been governed by a single
“interpretation” of § 316—the interpretation set forth in the
USPTO’s regulations. The relevant regulation, § 42.121,
integrates and interprets the relevant statutes. It allocates the
burden of proof on “three elements, one explanation” of a
motion to amend to the patent owner. The final rule notice
makes clear that this list is exhaustive: “The motion will

be entered so long as it complies with the timing and pro-
cedural requirements.”” The Trial Practice Guide gives an

IF A COURT
DETERMINES THAT
AN AGENCY'S
INTERPRETATION OF

AN AMBIGUOUS STATUT
OR REGULATION IS
‘REASONABLE,” THAT
INTERPRETATION IS
BINDING.

example of an adequate motion to amend—three elements,
one explanation. The regulations and the USPTO’s interpre-
tive materials anchor all questions of statutory interpretation
and Chevron deference. :

The regulations were validly promulgated and meet all
the other Chevron preconditions. Most importantly, they
are regulations promulgated with statutory procedure, by
the statutorily designated part of the agency. Under Chev-
ron, § 42.121 is the interpretation of statute that binds parties
before the PTAB, a Chevron analysis, and, most importantly
for this case, the PTAB and Solicitor.

Rule 42.121 should have controlled all proceedings at the
PTAB and Federal Circuit. The Idle Free and Masterlmage
PTAB panels had no authority to expand the required show-
ings, especially not with a wave of the “we expect” hand. All
Chevron issues in Aqua Products are resolvable for the sim-
plest of reasons—§ 42.121 (including its silences) says so.
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“Reasonableness” of an Interpretation Requires Ex Ante
Explanation, Not Ex Post Rationalization
Under Chevron step two, the “reasonableness” of an interpreta-
tion is not evaluated ex post by a “reasonable” explanation in an
agency’s litigation brief. Chevron itself notes the importance of
an agency’s explanation, considering “‘competing interests” and
“conflicting policies.” In the last three years, the Supreme Court
has clarified that the “reasonableness’ inquiry, just like any other
review of any other agency action, rests on the ex ante explana-
tion the agency gave when it adopted the interpretation.®
Judges O’Malley, Moore, and Reyna note the absence
of explanation in the Idle Free decision and hold that that
silence is “unreasonable.” This divests Idle Free of any def-
erence. Judge Taranto notes the statute does “not negate” the
PTAB?’s Idle Free rule.?' While “not negate” was used as a
test for Chevron “reasonableness” in older statutory cases
and is still current in Auer regulatory cases, “not negate” has
not been a valid test for a Chevron-eligible interpretation
for some years.* Failure to explain and failure to ground an

AGENCIES MAY CHOOSE
BETWEEN RULEMAKING
THROUGH RULEMAKING
PROCEDURE OR BY
ADJUDICATION ONLY

IF THE RULE MEETS

interpretation in the statute itself are both failures of agency
“reasonableness,” divesting the PTAB of deference.

Rulemaking by Adjudication May Only Interpret—NLRB v.
Bell Aerospace

The PTAB is not an Article III court. Judges Reyna and
Hughes allude to a sentence from the Supreme Court’s NLRB
v. Bell Aerospace Co.: “the [NLRB] is not precluded from
announcing new principles in an adjudicative proceeding

and . . . the choice between rulemaking and adjudication lies
in the first instance within the [PTAB’s] discretion.”>® This
single sentence, out of context, omits several important quali-
fications on agency rulemaking by adjudication.

Agencies have discretion to choose between rulemaking
through rulemaking procedure or by adjudication only if the
rule meets all statutory requirements:

* The agency component that adjudicates acts within its
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rulemaking authority. The PTAB has no rulemaking
authority.

* No statute requires otherwise—that is, only for rules
that fit the “interpretative,” “statement of policy,” or
“procedural” exemptions of § 553(b)(A) and (d). The
Idle Free rule is ineligible for any § 553 exemption.*

» If an agency relies on the “interpretative” exemption
to § 553 notice and comment, the agency may create
a rule by adjudication only as an interpretation of an
ambiguity. Gap-filling in a regulation is ineligible for
Auer deference, as discussed below.

* The rule does not implicate the PRA. The Idle Free rule
is a “rule of general applicability” calling for information
to be filed with the agency, and thus comes within the
coverage of the PRA.*> Without full PRA procedures, the
Idle Free rule is unenforceable, as discussed below.

