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49.36.020

Employer’s obligation to make contri-
butions to Jjoint Ilabor-management
trugt, created pursuant to Labor Man-
agement Relations Act of 1947 (29 U.S.
C.A. § 186), 1s determined solely by the
language of the written agreement be-
tween the employer and the employee
representative. Western Washington
Laborers-Emp. Health & 8ec. Trust
Fund v Merlino (1981) 29 Wn App 261,
627 P24 1346.

Joint labor-management trust fund,
created pursuant to Labor Management

49.36.030 Prosecutions prohibited

Under RCW 49.36, which deals with
labor unions in general, reasonable con-
tact with workers by a union represen-

‘LABOR REGULATIONS

Relatfons Act of 1947 (20 U.B8.C.A, §
186), must present proof showing em-
ployer’'s obligation to make contribu-
tions for covered employees conforms to
specific terms of .agreement between
employer and -employee representative,
since employer contributions unauthor-
ized by the partiea’ agreement are un-
lawful. Western Washnigton Labor-
ers-Emp. Health & Sec. Truat Fund v
Merlino (1981) 29 Wn App 261, 627 P2d
1346.

tivity protected from prosecution.
State v Fox (1973) 82 Wn 24 289, 510
P24 230,

tative for any .lawful purpose i{s an ac-

CHAPTER 49.44—VIOLATIONS—PROHIBITED PRACTICES

Blind ‘or handicapped persons, discriminating against in publlc employment:
RCWA 70.84.080. )

‘49.44.010 Blacklisting—Penalty
66 Wn LR 1 (1980-81) (theory of rights for the employment relation,
Brousseau).

Robert

49.44.030 Labor representative receiving bribe
1 ALR34 1350 (validity and construction of statutes punishing commercial bribery).

49.44.070 Grafting by employee
1 ALR3d 1850 (validity and construction of statutes punishing commercial bribery).

49.44.090 Unfair practices in employment because of age of em-
ployee or applicant—Exceptions
The unfair practice of age discrimina- Where trial court in discrimination

tion prohibited by RCWA 48.60.180 1is
Iimited by the provisions of RCWA 49.-
44.090 to that class of workers ages 40 to
65. Grosa v Lynnwood (1978) 90 Wn 2d
395, 583 P2d 1197.

case entered finding that plaintiff was
not terminated because of age but be-
cause of work performance, and plain-
tiff did not assign error to such finding,
it became a verity on appeal. Curtis v
Clark (1981) 39 Wn App 967, 632 P24 68.

49.44.120 Requiring lie detector tests

It shall be unlawful for any person, firm, corporation or the state of
Washington, its poiitical subdivisions or municipal corporations to require
any employee or prospective employee to take or be subjected to any le
detector or similar tests as a condition of employment or continued employ-
ment: Provided, That this section shall not apply to persons making initial
application for employment with any law enforcement agency: Provided
further, That this section shall not apply to either the initial applicatlon for
employment or continued employment of persons who dispense controlied sub-
stances as defined in chapter 69.50 RCW, or to persons in sensitive positions

64 _
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49.44.140

directly Involving national security, or to persons in the field of public law
cnforcement who are seeking promotion to a rank of captaln or higher.
[Added by Laws 1983 ch 152 § 1; Amended by Laws 1973 ch 145 § 1.)

8 Gonzaga LR 190 (disciplining or diacharging police officer for refusal to sub-
mit to polygraph test). ’

CJS Master and Servant §§ 14 et seq.'

47 Wn LR 73 (right of privacy, and prospective employee—need to reatrict poly-
graph and personality testing).

Key Number Digests: Labor Relations ¢=7.

LABOR REGULATIONS

Police officer may be required to sub-
mit to polygraph test under penalty of
dismissal for refusal, when authorities
investigating serfous and notorious al-
legations of police misconduct or cor-

necessary to use device as investigatory
tool to test dependablility of prior an-
swers of suspected officers to questions
specifically, narrowly, and directly re-
lated to performance of their official

dutles, Seattle Police Officers’ Guild v
Seattle (1972) 80 Wn 24 307, 494 P2d 485,

ruption conclude, in exercise of pru-
dent judgment, that it is reasonably

49.44.130 Penalty

Any person violating the provisions of RCW 49.44.120 shall be guilty
of a gross misdemeanor. [Added by Laws 1965 ch 152 § 2.]

49.44.140 Requiring assignment of employee’s rights to inventions
-—Conditions

(1) A provision in an employment agrecment which provides that an em-
ployee shall assign or offer to assign any of the employee’s rights in an in-
vention to the employer does not apply to an invention for which no equip-
ment, supplies, facllities, or trade secret Information of the employer was
used .and which was developed entirely on the employee’s own time, unless
(a) the Invention relates (i) directiy to the business of the employer, or (ii)
to the employer’s actual or demonstrably anticipated research or development,
or (b) the invention results from any work performed by the employee.for the
employer. Any provision which purports to apply to such an Invention is to
that extent agalnst the public policy of this state and is to that extent vold
and unenforceable.

(2) An employer shall not require a provision made vold and unenforceable
by subsection (1) of this section as a condition of employment or continulng
employment.

(3) It an employment agreement entered Into after September 1, 1979,
contains & provision requiring the employee to assign any of the employ-
ee's rights in any invention to the employer, the employer must also, at the
time the agreement is made, provide a written notification to the employee
that the agreement does not apply to an Invention for which no equipment,
supplies, facllity, or trade secret information of the employer was used and
which was developed entirely on the employee’'s own time, unless (a) the In-
vention relates (i) directly to the business of the employer, or (i) to the em-
ployer’s actual or demonstrably anticipated research or development, or (b)
the invention results from any work performed by the employee for the em-
ployer.

[Added by Laws 1st Ex Sess 1970 ch 177 § 2, effective September 1, 1979.]

CJS Master and Servant §§ 73, 74.

Key Number Digests: Master and Servant @62,

T. l%!loqxlllg.lbced.—d 65
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49.44.150 LABOR REGULATIONS L

49.44.150 Requiring assignment of employee’s rights to inventions-—
Disclosure of inventions by employee

Even though the employee meets the burden of proving the conditions spe-
cified RCW 49.44.140, the employee shall, at the time of employment
or thereafter, disclose all inventions being developed by the employee, for the
purpose of determining employer or employee rights. The employer or the
employee may disclose such Inventlons to the Department of Employment
Security, and the department shall malntain a record of such disclosures for
a minimum period of tive years.

[Added by Laws 1st Ex Sess 1979 ch 177 § 3, eﬂeqtlve September 1, 1979.]

CJS Master and Servant §§ 738, 74.

Key Number Digests: Master and Servant ¢=62.

CHAPTER 49.46—MINIMUM WAGE ACT

Ops Atty Gen 61-62 No. 108 (application of Minimum Wage and Hour Act to per-
sons employed by nonprofit agriculture fair association).
2 ALR Fed 637 (what contracts are subject to wage and hour regulations of
‘Walsh-Healey Act (41 USCS § 38)).
3 ALR Fed 675 (call or walting time as working time within the minimum wage
and overtime provisions of the Fair Labor Standards Act (28 USCS §§ 206, 207)).
7 ALR Fed 155 (what are *‘goods’” within definition of ‘‘goods’’ In § 3(1) of Fair
.Labor Standards Act (29 USCS § 203(1))).
T ALR Fed 624 (what constitutes *‘retail or service establishment’’ within exemp-
tion stated Iin § 13(a)(2) and (4) of Fair Labor standa.rda Act, as amended (2%
"USCS § 213(a)(2) and (4))). :
10 ALR Fed 913 (removal from state court to Federal District Court of action
for wages under § 16(b) of Fair Labor Standards Act (29 USCS § 216(b))).
Minimum Wage Act does not apply this state. Cooper v Baer (1962) 63 Wn
to “‘employments’ or services rendered 24 763, 370 P2d 871.
in violation of criminal statutes of -

49.46.010 Definitions
" As used in this chapter:

(1) “Director” means the director of labor and industries;

(2) “Wage” means compensation due to an employee by reason of his em-
ployment, payable in legal tender of the United States or checks on banks
convertible into cash on demand at full face value, subject to such deductions,
charges, or allowances as may be permitted by regulations of the director
under RCW 49.46.050;

-(3) “Employ” includes to suffer.or to permit to work;

(4) “Employer” includes any individual, partnershlp, assoclatlon. corpora-
tion, business trust, or any person or group of persons acting directly or in-
- direetly in the interest of an employer in relation to an cmployee;

- (5) “Employee” lncludes any individual employed by an employer but shall

not include:

(a) Any individual employed (1) on a farm, in the employ of any person, in
connection with the cultivation of the soll, or.in connection- with raising or
harvesting any agricultural or horticultural commodity, including raising,

- shearing, feeding, ‘caring for, training, and management of livestock, bees,
poultry, and -furbearing animals and wildlife, or in the employ of the owner
or tenant or other operator of a farm in connection with the operation, man-
agement, conservation, improvement, or maintenance of such farm and its tools
‘and equipment; or (ii) in packing, packaging, grading, storing or delivering

66
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LABOR REGULATIONS 49.46.010

to storage, or to market or to a carrier for transportation to market, any agri-
cultural or horticultural commodity; and the exclusions from the term “em-
ployee” provided in this item shall not be deemed applicahle with respect to
commercial canning, commercial freezing, or any other commercial processing,
or with respect to services performed in connection with the cultivation,
raising, harvesting, and processing of oysters or in connection with any agri-
cultural or horticultural commodity after its delivery to a terminal market
for distribution for consumption;

(b) Any individual employed In domestic service in or about a private home;

(c) Any individual employed in a bona fide executive, administrative, or pro-
fesslonal capacity or in the capacity of outside salesman (as such terms are
defined and delimited by regulations of the director: Provided however, That
such terms shali be defined and delimited by the state personnel board pur-
suant to chapter 41.06 RCW and the higher education personnel ‘board pursu-
ant to chapter 28B.16 RCW for employees employed under their respective
jurisdictions); ’

(d) Any individual engaged in the activities of an educational, charitable,
rellgious, state or local governmental body or agency or nonprofit organiza-
tlon where the employer-employee relationship does not in fact exist or where
the services are rendered to such organizations gratultously: Provided, That
it such individual recetves relmbursement in lleu of compensation for normally
incurred out-of-pocket expenses or receives a nominal amount of compensa-
tion per unit of voluntary service rendered, an employer-em). oyee relationship
is deemed not to exist for the purpose of this section or for purposes of mem-
bership or qualification in any state, local government or publicly supported
retirement system other than tbat provided under RCW 41.24;

(e) Any individual employed full time by any state or local governmental
body or agency who provides voluntary services but only with regard to the
provision of such voluntary services: Provided, That such voluntary services
and any compensation therefor shall not affect or add to qualification, en-
titlement or benefit rights under any state, local government or publicly sup-
ported retirement system other than that provided under RCW 41.24;

(f) Any newspaper vendor or carrler;

(8) Any carrier subject to regulation by Part 1 of the Interstate Commerce
Act; .