» The agency accepts the risk of losing Chevron or Auer
deference, and is willing to stand on Skidmore defer-
ence for a nonlegislative rule.

Bell Aerospace concerned an “interpretative” rule (resolv-
ing ambiguity in the word “management”) that met all other
statutory concerns. Bell Aerospace does not stand for the
proposition that an agency may exempt itself from statuto-
rily required rulemaking procedures simply by acting through
common law adjudication.

Agencies may not grant themselves extra-statutory rulemaking
authority.* Judge Moore expresses her skepticism of the PTAB’s
Standard Operating Procedure 2 (SOP2),”” while the Reyna,
Taranto, and Hughes opinions seem to assume it is a valid state-
ment of agency authority. However, SOP2 is not a statute. The
USPTO’s rulemaking authority exists only as delegated by stat-
ute. The PTAB cannot grant itself rulemaking authority simply by
claiming to have it, cannot create a self-waiver from statutory rule-
making procedure simply by diverting attention elsewhere, and
cannot create an alternative rulemaking procedure—substituting
a poll of administrative patent judges (APJs) for public notice and
comment—simply by calling it “standard” procedure.

Judge Hughes’s concern for an agency’s ability to “inter-
pret” without further full-procedure “regulation”® is readily
resolved—agencies may “interpret” with minimal procedure,
5 U.S.C. § 553(b)(A), but “interpretation” requires underly-
ing text in a statute or regulation. Adding a fourth element to a
three-element regulation, a la Idle Free, is not “interpretation.”

Agencies Do Not Have Common Law Incremental Authority
Judge Hughes, in section II of his dissent,* observes the step-
by-step progress from formally adopted regulation to Federal
Register notice to Idle Free to MasterImage, and seems to
accept that the PTAB has the power to engage in step-by-step
adjudication in the manner of a common law court.
Incremental rulemaking by informal procedures is an Atticle
III power, not an agency power. The D.C. Circuit has observed
the pattern of “creeping guidance,” law being made without
notice and comment or other public participation, without publi-
cation in the Federal Register or Code of Federal Regulations:

The phenomenon we see in this case is familiar. . . . The
agency [promulgates] regulations containing broad language,



open-ended phrases, ambiguous standards and the like. Then
as years pass, the agency issues circulars or guidance or mem-
oranda, explaining, interpreting, defining and often expanding
the commands in the regulations. One guidance document
may yield another and then another and so on. Several words
in a regulation may spawn hundreds of pages of text as the
agency offers more and more detail regarding what its regu-
lations demand of regulated entities. Law is made, without
notice and comment, without public participation, and with-
out publication in the Federal Register or the Code of Federal
Regulations.®

The D.C. Circuit suggested (without holding) that creep-
ing interpretation might be permissible in nonbinding
advisory guidance but was impermissible if the agency gave
it binding weight. The Supreme Court amplified this caution:
an agency cannot, “under the guise of interpreting a regula-
tion, . . . create de facto a new regulation.”*!

There Is No Auer Deference for Gap-Filling
The USPTO’s brief argues in the alternative, that Idle Free
should have received Auer deference as an interpretation of
the regulations, and Aqua’s reply brief does not respond.
Gap-filling is one of the big differences between Auer and
Chevron—under Chevron, an agency may have deference for
either interpretation of an ambiguity or (where there’s del-
egated rulemaking authority) a gap-filling of a silence. But
Auer is different—an agency is entitled to Auer deference
only for an interpretation of an ambiguous rule. There is no
such thing as Auer gap-filling:

In Auer, we held that an agency’s interpretation of its own
regulation is entitled to deference. But Auer deference is war-
ranted only when the language of the regulation is ambiguous.
The regulation in this case, however, is not ambiguous—it is
plainly permissive. To defer to the agency’s position would
be to permit the agency, under the guise of interpreting a
regulation, to create de facto a new regulation. Because the
regulation is not ambiguous on the issue of compelled com-
pensatory time, Auer deference is unwarranted.*

The difference all flows from statute—§ 553(b)(A) autho-
rizes agencies to “interpret” regulations with few procedural
safeguards but not to adopt gap-filling regulations without
statutorily required procedure. That statutory principle flows
into Auer—Auer is only a rule of enhanced deference to inter-
pretations that first meet requirements of § 553(b)(A), not
an extra-statutory grant of rulemaking authority or waiver of
statutory procedural requirements. Gap-filling authority exists
only when it has been delegated by statute, and no agency has
blanket authority to graft new elements into its regulations or
guidance whenever it would like. A silence in a regulation is
just that—a silence that leaves an underlying (usually permis-
sive) default intact—not an invitation for gap-filling.