(b) Any individual engaged In forest protection and fire prevention activ-
ities;

(1) Any individual employed by any charitable institutlon charged with child
care responsibilities engaged primarily In the development of character or
citizenship or promoting health or physical fitness or providing or sponsoring
recreational opportunities or facilities for young people or members of the
armed forces of the United States;

(J) Any individual whose duties require that he reside or sleep at the place
of his employment or who otherwise spends a substantial portlon of his work
time subject to call, and not engaged in the performance of active dutles;

(k) Any resident, inmate, or patient of a state, county, or municlpal cor-
rectional, detentlon, treatment or rehabllitative institutlon;

() Any individual who holds a publlc elective or appolntive office of the
state, any county, city, town, municipal corporation or quasi municipal cor-
poration, political subdivision, or any instrumentality thereof, or any employee
of the state legislature;

(m) All vessel operating crews of the Washmgton state ferries operated by
the state highway commission ; '

(n) Any individual mprulmonnvmel other than an Amer-
ican vessel
.67
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APPENDIX 10

EGanmadian Endhassy Ambassude du ammdn

1746 Massachusetts Avenue N.W.
Washington, D.C. 20036-1985

4 October 1984

The Honourable

Robert N. Kastenmeier

United States House of
Representatives

Room 2232 RHOB

Washington, D.C. 20515

Dear Mr. Kastenmeier,

I am writing to you today regarding Bill H.R.6286
which you co-sponsored and and has now been passed in the
House. 1In particular, I have been asked by Canadian
authorities to express our support for the approach you have
adopted in Section 107 of the Bill whereby the amendments to
process patent law would apply only to U.S. patents granted
on or after the date of enactment of the legislation.

This is not the approach taken in the Senate
companion Bill $.1535 which would apply the amendments to all
existing U.S. process patents as well as those issued in the
future. This would create problems for businesses in Canada
which have made substantial investments on the basis of
existing U.S. law with a view to supplying the Canadian and
U.S. markets.

We very much appreciate that your proposal would not
change the rules in the middle of the game and we sincerely
hope that this will be the approach adopted during your final
deliberations with the Senate on this measure.

Yours sincerely,

@2 & Jotrs

Allan Gotlieb
Ambassador



CHAIRMAN

UNITED STATES INTERNATIONAL TRADE COMMISSION

WASHINGTON, D.C. 20438

March 8, 1984

Honorable Peter W. Rodino, Jr.
Chairman

Committee on the Judiciary
U.S. House of Representatives
washington, D.C. 20515

pear Mr. Chairman:

Thank you for your letter of February 17, 1984, reguesting the views
of this Commission on H.R. 4526, a bill to amend title 35, United
States Code, with respect to use of patented inventions outside the
United States.

The U.S. International Trade Commission has no views to offer

regarding H.R. 4526 beyond noting that enactment of the proposed new
subsection (e) to 35 U.S.C. § 271 would create in title 35 a

provision analogous to 19 U.S.C. § 1337a currently administered by
the Commission.

Singprely,

lfred Eckés
Chairman
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COMMITTEE ON THE JUDICIARY
WU.S. BHouse of Vepresentatives
Washngton, B.L. 20515

February 17, 1984

7L

o
Mr. Alfred Eckes =
Chairman - =
U.S. International Trade Commission . o«
701 E. St. N.W, ; A
Washington, D.C. 20436 B 2

RE:H.R. 4526

Dear Sir:
Enclosed herewith are copies of the captioned
bill pending before this Committee.

1 shall appreciate your furnishing the_nc@t,tee

with an expression of your views on the proposed legislation.

Sincerely yours,

By

Peter W. Rodino, Jr.
Chairman

ac: Office of Management and Budget
Legislative Reference Division
Room 7201, NEOB
Washingten, D.C. 20503
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"2 H, R, 4526

To amend title 35, United States Code, with respect to use of patented inventions
outside the United States.

IN THE HOUSE OF REPRESENTATIVES

Novausaz 18, 1988
' Mr. KoSTBRNMRBIRR introduced the following bill; which was referred to the
- Committee on the Judiciary

To amend title 35, United States Code, with respect to use of
patented inventions outside the United States.

\* Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
That section 271 of title 35, United States Code, is amended
by adding at the end thereof the following new subsections:

uses within the United States a product which is made in
another cbuntr& by a process patented in the United States
shall be liable as an infringer, if the product is made during

1
2
3
4
5 “(e) Whoever without authority imports into or sells or
6
7
8
9 the term of such process patent.
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2
“(D Whoever without authority supplies or causes to be
supplied in the -United States the material components of a
patented invention, where such components are uncombined
in whole or in part, intending that such components will be
combined outside of the United States, and knowing that if
such components were combined within the United States the
combination would be an ﬁﬁingement of the patent, shall be _
liable as an infringer.”. |
" 8B0. 2. Section 287 of title 35, United States Code, is
amended by adding at the end thereof the following: “No
damages may be recovered for an infringemenf under section
271(e) of this title unless the infringer was on npﬁce that the
product was made by a process patented .in the United
States.”. o - o
8EC. 3. The amendments made by this Act shall apply’
to any United States patent granted before the date of the
enactment of this Act and to any United States patent grant-
ed on or after such date. |
o
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"= H.R. 4526

To amend title 35, United States Code, with respect to use of patented inventions
outside the United States.

IN THE HOUSE OF REPRESENTATIVES

NoveMBER 18, 1983

Hr KaSTRNMEIES introduced the following bill; which was referred to the
Committee on the Judiciary

To amend title 35, United States Code, with respect to use of
patented inventions outside the United States.

Be it enacted by the Senate and Houss of Representa-
tives of the United States of America in Congress assembled,
That section 271 of title 85, United States Code, is amended
by adding at the end thereof the following new subsections:

“(e) Whoever without authority imports into or sells or
uses within the United States a product which is made in
another country by a prooess-patenwd in the ﬁnited States
shallbelmblea.sanmfrmger lfthepmdmtlsmadedurmg
the term of such process patent.

® W S & O B W N =
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2

“(f) Whoever without authority supplies or causes to be
supplied in the United States the material components of a
patented invention, where such components are uncombined
in whole or in part, inteﬁding that such components will be
combined outside of the United States, and knowing that if
such components were combined within the Unitéed States the
combination would be an iﬁfringement of the patent, shall be
lisble as an infringer.”.

-’SEC. 2. Section 287 of title 35, United Statés C(;de, is
amended by adding at the end thereof the following: ‘No
damages may be recovered for an inﬁ;ingemenf under section
271(e) of this title unless the infringer was on notice that the
product was made by a process patented in the United
States.”. - | .

§u. 3. The amendmnts made by this Act shall apply
to any United States patent granted before the date of the

.enactment of this Act and to any United States -jatent grant-

ed on or after such date.
o
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February 17, 1984
861-3542

Harry F. Manbeck, Jr., Esquire
General Electric Company

3135 Easton Turnpike
Fairfield, Connecticut 06431

Re: ABA Committee 101
Subcommittee B
—— Process Patents

Dear Harry:

I have received Jack Rafter's letter of FPebruary 8, 1984
and have reviewed the enclosed Januvary 24, 1984 memorandum from
the General Counsel of the Office of the U.S. Trade
Representative.

After considering the January 24 memorandum very
carefully, my conclusion is that the General Counsel has
misapprebended several aspects of the proposed legislation, and
congequently, his opinion that the process patent legislation
embodied in S.1535 would be inconsistent with Article 3,
Paragraph 4 of the GATT is not correct.

The concern expressed in the General Counsel's
Memorandum is that the proposed legislation discriminates against
contracting countries to the General Agreement on Tariffs and
Trade (GATT) because it would “treat imported products less
favorably than domestically produced products®. The Memorandum

45-025 O - 85 - 33
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also expresses concern that the Article XX exceptions would not
be applicable.

However, the Memorandum appears to overlook the real
purpose of the legislation, which is to place foreign
manufacturers on an egqual basis with U.S. manufacturers vis-a-vis
owners of United States process patents. Under existing law,
U.S. manufacturers may not make products by processes patented in
the United States and sell or use them without incurring
liability to the patent owner for infringement of the process
patent. At this time, however, no such liability is incurred
when the manufacture takes place outside the United States and
the product is imported into, sold and used within the United
States. The purpose of the legislation is to correct that
inequity and to put both the domestic and the foreign
manufacturer on an equal footing with respect to infringement of
United States process patents.

It should be noted further that the proposed legislation
does not discriminate against foreign nationals since it would
impose infringement liability even if the patented process is
carried out abroad, or the importation is caused, by a United
States citizen.

Moreover, the concerns expressed in the January 24
Memorandum over the "guarantees" that might be required of a
foreign manufacturer or importer appear to be greatly
exaggerated. The proposed legislation, of course, does not
require any such "guarantee” from an importer, user or seller,
and any damages for infringement would be awarded only after
customary inter partes proceedings in the United States Courts in
which the patent owner would bear the burden of proving that the
product imported was made by the patented process and in which
all of the usual defenses would be available to the alleged
infringer. Domestic manufacturers who infringe United States
process patents are subject to the same scope of liability and
have no additional or greater defenses available to them.
Damages, if any, awarded under the proposed legislation should
relate to the use and value of the thing patented, i.e., the
process, and thus would involve the same measure of damages that
would be applicable if the product had been manufactured in the
United States by a domestic manufacturer. When a domestic
manufacturer sells its products, such sale is usually accompanied
by a "warranty" that the purchaser will be defended or
indemnified against liability from patent infringement, and in
many states the Uniform Commercial Code prescribes such a
"guarantee” as an incident to commercial sales transactions.
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Indeed, if certain proposed limitations on damages
presently under study by the ABA were to be incorporated into the
proposed legislation, then articles produced abroad potentially
would be treated more favorably than domestically produced
products in that infringement damages could be much less than
where the same products were produced and sold domestically. For
example, under  those proposals, an innocent user of foreign
produced products would incur no liability for damages unless and
until he received actual notice of the infringement. On the
other hand, an innocent United States manufacturer utilizing the
same patented process to make the same product would be liable
for full infringement damages even in the absence of actual
notice.

As the General Counsel's Memorandum appears to
acknowledge, Section 337a of the Tariff Act of 1930, as amended,
(now 19 U.S.C. §1337a) provides the remedy of exclusion from
importation for "products that are produced by a process that, if
used in the United States, would infringe a domestic process
patent.” Further, as the Memorandum recognizes, the sanctions
provided by Section 1337a are "comparable to obtaining an
injunction in [a) United States Court against a domestic
infringer of a method patent.™ 1t should be clear, therefore,
that the proposed legislation does not imply or signify some new
barrier against products produced abroad, but in effect merely
adds monetary damages to the "injunctive” relief previously
available under Section 1337a when, despite the patent owner's
diligence, the product already has been imported into the United
States and entered the stream of commerce. Thus, again, it
should be apparent that the effect of the proposed legislation
would be to put foreign products on a par with United States
products made by the same patented process.

Finally, with respect to the General Counsel's concern
that the proposed legislation might be viewed with hostility by
Canada, one of the contracting countries to the GATT, it should
be noted that a number of countries already have similar .
provisions in their own patent laws, including Canada. For many
years, by judicial decision rather than statute, Canadian law has
provided that it is an infringement of a Canadian process patent
to import into Canada an article made abroad by use of the
patented process. See Saccharin Corp. v. Anglo-Continental
Chemical works Ltd., 1900, 17 R.P.C. 307; Fox, Digest of Canadian
Patent Law, at 124 (The Carswell Company Ltd., 1957).

Accordingly, enactment of the proposed legislation would
no more "discriminate” against importation of products produced
abroad -- for example, in Canada -- than Canada's present law has
for many years discriminated against goods produced in the United
States and exported to Canada.
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Based on the views expressed to me by the members of
Subcommittee B with respect to the pending process patent
legislation, the foregoing comments may be deemed to express the
opinion of the Subcommittee.