Rule 42.121 lists three elements, one explanation;

§ 42.20(c) says who must prove or explain them. No con-
flict, no ambiguity. Numerous statements in the USPTO’s
rulemaking notices and Trial Practice Guide reinforce this

interpretation. If there is no ambiguity, the Auer analysis ends
at step one, and Auer offers no protection for Idle Free.

Violations of the PRA

Under the PRA, an agency may not promulgate a rule that
demands paperwork from a party unless it has taken certain steps
to analyze the effect of that rule and obtained clearance from the
Office of Management and Budget (OMB).** In absence of that
clearance, the USPTO may not impose any penalty on a party
for failure to comply with an agency’s requirements.*

OMB’s website* shows that the USPTO obtained clearance
for the three elements of § 42.121 in August 2012. OMB’s website
shows nothing later reflecting any attempt by the USPTO to obtain
clearance for the additional elements of Idle Free.

Without such clearance, the USPTO cannot penalize a
party for failure to comply with the /dle Free rule.

The 1dle Free/MasterImage Rule Fails Requirements for
Notice

AN AGENCY
CANNOT, UNDER
THE GUISE OF
INTERPRETING

A REGULATION,
CREATE DE FACTO A
NEW REGULATION.

The PTAB, like any other agency, must give some level of
prior notice before promulgating a rule of general applica-
bility. An agency may not finalize a rule that is not a “logical
outgrowth” of the rule as proposed without a further round of
notice and comment.* Even in a final rule notice, an agency
cannot use responses to comments to do anything more than
interpret the actual text of regulations.*” We know of no legal
authority granting an agency power to do by adjudication
what it cannot do by statutory rulemaking.

As noted earlier, the NPRM specifies three elements, one
explanation for an amendment to claims. There is no sugges-
tion of any burden to show a fourth, relating to substantive
patentability. The final rule notice goes further, reassuring the
public that the USPTO would not impose new requirements
beyond § 42.121. The absence of comments establishes that
the USPTO gave no notice that any possibility of such an
interpretation was worth commenting on.
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An agency may amend a rule, but it must use the same level
of procedure that was used to promulgate the rule in the first
instance.*® Here, § 42.121 is a legislative rule, promulgated
by notice and comment—if the PTAB wanted to add further
requirements for a motion to amend, it had to go through the
same procedures. Similarly, an agency is allowed to change its
mind about a rule, but it must acknowledge that it is doing so
and provide an explanation for its new position.** Here, the Idle
Free opinion does not even acknowledge the absence of “pat-
entability over the art” from § 42.121 or the several statements
in the final rule notice, let alone acknowledge the change or
explain reasons for a new interpretation.

The PTAB’s Reliance on “Informative” Opinions

Is Systemically Problematic

There are two kinds of agency decisions recognized by the
APA: “precedential” and “nonprecedential.” In particular, 5
U.S.C. § 552(a)(1)(C) and (a)(2)(A) tells us that an agency
may not assert a nonprecedential decision against any party
but itself, unless it has been published in the Federal Regis-
ter, the person against whom it was asserted had “actual and
timely notice,” or it has been electronically published and
indexed.® Likewise, § 553(b)(A) grants agencies authority to
promulgate hortatory “statements of general policy,” but only
if the agency does not treat them as binding.

In 2006, the PTAB decided it needed a third, nonstatu-
tory class of decision: “informative.” For nearly two years
from the first case with such a designation, the PTAB’s SOP2
only provided for “precedential” and “nonprecedential”
opinions and gave no explanation for the meaning of “infor-
mative” opinions. After two years of operating in the dark,
the USPTO told the public what “informative”” means, con-
trasting “informative” against “precedential.”>! All versions of
the PTAB’s SOP2 since 2008 have assured “[a]n informative
opinion is not binding authority.”” To confirm that “informa-
tive” opinions are not precedential, many of them bear the
following legend: “The opinion in support of the decision
being entered today was not written for publication and is not
binding precedent of the Board.”