Very truly yours,
) LD L R WDk

William K. wWest, Jr.
Chairman, Subcommittee B

WKW:pat
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OFFICE OF THE UNITED STATES o~
TRADE REPRESENTATIVE
EXECUTIVE OFFICT OF THE PRLSIDENT
WASHINGTON
20%06

January 24, 1984
FEMORANDUM

TO: CHARLES F. RULE
DEPU'LY ASfISTANT ATTORNEY GERERAL, ANTITRUST DIVISION

FROM; cmun"cmqruca
. GRHARAL COURSEL

SUBJECT: Ptoccss Patent- Infringement and the’ General Agteement
on Tariffs and Tragde

This mcuorandum analyzes the consistency under the General Agreement
on Tariffs and Trade (GATT) of an amendment to section 271 of
Title 35 of the United States Code that would a4d as an infringenent
the importation, sale or use of a product produced zhroad using

a process covered by a process patented in the United States..

¥e think such a provision would be inconsistent with Article
I1I, paragraph 4 of the GATT in that it would trcat fnaported
products less favorably than dumestically produced products
nnder laws related to the sale, offering for sale, purchase
and use in the United States. We also think that the general
exception to GATT obligations under Article XX(d) wonld not
apply to such a provision. If the practice were challenged
in the GAYT and an adverse uznel report adopted by the Coatracting
“arties, the United States would be asked to climinate the incon-
sistency or to provide conpensation to injured countries.

The 2mendment that the Administration is being asked to make
to its bill is similar to that contained in S. 1535 that was
introduced by Senator Mathias, The Fathizs bill would add to
section 271 of Title 35 the following:

{e) ¥Whoever without authority imports into or sells
or uses within the United States a product made in
another country by a process patented in the United
States shall be liable as an infringer. :

To aveoid liability for patent infringement, potential importers,
sellers or users of any foreign produced product would have
to determine the entire process used by the foreign producer
to mapufacture the product involved and discover whether a method
patent has been grunted in the United States covering any portion
of that process. The importer, seller or user, in effect, would
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be quaranteeing to pay damages to a U.S. patentee simply by

importing; selling or using a foreign produced product. The .
seller or user of a domestically produced product would have

no such obligation or guarantee demanded of him. No liability

for infringement would result from sale or use of a domestically

produced product regardless of any method patent infringement

that may have occurred in {ts manufacture. Foreign products

once imported into the United States, therefore, truly would

be trecated less favorably by the U.S. patent law than domestic

products and that would be inconsistent with U.S. obligations

under GATT Article I1II, paragraph 4.

One also could make an argument (similar to that used by the
United States in its complaint against the Canadian Foreign

‘Irivestment Review Act {FIRA]: ROTE DQ NOT DISCUSS FIRA_PURLICLY)

that the proposed provision would have a trade distorting effect,:
Purchasers‘are -bound to view foreign produced products with’
“-a jJaundiced eye i1f importing, selling or using them may result

in liability for damages if any part of the process used to

produce it was covered by a U.S. patent, Few potential Iimporters,

sellers or users would have the knowledge or the resources to

ensure that no liability would result from their inportation,

sale or use of a foreign procuct. )

cThe Article Xx(d) exception to GATT obligations for actions
- negessaty to secure compliance with laws related to the protection.
of patents would not apply to the U.S. law in this case as it
did in the Cznadian complaint regarding an order issued by the
U.S. Intcrnational Trade Commission under section 337 of the
Tariff Act of 1930. Section 337a of the Tariff Act of 1930
is available to domestic parties who are being injured and wish
to stop the irmportation of products that are produced by a process
that, if used in the United States, would infringe a domestic
process patent. That section is comparable to obtaining an
injunction in U.S. court against a domestic infringer of a method
patent, An exclusion order. under section 337a is the means
necessary to prevent circumvention of U.S. law prohibiting
infringement where method patents are concerned by producing
outside the U.S.

The only real remedy the proposed provision would add to that
achieévable under 337a is the ability to collect damages for
past importations, sale or use of the product and to enjoin
the sale or use of the foreign product that has entered the
country. There is no rcason to differentiate between foreign
and domestically produced products if the purpose of the provision
is to enable the patent owner to obtain damages where they are



2421

substantial or to prevent the sale or use of products that have
entered the stream of commerce., There would be instances where
damages for infringement would not be available against a U.S.
producer, leaving the patent owner without recourse.  If domestically
produced products have entered the stream of commerce, the patent
owner cannot prevent their sale or use. It is possible to bring
suit for damages in U.S. court against foreign parties in most
rases in which past damaces are worth pursuing and, if successful,
there are treaties that yovern enforcement of judgments abroad
if the foreign party does not have property in the United States
that can be attached., Mere convenience of patent owner Jdoes
not provide a GATT justification for differential treatment
in this case, .

If using or selling a product produced by using a process covered
by a U.S. patent is to be made an infringement, it should be
an infringement when the method patent is infringed in the United
States as well as vhen someone has imported products produced
abroad. '
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OFFICE OF THE UNITED STATES
TRADE REPRESENTATIVE
EXECUTIVE OFFICE OF THE PRESIDENT

WASHINGTON
20506

august 14, 1984

Memorandum

To: Mike Remington
Chief Counsel
Subcommittee on Courts, Civil Liberties,
and the Administration of Justice

From: Alice zalik,ﬁéP
Assistant General Counsel

Subject: Process Patent Protection and the GATT

You were kind to take time during an obviously hectic Wednesday
afternoon to meet with me, I appreciate it.

Thank you also for the opportunity to explain further the problem
we might face under the General Agreement on Tariffs and Trade
were the importation, sale, or use of products made in another
country by a process patented in the United States made an
infringement, while sale or use of products made in the U.,S. by
infringing a U.S. process patent would not be. Let me discuss
the GATT issue first, then respond to Mr. West's February 17
letter. If there are other guestions about the provision, please
call me.

THE GATT

The GATT establishes rules for the conduct of international
trade in goods. Contracting Parties are obligated not to take
certain actions that affect adversely international trade in
goods. If a CP takes an action that has an adverse effect on
another CP's exports, the affected CP can challenge the action
under the dispute settlement procedures. If the action is found
to be inconsistent with GATT, the CP responsible will be reqguired
to eliminate the action within a reasonable time or provide
trade concessions as compensation; otherwise, the injured CP's
will be authorized to withdraw trade concessions it has granted
the CP responsible for the injury.

The GATT issue, then, is not simply an intellectual exercise
interpreting 0.S. international obligations. It is basically
a practical one, If we were to pass legislation on process
patent infringement that affects imports adversely in a way
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that is GATT inconsistent, we could lose trade concessions from
other countries that benefit our exports. We also would "send
a signal® to other CPs that, when enacting new legislation,
we believe it is acceptable to ignore GATT rules.

Although intellectual property protection is not directly related
to GATT, we ought also to be concerned about the "message® we
send developing countries about the purpose of intellectual
property laws at a time we are attempting to improve protection
worldwide. All our arguments that intellectual property encourages
research, product development, and the free flow of ideas would
be lost. 1Intellectual property would be viewed as just one
more way developed countries protect their domestic industries
from competing developing couatry products, -

Would making the importation, use, or sale of a product produced
abroad by a process patented in the Onited States an infringement
affect imports adversely? Of course. A potential importer,
purchaser (user), or seller of any foreign produced product,
to be certain it could not be found liable for infringement,
would have to determine the eptirge process used to produce the
foreign product and make certain that po_portion of that process
was patented in the Onited States. Who would be willing to
take that risk if there is an acceptable 0.S. produced product
available.,” As an alternative, an importer, purchaser, or seller
could insist on a2 "hold harmless® clause in the sales contract.
That would increase the cost of imported product. Either approach
would result in an artificially created preference for domestic
products in the 0.5. market.

The Onited States was successful in arguing that an administrative
practice of Canada's Foreign Investment Review Agency gave a
-preferénce for domestic products over imported products in the
Canadian market, The U0.S. argued that requirements related
to the sale, purchase or use of products that created a preference
for domestic products resulted in less favorable treatment for
imports and violated Article III of GATT. I have no doubt that
Canada would be happy to use our own argument against us in
GATT and could do so successfully.

It was Canada that challenged our use of section 337 of the-
Tariff Act of 1930 in GATT and raised section 1337 of title
19 of the U0.8. Code as a subsidiary issue. The panel reviewing
the complaint decided that our excluding a Canadian product
from entry into the Onited States was excepted from GATT as
pecegsary to secure compliance with 0.S. patent laws, which
wecre_pot thenselves inconsiskeot wikh GATT. It is precisely
because section 1337 is available to 0.S. process patent owners
that the general exception to GATT would not justify a new form
of infringement action applicable only to imported products.
-We already bave in our arsenal a GATT excepted provision of
law with a Draconian remedy. We also might lose our general



2424

exception for section 1337a by making the U.S. patent laws themselves
inconsistent with GATT.

THE LETTER OF FEBRUARY 17 . ) .

The basic argument made by Mr. West in his February 17 letter
is that "the real purpose® of the proposal is "to place foreign
manufacturers on an egual basis with 0.S., manufacturers vis-a-vis
owners of United States process patents.®™ I would point out
first that 0.S. process patent owners themselves have the ability
to obtain process patents in most countries technologically-
advanced enough to compete with the U.S. manufacturer in the
U.S. market. The 0U0.S. government should encourage them to do
so. The process patent owner that has obtained foreign patents
on its process can enforce its rights abroad against a manufacturer
using its process as it does in the Onited States. That way
foreign manufacturers and 0.S. manufacturers would be on truly
equal footing.

If imported products produced by a U.S. patented process enter
the United States from a country in which a 0.S. patent owner
does not have a process patent, they can be excluded under section
1337a of title 19 of the 0U.S. Code if the U.S. International
Trade Commission finds a violation of the section. If it finds
a violation of section 1337a, the ITC generally issues exclusion
orders against all products that infringe the patent regardless
of source. The ITC also can order an importer to cease and
desist selling any imported products it may have in inventory.
Any importer wishing to import a product produced by a different
process bears the burden of demonstrating to the ITC that the
process, in fact, is different. 1In such an advisory opinion
proceeding, the importer is not able to challenge the validity
of the patent or to raise any other defenses available to a
defendant in a patent infringement suit evep_though_it was_nok
a_party to the original ITC ipvestigation. The proposed new
form of infringement, therefore, places foreign manufacturers
on an even more ypnegual footing than they are now. No one has
provided evidence that section 1337a is an inadequate. As I
will explain later, arguments concerning damages and the ability
to enjoin further sale or use of products already in the stream
of commerce apply egually to domestically produced products,

Sellers and users of foreign and domestically produced products,
are now on an egual footing., The proposed new form of infringement
would change that. Sellers and users of foreign produced products
would be liable for infringement of 0O.S. process patents while
sellers and users of domestic products would be immune from
such liability. This in spite of the fact that im the case
of foreign produced products neo_infripgement bhas occurred, unless
the patent owner has rights abroad where they can be enforced, while,
in the case of domestically produced products, there is agtual
infripgement. In effect, the proposal would apply U.S. patent
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law extraterritorially, thereby relieving inventors of processes,
patentable in the Onited States, of the necessity of obtaining
patents abroad. Such laziness may protect 0.S. manufacturers
in the 0.S. market, but it will. not increase: 0.S. competition
in foreign markets. .o

If damages and the ability to enjoin furtbher sale or use of
products already in the stream of commerce are what concern
supporters of the proposed legislation, tbey should bave no
objection to making sale or use of any product an infringement
if it is produced by a process patented in the United States.
It is true that, because patents are territorial, the owner
of a U.S. process patent can obtain damages from a foreign manu-
facturer using the process only if it has obtained a patent
in the country in which the manufacturer is located. The patent
owner also cannot stop sale or use of an imported- ptoduct that
is beyond the control of the importer.

There also must be times when'a patent owner cannot obtain damages
against an actual infringer of its process patent im the United
States, e.g. if the infringer ‘cannot be located or has few assets.
-As with imported products, once a domestically produced product
is beyond the control of infringer, an injunction cannot prevent
its further sale or use. If the Congress believes it appropriate,
making the sale or use of a product an infringement if it is
produced by a process patented in the United States regardless:
of where it was produced would ensure that damages would available
and would ensure that further sale or use of any product that
has entered the stream of commerce can be enjoined.
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. PREFACE

This volume contains the text of the General Agreement as in force on
1 March 1969. The text incorporates the amendments to the General
Agrcement which have become effective since November 1958, when
Volume 111 was published.  The principal change is the addition of Articles
NXXVI to XXXVIII following the entry into force of the Protocol Amend-
ing the General Agreement tos Introduce a Part IV on Trade and Develop-
ment which has been accepted by nearly all contracting parties. A guide .
to the legal sources of the provisions of the Agreement is provided in an
Appendin.  An Analytical Index (second revision), containing notes on
the drafting, interpretation and application of the Articles of the Agreement,
wis published by the secretariat in February 1966. '

The General Agreement s applied * provisionally * by all contracting
paities.  The original contracting partics, and also those former territorics
of Belgium, France. the Netherlands and the United Kingdom which,
aier attiining independence, acceded to the Generil Agreement under
Article XXVE: 5(c). apply the GATT under the Protocol of Provisional
Application, the text of which is reproduced in this volume. Chile applies
the General Agreement under a Special Protocol of September 1948, The
contracting parties which have acceded since 1948 apply the General
Agreenent under their respective Protocols of Accession.

lFor the convenicice of the reader, asterisks mark the portions of the
teat which should be read in conjunction with notes and supplementary
provisions in Annea | to the Agreement.  In accordance with Article
XXXIV, Annexes A to 1 are an infegral part of the Agreement. The
Schedules of tariff concessions anaeved to the General Agreement (not
here ieproduced) are also, in accordance with Article 11: 7, an integral part
of the Agreement,

By the Decision of 23 March 1965, the ConIRACHNG Parins changed
the title of the head of the GATT secretariat from * Fxecutive Sccretary ™
to “ Director-General =, Hlowever, in the absence of an amendment to
the General Agreement to take account of this change, the title * Fxccutive
Scerctary ™ has been retained in the text of Articles XVIIE: 12 (¢), XXI1: 2,
and XXVI:4, Sand 6. The Decision of 23 March 1965 provides that the
dutics and pnwcrs conferred upon the Executive Scerctary by thé General
Agreement * shall be excrcised by the person holding the position of
Director-General, who shall. for this purpose, also hold the position of
Lxecutive Sceretary ™. '
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THE GENERAL AGREEMENT
~ ON TARIFFS AND TRADE

The Governments of the COMMONWEALTH OF AUSTRALIA, the KINGDOM
OF BELGIUM, the UNITED STATES OF BraziL, Burma, CANADA, CEYLON, the
RepusLic of CHILE, the RePUBLIC OF CHINA, the RiruaLic of Cusa, the
CzecrosLovak Repusiic, the FRENCH REPUBLIC, INDIA, LEBANON, the
GRAND-DUCHY OF LUXEMBURG, the KINGDOM OF THE NETHERLANDS,
NEW ZEALAND, the KINGDOM OF NORWAY, PAKISTAN, SOUTHERN R1IODFS!IA,
SYria, the UniON OF SouTit AfricA, the Unimp KiINGDOM OF GREAT
BRrITAIN AND NORTHERN IRELAND, and the UNITED STATES OF AMERICA:

Recognizing that their relations in the ficld of trade and economic
endeavour should be conducted with a view to raising standards of living,
ensuring full employment and a large and steadily growing volume of real
income and effective demand, developing the full use of the resources of

the world and expanding the production and exchange of goods,

Being desirous of contributing o these objectives by entering into
reciprocal and mutually advantageous arrangements directed to the substan-

tial reduction of tariffs and other barriers to trade and (o the elimination
of discriminatory treatment in international commerce,

Have through their Repmem:ﬁves agreed as follows:

45-025 0 - 85 - 34
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PART 1

Article 1

General Most-Favoured- Nation Treatment

1. With respect to customs duties and charges of any kind imposed on
»r in connection with importation or ‘exportation or imposed on the
international transfer of payments for imports or exports, and with respect
to the method of levying such duties and charges, and with respect to all
tules and formalitics in connection with importation and exportation, and
with respect to all matters referred to in paragraphs 2 and 4 of Article U1, *
" any advantage, favour, privilege or immunity granted by any contracting
party to any product originating in or destined for any other country shall
be accorded immediatcly and unconditionally to the like product originating
-in or destined for the territories of all other contracting parties.

2. The provisions of paragraph 1 of this Article shall not require the
climination of any preferences in respect of import duties or charges which
" do not exceed the levels provided for in paragraph 4 of this Article and which
fall within the following descriptions:

(a) Prcfercnces in force exclusively hetween two or more of the terri-
torics listed in Annex A, subject to the conditions set forth therein;

(h) Preferences in force excluively between two or more territories
which on July 1, 1939, were connccted by common sovereignty or
relations of protection or suzerainty and which are listed in Annexes
- B, C and D, subject to the conditiuns sct forth therein;

(c) Preferences in force exclusively helween the Umu:d States of
America and the Republic of Cuba;

(d) Preferences in force excluswely bctm neighbounng countries
listed in Annexes Eand F. © -

3. The provisions of paragraph 1 shall not apply to prel‘crenoes between
the countries formerly a part of the Ottoman Empire and detached from it
on July 24, 1923, provided such preferences are approved under pars-
graph S ¢ of Article XXV, which shall be applied in this respect in the light
of paragraph | of Article XXIX.

1 The suthentic texd erronsously reads = sub-paragraph $ (#) ™.
N 2
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) ARTICLES | AND 1} . 3

4. The margin of preference ®* on any product in respect of which a
preference is permitted under paragraph 2 of this Article but is not speci-
fically set forth as a maximum margin of preference in the appropriate
Schedule annexed to this Agreement shall not exceed:

(@) in respect of duties or charges on any product described in such
Schedule, the difference between the most-favoured-nation and
preferential rates provided for therein; if no preferential rate is
provided for, the preferential rate shall for the purposes of this
paragraph be taken to be that in force on April 10, 1947, and, if

" _ no most-favoured-nation rate is provided for, the margin shall not
exceed the difference between the most-favoured-nation and pre-
ferential rates existing on April 10, 1947,

(h) in respect of duties or charges on any product not described in the
appropriate Schedule, the differcnce between the most-favoured-
nation and preferential rates existing on April 10, 1947,

In the case of the contracting parties named in Annex G, the datc of April 10,
1947, referred to in sub-paragraphs (a) and () of this paragraph shall be
replaced by the respective dates set forth in that Annex.

Article I1
Schedules of Concessions

1. () bLach contracting party shall accord to the commerce of the
other contracting pariies trcatment no less favourable than that provided
foe in the appropriate Part of the appropriate Schedule annesed to this
Agicement,

(M) The products Jdescribed in Part 1 of the Schedule relating to
any contracting party, which are the priducts of territories of other con-
tracting partics, shall, on their importation into the territory to which the
Schedule relates. and subject to the terms, conditions or qualifications set
" forth in that Schedule, be exempt from ordinary customs duties in excess
of those set forth and provided for therein. Such products shall also
be exempt from all other duties or charges of any kind imposed on or in
connection with importation in excess of those imposed on the date of this
Agrecment or those directly and mandatorily required to be imposed
thereafler by legislation in force in the importing territory on that date.

(c) The products described in Part Il of the Schedule relating to
any contracling party which are the products of territories entitled under
Article | to receive preferential treatment upon importation into the territory
to which the Schedule relates shall, on their importation into such territory,
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4 ARTICLE Wl

and subject to the terms, conditions or qualifications set forth in that
Schedule, be exempt from ordinary customs duties in excess of those
set forth and provided for in Part I of that Schedule. Such products shall
also be exempt from all other duties or charges of any kind imposed on
or in connection with importation in excess of those imposed on the date
of this Agreement or those directly and mandatorily required to be imposed
thereafter by legislation in force in the importing territory on that date.
Nothing in this Article shall prevent any contracting party from maintaining
its requirements existing on the date of this Agreement as to the eligibility
of goods for entry at preferential rates of duty.

2. Nothing in this Article shall prevent any contracting party from
imposing at any time on the importation of any product:

(a) a charge equivalent to an internal tax imposed consistently with
the provisions of paragraph 2 of Article 111 * in respect of the like
domestic product or in respect of an article from which the imported
product has been manufactured or produced in wholc or in part;

(b) any anti-dumping or countervailing duty applied consistently with
the provisions of Article V1;*

(c) fecs or other charges commensurate with the cost of services
rendered. '

3. No contracting party shall alter its method of determining dutiable
value or of converting currencies so as to impair the value of any of the
concessions provided for in the appropriate Schedule annexed to this

Agreement,

4. [fany contracting party establishes, maintains or authorizes, formally
or in effect, a monopoly of the importation of any product described in
the appropriate Schedule anncxed to this Agrecment, such monopoly shall
not, except as provided for in that Schedule or as otherwise agreed between
the parties which initially negotiated the concession, operate 50 as to afford
protection on the average in excess of the amount of protection provided
for in that Schedule. The provisions of this paragraph shall not limit -
the use by contracting parties of any form of assistance to domalic pro-
ducers permitted by other provisions of this Agreement.®

S. If any contracting party considers that a product is not receiving
from another contracting party the treatment which the first contracting
" party believes to have becn contemplated by a concession provided for in
the appropriate Schedule annexed to this Agreement, it shall bring the matter
directly to the attention of the other contracting party. If the latter agrees
(hat the treatment contemplated was that claimed by the first contracting
party, but declares that such treatment cannot be accorded because a court
ot other proper authority has ruled to the effect that the product involved



2435

ARTICLE 1 5

cannot be classified under the tarifl laws of such contracting party so as
to permit the treatment contemplated in this Agreement, the two contracting
parties, together with any other contricting parties substantially interested,
shall enter promptly into further negotiations with a view to a compensatory
adjustment of the matter.

6. (@) The specific duties and charges included in the Schedules
relating to contracting parties members of the International Monetary Fund,
and margins of preference in specific duties and charges maintained by
such contracting parties. are expressed in the appropriate currency at the
par value accepted or pravisionally recognized by the Fund at the date
of this Agreement. Accordingly. in case this par value is reduced consis-
tently with the Articles of Agreement of the International Monetary Fund
by more than twenty per centum, such specific duties and charges and mar-’
gins of prefcrence may be adjusted to take account of such reduction;
Provided that the CONTRACTING PARTUS (i.e., the contracting parties acting -
jointly as provided for in Article XXV) concur that such adjustments will
not impair the value of the concessions provided for in the appropriate
Schedule or clsewhere in this Agreement, duc account being taken of all
factors which may influence the need for, or urgency of, such adjustments.