Nonetheless, the PTAB regularly cites “informative” opin-
ions as if they were precedential and binding. For example,
Idle Free was the sole authority cited to deny Aqua’s motion
to amend, one of 100 times the PTAB invoked Idle Free as
binding authority before Masterlmage was redesignated “prec-
edential.”™? Other “informative” opinions have been cited
dozens of times, often as authority for overruling a square
holding of the Federal Circuit.>* The problem with the PTAB’s
reliance on nonprecedential decisions has been flagged in sev-
eral notice and comment letters, yet the practice continues.

The PTAB’s practice of citing “informative” decisions in
anything other than an “interpretative” role, especially as if they
were binding or precedential, is very difficult to square with the
requirement of 5 U.S.C. § 552 to not cite nonprecedential cases
against any party except the agency itself. Likewise, the PTAB’s
own SOP?2 says informative opinions are not precedential, and
when the PTAB cites them as precedent, the violation of an
agency’s own rules is essentially a per se basis to declare PTAB
decisions “void” or “illegal and of no effect.”
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At the time of the Aqua Products final written decision, Idle
Free was electronically published but not indexed. Thus, unless
the PTAB specifically served copies on parties or could oth-
erwise prove actual knowledge, Idle Free could not be cited
in the way it was.*® However, this theory was not raised in the
Aqua Products briefing or addressed by the Federal Circuit.

Can the USPTO Repromulgate the Idle Free Rule
through Regulation?

On November 21, 2017, Chief APJ David Ruschke issued a
memorandum, “Guidance on Motions to Amend in View of
Aqua Products,” announcing that the PTAB will no longer
place the burden of persuasion on a patent owner with respect
to the patentability of substitute claims presented in a motion
to amend. The PTAB will determine whether the substitute
claims are unpatentable based on the entirety of the record,
including any opposition made by the petitioner. Beyond that,
motion to amend practice will not change.

Further, Chief APJ Ruschke has indicated the PTAB’s willing-
ness to consider changing the approach on motions to amend to
become more of an iterative process.® He lamented that currently
an [PR trial concludes with a final written decision on a motion
to amend, without any opportunity for the parties to hash out an
agreeable amendment; the final written decision grants or denies
the motion with no guidance or suggestion from the PTAB to help
put a motion in condition for grant. Idle Free justified this system
by arguing that there are other ways to correct a patent, such as by
ex parte reexamination or reissue.” The subsequent actual prac-
tice of the PTAB, enjoining parties from pursuing those alternative
paths, has been one of the problematic double standards facing
patent owners. Further, due to the one-year time restraints of the
IPR, the PTAB was not willing to partake in ex parte examination.

New regulations to strike the proper balance between the
one-year time constraints on IPRs and an all-or-nothing final
written decision could benefit the patent owner, petitioner,
and public. How can the USPTO issue (and follow) proper
new regulations on motions to amend?

Rulemaking begins with roundtables, public requests for
comment, and similar consultation with the public.®® Rule-
making has to proceed under the aegis of the Director and
the rulemaking apparatus in the Office of General Counsel.
All claims for fairness and efficiency will have to be sup-
ported by evidence that meets the USPTO’s own Information
Quality Guidelines. Procedural requirements arise under the
APA, PRA, Regulatory Flexibility Act, and several execu-
tive orders.®! Neglect of any requirement would expose the
PTAB’s new rule to challenge. Once regulations issue, PTAB
judges should be instructed that regulations bind both the
agency and the public, and improvisation as exemplified in
Idle Free and Masterlmage is not consistent with the legal
obligations of APJs.

Conclusion

The USPTO should implement the OMB’s Good Guidance
Bulletin® for all operations, including the PTAB. Exten-
sive rewriting of SOP2 is required to reflect limits on the
PTAB’s authority and to implement the Good Guidance Bul-
letin. Obsolete opinions on the PTAB’s “precedential” and



“Interpretative” pages should be tagged appropriately. Opin-
ions that have been over-designated at levels that exceed the
PTAB’s “interpretative” authority or that opine on issues of
substantive law beyond the authority of any component of the
USPTO should be down-designated. The PTAB should honor
its own rules for its own proceedings and cease citing “infor-
mative” opinions as if they were precedential. The PTAB
should update its Trial Practice Guide.

For the bar, administrative law expertise is becoming increas-
ingly important to successful representation of clients in
intellectual property matters—the PTAB and Federal Circuit can
only apply the law if briefs properly educate them, and attorneys
who overlook administrative law issues risk losing easy cases.
Expertise in administrative law and agency rulemaking can
guide agency tribunals to favorable decisions and present com-
pelling arguments to courts after unfavorable decisions. m
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