(h) Similar provisions shall apply to any contractling party not a
member of the Fund, as from the date on which such contracting party
becomes a member of the Fund or enters into a special exchange agreement
in pursuance of Article XV.

7. The Schedules anncxed to this Agreement are hereby made an
integral part of Part 1 of this Agreement.
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PART U

Article 111 *
National Treatment on Internal Taxation and Regulation

1. The contracting parties recognize that internal taxes and other
internal charges. and laws, regulations and requirements affecting :the
internal sale, offering for sale, purchase, transportation, distribution or use
of products, and internal quantitative regulations requiring the mixture,
processing or use of products in specitied amounts or proportions, should
not be applied to imported or domestic products so as to afford protection
to dofnestic production.®

2. The products of the territory of any contracting party imponed
into the territory of any other contracting party shall not be subject, directly
or indirectly, to internal taxes or other internal charges of any kind in
excess of those applied. directly or indirectly, 10 like domestic products.
Moreover. no contracting party shall otherwise apply internal taxes or
other intcrnal charges to imported or domestic products in a manner con-
trary to the principles set forth in paragraph 1.¢

3.  With respect 10 any existing internal tax which is inconsistent with
the provisions of paragraph 2, bt which is specifically authorized under a
uade agreement, in force on April 10, 1947, in which the import duty on
the taxed product is bound against increasc, the contracting party imposing
the tax shall be free to postpone the application of the provisions of para-
graph 2 to such tax until such time as it can obtain relcase from the obliga-
tions of such trade agreement in order to permit the increase of such duty
10 the extent necessary (0 compensate for the elimination of the protective
element of the tax. _

4. The products of the territory of any contracting party imported
into the territory of any other contracting party shall he accorded: treat.
ment no less favourable than that accorded to like products of national
origin in respect of all laws, regulations and requirements affecting their
internal sale, offering for sale, purchase, transportation, distribution or
use. The provisions of this paragraph shall not prevent the application
. of differential internal transportation charges which are based exclusively
on the economic gperation of the means of transport and not on the national-
ity of the product. °
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ARTICLE Il 7
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5. No contracting party shall establish or maintain any internal
quantitative regulation relating to the mixture, processing or use of products
in speciticd amounts or proportions which requires, directly or indirecily,
that any specified amount or proportion of any product which is the subject
of the rcgulation must be supplied from domestic sources. Moreover, no
contracting party shall otherwise apply internal quantitative regulations in
a manner contrary to the principles set forth in paragraph 1.¢

6. The provisions of paragraph § shall not apply to any internal
quantitative regulation in foree sn the territory of any contracting party on
Julv'1, 1939, April 10, 1947, or March 24, 1948, at the option of that con-
tracting party : Provided that any such regulation which is contrary to the
provisions of paragraph § shall not be modilied to the detriment of imports
and shall be treated as a customs duty for the purpose of negotiation.

7. Nointernal quantitative regulation relating to the mixture, processing
or use of products in specified amounts or proportions shall be apphed in
such a manner as to allocate any such amount or proportion among cxlemal
sources of supply.

" 8. (a) The provisions of this Arucle shall not apply to laws, regula-
tions or requirements governing the procurement hy governmental agencies
of products purchased for governmental purposes and not with a view to
commercial resale or with 2 view 10 use in the production of goods for
commercial sale.

(b) The provisions of this Arucle shall not prevent the payment
of subsidics exclusively to ‘domestic producers. including payments (o
domestic producers derived from the proceeds of internal taxes or charges
applied consistently with the provisions of this Article and subsidies cficcted
thiough governmental purchases of domestic products.

9. The contracting parties recognize that internal maxunum price
control measures, even though conforming te the other provisions of this
Article, can have effects prejudicial to the interests of contricting parties
supplying imported products. Accordingly, contracting partics applying
such measures shall tuke account of the interests of exporting contracting
partics with a view to avoiding 1o the fullest practicable extent such pre-
judicial efects.

_ 10. The provisions of this Article shall not prevent any conyacting
party from establishing or maintaining internal quantitative regulations
relating to exposed cinematograph films and meeting the requirements of
Article IV.
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- Article IV

Special Provisions relating to Cinematograph Films

If any contracting party establishes or maintains internal quantitative
regulations relating to exposed cincmatograph films, such regulations shafl
take the form of screen quotas which shall conform to the following require-

ments:

(a)

®)

Screen quotas may require the exhibition of cinematograph films
of national origin during a specified minimum proportion of the
total screen time actually utihzed, over a specified period of not
less than one year, in the commercial exhibition of all films of
whatever origin, and shall be computed on the basis of screen time
per theatre per year or the equivalent thercof;

With the exception of screen time reserved for films of national
origin under a screen quota, screcn time including that released

* by administrative action from screen time resecved for films of

o (y)

(1))

national origin. shall not be allocated formally or in effect among
sources of supply;

Notwithstanding the provisions of sub-paragraph () of this Article,
any contracting party may maintain screen quotas conforming to
the requirements of sub-paragraph (i) of this Article which reserve

‘8 miimum propotion of screcn time for hlms of o specified origin

other than that of the contracting party imposing such screen
quotas; Provided that no such minimum proportion of screen time
shall be increased above the level in effect on April 10, 1947;

Screen quotas shall be subject 10 negotiation for their limitation,
liberalization or chmination.

Article V
Freedom of Trunsit
Gouods (including baggape), and also seswels and other means of

- transport, shall be deemed to be in transit across the territory of a contracting
party when the passage across such territory, with or. without trans-ship-
ment, warchousing, breaking bulk, or change in the mode of transport,
is only a portion of a complete journey beginning and terminating beyond
the fronticr of the contracting parly across whase territory the traffic

passes.

Traflic of this nature is termed in this Article = traffic in transit .
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2." There shall be freedom of transit through the territory of each
contraciing party, via the routes most convenient for international transit,
for traflic in transit to or from the territory of other contracting partics.
No distinction shall be made which is based on the flag of vessels, the place
of origin. departure, entry, exit or destination, or on any gircumstances
relating to the ownership of goods, of vessels or of other means of transport,

3. Any contracting party may require that traffic in transit through
its territory be entered at the proper custom house, but, except in cases
of failure to comply with applicable customs laws and regulations, such
traffic coming from or going to the territory of other contracting parties
shall not be subject to any unnecessary delays or restrictions and shall be
exempt from customs duties and from all transit duties or other charges
imposed in respect of transit, except charges for transportation or those
commensurate with administrative expenses entailed by transit or with .he
cust of services rendered.

4. All charges and regulations imposed by contracting parties on
traflic in transit to or from tke territories of other contracting parties shall
be reasonable, having regard to the conditions of the traffic.

S.  With respect to all charges, regulations and formalities in connection
with transit, each contracting party shall accord to traffic in transit to or
from the territory of any other contracting party treatment no less favour-
able than the treatment accorded to traffic in transit to or from any turd
country.*

6. Each contracting party shall accord to products which have been
in transit through the territory of any other contracting party treatment
no less favourabie than that which would have been accorded to such
products had they been transported from their place of origin 1o their
destination without going through the territory of such ather contracting
party. Any contracting party shall, however, be free to maintain its require-
ments of direct consignment existing on the date of this Agreement, in
respect of any goods in regard to which such direct consignment is a requisite -
condition of eligibility for entry of the goods at preferential rates of duty
or has relation to the contracting party’s prescribed method of valuation

for duty purposes.

7. The provisions of this Article shall not apply to the operation of
aircraft in transit, but shall apply to air transit of goods (including bagpage).
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L Article VI -
Anti-dumping and Countervailing Duties

1. The contracting parties recognize that dumping, by which products
of one country are introduced into the commerce of another country at
less than the normal value of the products, is to be condemned if it causes
or threatens material injury to an established industry in the territory of
a contracting party or materially retards the establishinent of a domestic
industry. For the purposes of this Article, a product is to be considered
as being iniroduced into the commerce of an importing country at less than
its normal value, if the price of the product exported from one country
to another

(@) is less than the comparable price, in the ordinary course ol; li’ade.
for the like product when destined for consumption in the exporting
country. of, o

(b) in the absence of such domestic price. is less than either '
(i) the highest comparable price for the like product for export
" to any third country in the ordinary course of tiade, or
(ii) the cost of production of the product in the country of ongm
plus a reasonable addition for scelling cost and profit.:

Due allowance shall be made in each case for differcnces n conditions and
terms of sale, for differences in taxation, and for other ditferences affecting
price comp.nrablhly .

2. In order to offset or prevent dumping, a contiacting ‘parly may
levy on any dumped product an anti-dumping duty not greater in amount
than the margin of dumping in respect of such ptoducl For the purposes
of this Article, the margin of dumping is the price dlmrence determined
in ‘accordance with the provisions of paragraph 1.*

3. Nocountervailing duty shall be levied on any product of the territory
of any contracting party importcd into the tertury of anuther contracting
party in excess of an amount equal to the estimated bounty or subsidy
determined to have been granted, directly or indirectly, on the manufacture,
production or export of such product in the vountry of origin or exporta-
tion, including any special subsidy to the transportation of a particular
product. The term * countervailing duty ™ shall be understood to mean
8 special duty levied for the purpose of offsetting any bounty or subsidy
bestowed, darqcuy or indirectly, upon the manufacture, production or upon_
of any merchandisx.®
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4. No product of the territory of any contracting party imported into
the territory of any other contracting party shall be subject to anti-dumping
or countervailing duty by reason of the excmption of such product from
duties or taxes borne by the like product when destined for consumption
in the country of origin or exportation, or by reason of the refund of such
duties or taxes. .

5. No product of the territory of any contracting party imported into
the ternitory of any other contracting party shall be subject to both anti
dumping and countervailing dutics to compensate for-the same situation
of dumping or export subsidization.

6. (a). No contracting party shall levy any anti dumping or connee-
vailing duty on the importation of any product of the territory of anotha
contracting party unless it detcrmines that the effcct of the dumping or
subsidization, as the case may be, is such as to causs or threaten matetial
injury to an established domecstic industry, or is such as to retard materi:-li,
the cstablishment of a domedtic industry.

(h) The CONTRACTING PARTIES may waive the requircment of sub-
parapraph (a) of this paragraph so as to permit a contracting party to levy
an anti-dumping or countervailing duty on the importation of any product
for the purpose of olisetting dumping or subsidization which causes or
thicatens matenal injury to an industry in the territory of another contract-
ing party cxporting the product concerned to the territory of the importing
conteactine party The € ocapraciinG Parines shall waive the requitements
of ~ub paragrap’s (a) of this paragraph, so as 1o permit the levvine o1 o
countenvailing July, in cases in which they find that a subsidy is causng
or threatening material injury to an industry in the territory of another
contracting party exporting the product concerned to the territory ol the
importing contracting party.®

(c) In exceptional circumstances, however, where delay might cause
damage which would he difficult to repair, & contracting party may fevy
a countervailing duty for the purpose referred to in sub-paragraph (b} of
this paragruph without the prior approval of the CONTRACTING PAR1IES;
Provided that such action shall be reported immediately to the CONTRACTING
Partis and that the countervailing duty shall he withdrawn promptly if
the CONTRACTING PARTIIS disapprove.

7. A system for the stabilization of the domestic price or of the return
to domestic producers of a primary commaodity, independently of the move-
ments of export prices, which results at times in the sale of the commodity
for export at a price lower than the comparahle price charged for the like
commodily to buyers 1in the domestic market, shall be presumed aol o
result in material injury within the meaning of paragraph 6 if it is determined
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by consultation among the contracting parties substantially interested in
the commodity concerned that:

(@) the system has also resulted in the sale of the commodity for export
at a price higher than the comparable price charged for the like
commodity to buyers in the domestic market, and

(b) the system is so operated, either because of the effective regula-
tion of production, or otherwise, as not to stimulate exports unduly
or otherwise seriously prejudice the interests of other contracting
parties. .

Article VII
Valuation for Customs Purposes

1. The contracting parties recognize the validity of the general prin-
ciples of valuation set forth in the following paragraphs of this Article, and
they undertake to give effect to such principles, in respect of all products
subject to duties or other charges * or restrictions on importation and expor-
tation based upon or regulated in any manner by value. Moreover, they
shall, upon a request by another contracting party review the operation of
any of their laws or regulations relating to value for customs purposes in
the light of these principles. The CONTRACTING PARTIFS may request from
contracting parties reports on steps taken by them in pursuance of the
provisions of this Article.

2. (a) The value for customs purposes of imported merchandise
should be based on the actual value of the imported merchandise on which
duty is assessed, or of like merchandise, and should not be based on the
value of merchandise of national origin or on arbitrary or fictitious values.®

(b) “Actual valuc ™ should be the price at which, at a time and place
determined by the kegislation of the country of importation, such or like
merchandie is sold or offered for sale in the ordinary course of trade under
fully eompctitive conditions. To the extent to which the price of such
or like merchandise is governcd by the quantity in a particular transaction,
the price to be comidered should uniformly be related to either (i) compar-
- able quantities, or (ii) quantities not less favourable to importers than those
in which the gicater volume of the merchandise is sold in the tmde between
the countries of exportation and importation.®

(c) When the actual value is not ascertainable in acoordm
with sub-paragraph (B) of this paragraph, the value for customs purposes
should be hased on the nearest ascertainable equivalent of such value.*

3. The valuc for customs purposes of any imported product should
not include the amount of any internal tax, applicable within the countsy of
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orign or expert, from which the imported product has been cxempted or
has heen or will be relieved by means of refund.

4. (a) Except as otherwise provided for in this paragraph, where it
i necessary for the purposes of paragraph 2 of this Article for a contracting
party to convert into its own currency a price expressed in the currency
of another country, the conversion rate of exchange to be used shall be
based, for each currency involved, on the par valuc as established pursuant
to the Articles of Agreement of the International Monctary Fund or on the
rate of exchange recognized by the Fund, or on the par valuc established
in accordance with a special exchange agreement entcred into pursu.ml to
Article XV of this Agreement.

(b) Where no such established par value and no such recognized
rate of exchange exist, the conversion rate shall reflect effectively the current
value of such currency in commecrcial transactions.

() Thc CONTRACTING PARTIES, in agreement with the International
Monetary Fund, shall formulate rules governing the conversion by contract-
ing partics of any forcign currency in respect of which multiple rates of
exchange are maintained consistently with the Articles of Agreement of
the International Monetary Fund. Any contracting party may spply such
rules in respect of such foreign currencies for the purposes of paragraph 2
of this Article as an alternative to the use of par values. Until such rules
are adopted by the CONIRACTING Panriiis, any contracting party may
employ, in respect of any such foreign currency. rules of conversion for
the purposes of paragraph 2 of this Article which are designed to reflect
effectively the value of such foreign currency in commercial transactions.

(d) Nothi;\g in this paragraph shall be construed to require any
contracting party to alter the method of converting currencies for customs
purposes which is applicable in its territory on the date of this Agreement,
if such alteration would have the effect of increasing generally the amounts
of duty payable.

5. The bases and methods for determining the value of products
subject to duties or other charges or restrictions based upon or regulated in
any manner by value should be stable and should be given sufficient publi-
city to enable traders to estimate, with s reasonable degree of certainty,
the value for customs purposes.
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Article VIII

Fees and Formalities connected with Importation
and Exportation ®

1. (a) All fees and charges of whatever character (other than import
and export duties and other than taxes within the purview of Article IIT)
imposed by contracting parties on or in connexion with importation or
exportation shall be limited in amount to the approximate cost of services
rendered and shall not represent an indirect protection to domestic products
or a taxation of imports or exports for fiscal purposes.

(M) The contracting parties recognize the need for reducing the
number and diversity of fees and charges referred t0.in sub-paragraph (a).
(¢) The contracting parties also recognize the nced for minimizing
the incidence and complexity of import and export formalities and for de-
creasing and simplifying import and export ducumentation requirements.®

2. A contracting party shall, upon request by another contracting
party or by the CONTRACTING PaRTIES, review the operation of its laws
and regulations in the Jight of the provisiuns of this Article.

3. No contracting party shall impose substantial penalties for minor
breaches of customs regulations or procedural requirements.  In particular,
no penalty in respect of any omission or mista'ic in customs documentation
which it easily reclifiable anrd obviously mad'e without fraudulent intent
or grins neglip-nce shall be greater than necessary to swerve merely as a
warming.

4. The provisions of this Article shall extend to fees, charges, formal-
ities and requirements imposed by governmental authorities in con-

* pexion with importation and exportation, including those relating to:

(a) consular transactions, such ax consular invoices and certificates;

(®) quantitative restrictions; :

(¢) ficensing;

_ (d) exchange control;

(e) statistical services;

(f) documents, documentation and certification;

(g). analysis and inspection; and

(A) quarantine, sanitation and fumigation.


http://mist.ru

2445

ARTICLE 1X 15

Article IX
Marks of Origin

1. Each contracting party shall accord to the products of the territories
-of other contracting parties treatment with regard to marking requirements
ho less favourable than the treatment sccorded to like products of any
third country.

2. The contracting parties recognize that, in adopting and enforcing
laws and regulations relating to marks of origin, the difficulties and incon-
venienices which such measures may cause to the commerce and industry
of exporting countries should be reduced to a minimum, due regard being
had to the necessity of protecting consumers against fraudulent or misleading
indications.

3. Whenever it is administratively practicable to do so, contracting
parties should permit required marks of origin to be affixed at the time
of importation.

4. The laws and regulations of contracting parties relating to the
marking of imported products shall be such as to permit compliance without
seriously damaging the products, or materially reducing their value, or
_ unreasonably increasing their cost.

S. As a general rule, no special duty or penalty should be imposed
by any contracting party for failure to comply with marking requirements
prior to importation unless corrective marking is unreasonably delayed or
deceptive marks have been affixed or the required marking has been inten-
tionally omitted.

6. The contracting parties shall co-operate with each other with a
view to preventing the use of trade names in such manner as to misrepresent
the true origin of a product, to the detriment of such distinctive regional
or geographical names of products of the territory of a contracting party
as arc protected by its legislation. Each contracting party shall accord
full and sympathetic consideration to such requests or representations as
may be made by any other contracting party regarding the application of
the undertaking set forth in the preceding sentence to names of products
which have been communicated to it by the other contracting party.-
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Article X
Publication and Administration of Trade Regulotions

1. Laws, regulations, judicial decisions and administrative rulings of
genenal application, made effective by any contracting party, pertaining to
the classification or the valuation of products for customs purposes, or to
mates of duty, taxes or other charges, or to requirements, restrictions or
prohibitions on imports or exports or on the transfer of payments therefor,
or affecting their sale, distribution, transportation, insurance, warehousing,
inspection; exhibition, processing, mixing or other use, shall be published
promptly in such a manner as to enable governments and traders to become
acquainted with them. Agreements affecting international trade policy
which are in force between the government or a governmental agency of
any contracting party and the government or governmental agency of any
other contracting party shall glso be published. The provisions of this
paragraph shall not require any contracting party to disclose confidential '
information which would impede law enforcement or otherwise be con-
trary to the public interest or would prejudice the legitimate commercial
interests of particular enterprises, public or private.

. 2. No measure of general application taken by any contracting party
effecting an advance in 2 rate of duty or other charge on imports under an
established and uniform practice, or imposing a new or more burdensome
requirement, resiriclion or prohibition on imports, or on the transfer of
payments therefor, shall be enforced before such measure has been officially
3. (o) Each contracting party shall administer in a uniform, impartial
and reasonable manner all its laws, regulations, decisions and rulings of the
.kind described in paragraph | of this Article. .

. (b) Each contracting party shall maintain, or institute as soon as
practicable, judicial, arbitral or administrative tribunals or procedures
for the purpose, infer alia, of the prompt review and correction of adminis-
trative action relating to customs maticrs. Such tribunals or procedures
shall be independent of the agencics entrusted with administrative enforce-
ment end their decisions shall be implemented by, and shall govern the
practice of, such agencies unless an appeal it lodped with a court or
tribunal of superion jurisdiction within the time prescribed for appeals to
be lodged by importers; Provided that the central administration of such
agency may teke steps (o obtain a review of the matier in aflother proceeding
Edueumdmnm&hcwmatthdmdmkmum:ﬂmmb-
WVmclph of law or the actual facts.
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(c) ‘the provisions of sub-paragraph (# of this paragraph shall
not requirc the elimination or substitution of procedures in force in the
terotory of & contracting party on the date of this Agreement which in
fact provide for an objective and impartial review of administrative action
cven though such procedures are not fully or formally independent of the
agencics entrusted with administrative enforcement.  Any contracting party
cmploving such procedures shall, upon request, furnish the CONTRACTING
Pariits with full information thercon in order that they may determine
whether such procedures conform to the requirements of this sub-paragraph.

Article X1 *
General Elinunation of Quantitative Restrictions

t. No prohibitions or restrictions other than duties, taxes or other
charges, whether made cifective through quotas, import or export licences
or other mcasures, shall be instituted or maintained by any contracting
party on the importation of any product of the territory of any other con-
tracting party or on the exportation or sale for export of any product
destined for the territory of any other contracting party.

2. The provisions ol paragraph 1 of this Article shall not extend to
the followning:

(u) I*xport prohibitions or restrictions temporarily applied to prevent
or relieve critical shortages of foodstufls or other products essential
to the exporting contracting party;

{(h) Import and export prohihitions or restrictions necessary to the
application of standards or regulations for the classification,
grading or marketing of commodities in international trade;

(¢) Import restrictions «n any agricultural or fisheries product, impoerted
in any form,* neeessary to the enforcement of governmental
mcasures which operate:

(1) 10 vestinct the quantsties of the like domestic product permitted
to he nurhketed or produced, or, if there is no substantial
domestic production of the like product. of a domestic pro-
duct for which the imported product can be directly substituted;
or L

(i) to remove a temporary surplus of the like domestic product,
or, if there is no substantial domestic ‘production of the like
product, of a domestic product for which the imported product
can be directly substituted, by making the surplus available

45-025 0 - 85 - 35
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to certain groups of domestic consumers free of charge or at
prices below the current market level; or

- (iif) to restrict the quantities permitted to be produced of any
animal product the production of which is directly dependent,
wholly or mainly, on the imported commodity. if the domestic
production of that commodity is relatively negligible.

Any contracting party applying restrictions on the importation of any
product pursuant to sub-paragraph (c) of this paragraph shall give public
notice of tie total quantity or value of the product permitted to be imported
during a specified future period and of any change in such quantity or
vialue. Morcover, any restrictions applied under (i) above shall not be
such as will reduce the total of imports relative to the total of domestic
production, as compared with the proportion which might reasonably be
expected to rule between the two in the absence of restrictions.  In deter-
mining this proportion, the contracting party shall pay due regard to the
proportion prevailing during a previous representative pcriocf and to any
special factors® which may have affected or may be affecting the trade in
the product concerned. ’

Article XIT *
Restrictions to Safeguard the Balance of Payments

1. . Notwithstanding the provisions of paragraph 1 of Article XI, any

* contracting party, in order to safeguard its external financial position and

its balance of payments, may restrict the quantity or value of merchandise

permitted to be imported, subject to the provisions of the following para-
graphs of this Article.

2. (a) mport restrictions instituted, maintained or intensified by a
_contracling party under this Article shall not exceed those nccessary:

(i) to forestall the imminent threat of, or to stop, a serious decline
in its monetary reserves, or

(ii) in thc case of a contracting party with very low monctary
reserves. to achieve a reasonable rate of increase in its rescrves.

Duc regard shall be paid in either case to any special factors which may
be affecting the reserves of such contracting party or its need for reserves,
including. where special external credits or other resources are available
to it the nced to provide for the appropriate use of such credits or resources.’
: - (#) Contracting parties applying restrictions under sub-para-
graph (a) of this paragraph shall progressively relax them as such condi-
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* tions improve, maintaining them only 1o the extent that the conditions
specified in that sub-paragraph sull justify their application. They shall
climinate the restrictions when conditions would no longer justify their
imttution or maintenance under that sub-paragraph.

3. (a) Contracting partics undertake, in carrying out their domesuc
policies, to pay due regard to the need for maintaining or restoring equi-
librium in their balance of payments on a sound and lasting basis and to
the desirability of avoiding an uneconomic employment of productive
resources.  They recopanse that, in ofder to achicve these ends. it is desir-
able so far as possible to adopt measures which expand rather than contract
international trade.

(b) Contracting parties applying restrictions under this Article inay
determine the incidence of the restrictions on imports of different products
or classes of products in such a way as to give prionty to the importation
of those products which ure more essential.

(c) Contracting parties applying restricbons under this Article
undertake:

(i) to avoid unnecessary damage to the commercial or economic
interests of any other contracting party ;*.

(ii) not to apply restrictions so as to prevent unreasonably the
importation of any description of gonds 1n minimum commer-
cial quantities the exclusion of which would impair regular
channels of trade; and

(iii) not to apply restrictions which would prevent the importation
of commercial samples or prevent compliance with patent,
trade mark, copyright, or similar proccdures.

(d) The contracting parties recognize that, as a result of domestic
policies directed towards the achievement and maintenance of full and
productive employment or towards the development of economic resources,
a contracting party may experience a high level of demand for imports
_ involving a threat to its monetary rescrves of the sort referred to in para-

graph 2(a) of this Article. Accordingly, a contracting party otherwise
complying with the provisions of this Article shall not be required to_with-
draw or modify restrictions on the ground that a change in those policies
would render unnecessary restrictions which it ix applying under this
Article.

4. (q) Any contracting party applying new rextrictions or raising the
general Jevel of its existing restrictions by a substantial intensitication of
the measures applied under this Article | immediately after instituting
or intensifying such restrictions (or, in circushstances in which prior con-
sultation is practicable. before doing 50) consult with the ConiracninG
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l’um as to the nature of its balance ol'r payments difficultics, alternative
corrective measures which may be available, and the possible effect of the -
restrictions on the economies of other contracting parties.

() On a date to be determined by them,®* the CONTRACTING
PaxTies shall review all restrictions still applied under this Article on that
date. Beginning one year after that date, contracting parties applying
import restrictions under this Article shall enter into consultations of the
type provided for in sub-paragraph (a) of this paragraph with the Con-
TRACTING PARTIES annually.

(¢) (@) If, in the course of consultations with a contracting party
under sub-paragraph (a) or (b) above, the CoNTRACTING PARTIES find that
the restrictions are not consistent with the provisions of this Article or
with those of Article XIII (subject to the provisions of Article XIV), they
shall indicate the nature of the inconsistency and may advise that the restric-
tions be suitably modified.

(ii) 1f, however, as a result of the consultations, the CONTRAC-
TING PanTiEs determine that the restrictions are being applied in a manner
involving an inconsistency of a serious nature with the provisions of this
Article or with those of Article X111 (subject to the provisions of Ariicle XIV)
and that damage to the trade of any contracting party is caused or threatened
thereby, they shall so inform the contracting party applying the restrictions
and shall make appropriate recommendations for securing conformity
with such provisions within a specified period of time. If such contracting
party does not comply with these recommendations within the specified
period; the CONTRACTING PARTIES may release any contracting party the
trade of which is adversely affected by the restrictions from such obliga-
tions under this Agreement towards the contracting party applying the
restrictions as they determine to be appropriate in the circumstances.

(d) The Comimacming Pamties shall invite any contracting party
which is applying restrictions under this Article to enter into consultations
with them at the request of any contracting party which can establish a prima
Jocie case that the restrictions are inconsistent with the provisions of this
Article or with those of Article XIII (subject to the provisions of Article
X{V) and that its trade is adversely affected thereby. However, no such
invitation shall be issued unless the CuNTRACTING PARTIFS have ascertained
that direct discussions between the contracting parties concerned have not
been successful. T, as a tesult of the consultations with the CONTRACTING
ParTies, no agreement is reached and they determine that the restrictions
are being applied inconsistently with such provisions, and that damage
to the trade of the contracting party initiating the procedure is caused or
threatened thereby, they shall recommend the withdrawal or modification
of the restrictions. If the restrictions are ot withdrawn or modified
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within such time as the CONTRACTING PARTIES may prescribe, they may
release the contracting party initiating the procedure from such obligations
under this Agreement towards the contracting party applying the restric-
tions as they determine to be appropriate in the circumstances. -

(¢) In proceeding under this paragraph, the CONTRACTING PARTIES
shall have due regard to any special external factors adversely affecting
the export trade of the contracting party applying restrictions.®

(/) Determinations under this paragraph shall be rendered expedi-
tiously and. if possible, within sixty days of the initiation of the consulta-
tions.

5. If there is a persistent and widespread application of import restric-

tions under this Article, indicating the existence of a general disequilibrium
which is restricting international trade, the CONTRACTING PaRTIES shall
‘initiate discussions to consider whether other measures might be taken,
ecither by those contracting parties the balances of payments of which are
under pressure or by those the balances of payments of which are tending
to be exceptionally favourable, or by any appropriate intergovernmental
urganization, to remove the underlying causes of the disequilibrium. On
the invitation of the CONTRACTING ParTies, contracting parties shall partici-
pate in such discussions.

Article XI1I *
Non-discriminatory Administration of Quantitative Resirictions

I. No prohibition or restriction shall be applied by any contracting
party on the importation of any product of the teiritory of any other
contracting party or on the exportation of any product destined for the
territory of any other contracting party, unless the importation of the like
product of all third courntrics or the exportation of the like product to all
third countries is similarly prohibited or restricted, :

2. In applying import restrictions to any produzt, conlractmg parties
shall aim at a distribution of trade in such product approaching as closely
as possible the shares which the various contracting parties might be expected
to obtain in the absence of such restrictions, and to this end shall observe
the following provisions:

(a) Wherever practicable, quotas representing lhe toul amount of
permitted imports (whether allocated among supplying countries cr
not) shall be fixed, and notice given of their amount in accordance
with paragraph 3 (6) of this Article;

(5) In cases in which quotas are not practicable, the restrictions may b'
be applied by means of import licences or permits without a quota;
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() Contracting parties shall not, except for purposes of operating
quotas allocated in accordance with sub-paragraph (d) of this
* paragraph, require that import licences or permits be utilized for
the importation of the product concerned from a parucular country

or source;

(d) In cases in which a quota is allocated among supplying countries,
the contracting party applying the restrictions may seek agreement
with respect to the allocation of shares in the quota with all other
contracting parties having a substantial interest in supplying the
product concerned. In cases in which this method is not reason-
ably practicable, the contracting party concerned shall allot to
contracting parties having a substantial interest in supplying the
product shares based upon the proportions. supplicd by such
confracling parties during a previous representative period, of the
total quantity or value of imports of the product, due account
being taken of any special factors which may have affected or may
be affecting the trade in the product. No conditions or formalities
shall be imposed which would prevent any contracting party from
utilizing fully the share of any such total quantity or value which
has been allotted to it, subject to importation being made within
any prescribed perind to which the quota nay relate.®

3. (a) 1n cascs in which import licences are issucd in connection with
import restrictions, the contracting party applying the restrictions shall
provide, upon the request of any contracting party having an interest in
the trade in the product concerned, all relevant information concerning the
administration of the restrictions, the import licences granted over a recent
period and the distribution of such licences among supplying countries;
Provided that there shall be no obligation to supply mformauon as o the
names of importing or supplying cnterprises.

(») In the case of import restrictions involving the fixing of quotas,
the contracting party applying the restrictions shall give public notice of
the totsl quantity or value of the product or products which will be per-
mitted to be imported during a specificd future period and of any change in
such quantity or valuc. Any supplies of the product in question which
were en roufte at the time at which public notice was given shall not be
excluded from entry; Provided that they may be counted so far as practicable,
against the quantity peinaited to be imported in the period in question,
~ and also, where necessary, against the quantities permitted to be imported
in the next following period or periods; and Provided further that if any
contracting party customarily exempte from such restrictions products
entaicd for consumptien ar withdiawn from waichouse {o¢ consumption
during ‘a period of thirty days after the duy of such public notice, such
practice shall be ctinsidered full compliance with this sub-paragraph.
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(c) In the case of quotas allocated among supplying countries, the
contracting party applying the restrictions shall promptly inform all other
contracting parties having an interest in supplying the product concerned
of the shares in the quota currently allocated, by quantity or value, to the
various supplying countries and shall give public notice thereof.

4. With regard to restrictions applied in accordance with paragraph
2 (d) of this Article or under paragraph 2 (r) of Article XI, the selection
of a representative period for any product and the appraisal of any special
factors ® affecting the trade in the product shall be made initially by the
contracting party applying the restriction; ‘Provided that such contracting
parly shall, upon the request of any other contracting party having a sub-
stantial interest in supplying that product or upon the request of the Con-
TRACUING Parirs, consult promptly with the other contracting party o1
the ConIracTING PAR1IFS regarding the need for an adjustment of the
proportion determined or of the base period selected, or for the reappriiisal
of the special factors involved or for the elimination of conditions, for-
malitics ur any other provisions established unilaterally relating to the alloca-
tion of an adequate quota or its unrestricted utilization.

5. The provisions of ‘this Article shall apply to any tarilf guota insti-
tuted or maintained by any contracting party, and. in so far as applicabic,
the principlee of this Article sha!l also extend to export restiictions.

Article XIV *
Ixceprions 1o the Rule of Non diserimination

1. A cuniracting party which applies restrictions under Article X1t
or undor Section B of Article XVHT may_in the application of such cestiic-
tions, Jduviate trom e provisions ol Article X1 in 2 manner having cquiv-
Alent clfeet to pestrictions on pravmeats aod gransfors for curtt oete it o
teamnaoitons which that contiactaig party may at that time apply under
Actich VHI or XIV of the Avticles of Agreement of the dntcomational
Monctary Vund, or under analogous provisions of a special cuharge
agrecient entered info pursuant to paragraph 6 of Article XV.*

2. A contiacting party which is applying import restrictions under

- Asticle X1 o1 under Scction B of Articke XVIII may, with the consent of
the Conreacning Panutes, temporarily deviate from the provisions of

Articic XHUH in respect o 8 small part of its external trade where the henefits

tu the contracting paiéy ©r contracling partics concerned substantially

outweigh any injury whizh tnay result to the trade of other contracting

parties.*
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3. The provisions of Article X111 shall not preclude & group of territories
having a common quota in the International Monetary Fund from applying
apinst imports from other countries, but not among themselves, restric-
tions in accordance with the provisions of Article XII or of Section B of
Article XVIII on condition that such restrictions are in all other mpects
consistent with the provisions of Article Xlll

4. A contracting party applying import restrictions under Article XII
or under Section B of Article XVI1 shall not be precluded by Articles XI
to XV or Section B of Article XVII of this Agreement from applying
measures to direct its exports in such a manner as to increase its earnings
of currencies which it can use without deviation from the provisions of
Article XIII.

5. A contracting party shall not be precluded by Articles XI to XV,
inclusive, or by Section B of Article XVIII, of this Agreement from npplymg
quantitative restrictions:

(o) havmg equivalent effect to exchange restrictions authorized under
Section 3(b) of Article VII of the Articles of Agreement of the
International Monetary Fund, or

(5) under the preferential arrangements provided for in Annex A of
this Agreement, pending the outcome of the negotiations referred
to therein.

Article XV
Exchange Arrangements

1. The ConmmacTiINnG ParTiis shall seck co-operation with the Inter-
nativnal Monetary I"und to the end that thc CONTRACIING Parrirs and the
Fund may puisue 2 co-ordinated policy with regard to exchange questions
within the jurisdiction of the Fund and questions of quantitative restrictions
and other trade measures within the jurisdiction of thc CONTRACTING
Panrus.

2. In all cases in which the CONTRACTING PAR1IFS are called upon to
convder or deal with problems concerning monetary reserves, balances of
payments or forcign exchange arrangements, they shall eonsult fully with
the Intcinational Monetary Fund. In such consultations, the Con-
teac NG Parins shall accept all findings of <tnictical and other facts
prescuted by the Fond relating to foreign cxchange, munctary scserves
and balances of payments, and shall accept the determination of the Fund
as to whether action by a contracting party in exchange matters is in accord-
ance with the Articles of Agreement of the International Monetary Fund
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or with the terms of a special exchange agreement between that contracting
party and the CONTRACTING PARTIES. The CONTRACTING PARTIES, in
reaching their final decision in cases involving the criteria set forth in para-
graph 2 (a) of Article XII or in paragraph 9 of Article XVI11, shall accept
the determination of the Fund as to what constitutes a serious decline in the
coniracting party’s monetary reserves, 8 very low level of its monetary
reserves or a reasonable rate of increase in its monetary reserves, and as to
the financial aspects of other matters covered in consultation in such cases.

3. The CoNTRACUING PARTIES shall seek agreement with the Fund
regarding procedures f{or consultation under paragraph 2 of this Article.

4. Contracting parties shall not, by exchange action, frustratc ® the
intent of the provisions of this Agreement, nor, by trade action, the intent
of the provisions of the Articles of Agreement of the International Monctary
Fund.

5. If the CONTRACTING PARTIES consider, at any time, that exchange
restrictions on payments and transfers in connexion with imports are being
applicd by a contracting party in a manner inconsisient with the excep-
tions provided for in this Agreement for quantitative restrictions, they shall
report thercon to the Fund.

6. Any contracting party which is not a member of the Fund shall.
within a time to be determined by the CONTRACTING PaRTiES after consulta-
tion with the Fund, become a member of the Fund, or, failing that, enter
into a special exchange agreement with the CONTRACTING PARTIES. A con-
tracting party which ceases to be a member of the Fund shall forthwith
enter into a special exchange agreement with the CONTRAC 1ING ParTirs.
Any special exchange agreement entered into by a contracting party under
this paragraph shall thereupon become part of its obligations under this
Agreement. :

7. (a). A special exchsnge agreement between a contracting party and
the ConrACTING ParTus under paragraph 6 of this Article shall provide
to the satisfaction of the CONIRACTING PARTIES that the objectives of this
Agrecment will not be frustrated as a result of action in exchange matters
by the contracting party in question.

(b) The terms of any such agreement shall not imposs obligations
on the contracting party in exchange matters generslly more restrictive .
than those imposed by the Articles opreemtoftbelnmmuoml
Monetary Fund on members of the Fund. )

. Aeonma;pnnyvlmhnm.memherofthe Fund shall
furnish such information within the general scope of section S of Article
VIII of the Articles of Agreement of the International Monetary Fund as
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the CONTRACTING PARTIRS may require in order to carry out their func-
tions under this Agreement.

9. Nothing in this Agreement shall preclude:

() the use by a contracting party of exchange controls or exchange
restrictions in accordance with the Articles of Agreement of the
international Monetary Fund or with that contracting party’s
special exchange agreement with the CONTRACTING PARTIES, or

(b) the use by a contracting party of restrictions or controls on imports
or exports, the sole effect of which, additional 10 the effects per-
mitted under Articles XI, XII, XIIT and X1V, is to make effective
such exchange controls or exchange r_esuictions.

Article XVI *

Subsidies

Section A—Subs.idies in General

1. If any contracting party grants or maintains any subsidy, including
any form of. income or price support, which operates directly or indircctly
to increase exports of any product from, or to reduce imports of any pro-
duct into, its territory, it shall notify the CONTRACTING PARTIFS in writing
of the extent and nature of the subsidization, of the estimated effect of the
subsidization on the quantity of the affected product or products imported
into or &xportcd from its territory and of the circumstances making the
subsidization necessary.  In any case in which it is determined that serious
prejudice to the interests of any other contracting party is caused or threat-
ened by any such subsidization, the contracting party granting the subsidy
shall, upon request, discuss with the other contracting party or parties
ooncerned, or with the CaNTRACTING PARTIES, the possibility of limiting
the subsidization.

Section B - Additional Provisions on Export Subsidies ®

2. The ocontracting parties recognize that the granting by a contracting
party of a subsidy on the export of any product may have harmful effects
for other contracting parties, both importing and exporting, may cause
undue disturbance to their normal commercial interests, and may hmder
the achicvement of the objectives of this Agreement,

3. .Accordingly, contracting partics should seck to avoid the use of
subsidies on the export of primary products. If, however, a coatracting
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party grants directly or indirectly any form of subsidy which operates to
increasc the export of any primary product.from its territory, such subsidy
shall not be applied in 8 manner which results in that contracting party
hiving more than an equitable share of world export trade in that product,
account being taken of the shares of the contracting parties in such trade
in the product during a previous representative period, and any special
factors which may have affected or may be affecting such trade in the pro- .
duct.®

4. Further, as from } January 1958 or the earliest practicable date
thereufter, contracting parties shall cease to grant cither directly or in-
directly any form of subsidy on the export of any product other than a
primary product which subsidy results in the sale of such product for export
at a price lower than the comparable price. charged for the like product
10 buvers in the domestic market. Until 31 December 1957 no contracting
party shall extend the scope of any such snbsidization beyond that existing
on | January 1955 by the mtroduclmn of new, or the extension of existing,
subsidies.®

S. The CONTRACIING PARTIES shall review the operation of the pro-
visions of this Article from time to time with a view to examining its
eflcctiveness, in the light of actual experience, in promoting the objectives
of this Agrecment and avoiding subsidization seriously prejudicial to the
trade or interests of contracting parties.

Article XVII
Siate Trading Enterprises

1.* (o) Each contracting party undertakes that if it establishes or
maintaing a State enterprise, wherever located, or grants to any enterprise,
formally or in effect, eaclusive or special privileges,® such enterprise shall,
{n its purchases or sales involving either imports or exports, act in a2 manner
consistent with the general principles of non-discriminatory treatment
prescribed in this Agreement for governmental measures affecting imports
or cxports by private traders.

(b) The provisions of sub-paragraph (a) of this paragraph shall be
understood to require that such enterprises shall, having due regard to the
other provisions of thic Agreement, make any such purchases or sales
solely in accordance with commercial considerations,® including price,
quality, availability, marketability, transportation and other conditions of
purchase or salc, and shall afford the enterprises of the other contracting
parties adequate opportunity, in accordance with customary business
practice, to compete for participation in such purchases or sales.
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(c) No contracting perty shall prevent sny enterprise (whether or
not an enterprise described in sub-paragraph (a) of this paragraph) under
its jurisdiction from acting in accordance with the principles of sub-
peragraphs (a) and (b) of this paragraph.

2. The provisions of paragraph 1 of this Article shall not apply to
imports of products for immediate or ultimate consumption in governmental
use and not otherwise for resale or use in the production of goods * for
sale. With respect to such imports, each contracting party shall accord
to the trade of the other contracting parties fair and equitable treatment.

3. The contracting parties , recognize that enterprises of the kind
described in paragraph 1 (a) of this Article might be operated so as to create
serious obstacles to trade; thus negotiations on a reciprocal and mutually
advantageous basis designed to limit or reduce such obstacles are of import-
ance to the expansion of international trade.® ,

4. (a) Contracting parties shall notify the CONTRACTING ParTiEs of
the products which are imported into or exported from their territories by
enterprises of the kind described in paragraph 1 (a) of this Article.

(0) A contracting party establishing, maintaining or authorizing
an import monopoly of & product, which is not the subject of a concession
under Article 11, shall, on the request of another contracting party having
& substantial trade in the product concerned, inform the CONTRACTING
PARTIES of the import mark-up * on the product during a recent represent-
ative period, or, when it is not possible to do so, of the price charged on the
resale of the product.

(c) The CONTRACTING PARTIES may, at the request of a contract-
ing party which has reason to belicve that its interests under this Agreement
are being adversely affected by the operations of an enterprise of the kind
described in paragraph 1 (a), request the contracting party establishing,
mainteining or suthorizing such enterprise to supply information about its

“-.operations related to the carrying out of the provisions of this Agreement.

(d) The provisions of this paragraph shall not require any contract-
ing party to disclose confidential information which would impede law
enforcement or otherwise be contrary to the public interest or would pre-
judice the legitimate commercial interests of particular enterprises.

Article XVIII *

Governmental Assistance to Economic Development

1, The contracting parties recognize that the attainment of the objec-
tives of this Agreement will be facilitated by the progressive development
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of their economies, particularly of those contracting parties the economies
of which can only support low standards of living® and are in the carly
stages of development.®

2. The contracting parties recognize further that it may be necessary
for those contracting partics, in order to implement programmes and
policics of economic development designed to raise the general standard
of living of their people, to take protective or other measures affecting
imports, and that such measures are justified in so far as they facilitate the
attainment of the objectives of this Agreement. They agree, therefure,
that those contracting parties should enjoy additional facilities to enable
them (@) to maintain sufficient flexibility in their tariff structure to he able
to grant the tariff protection required for the establishment of a particular
industry * and (h) to apply quantitative restrictions for halance of payments
purposes in a manner which takes full account of the continued high level
of demand for imports likely to be generated by their programmes of cco-
nomic Jevelopment.

3. The contracting parties recognize finally that, with those additional
facihties which are provided for in Sections A and B of this Article, the
provisions of this Agrcement would normally be suflicient to enable con-
tracting partics to mect the requircments of their economic Jdevelopment.
They agree, however, that there may be circumstances where 1o measure
consistent with those provisions is practicable to permit a contracting
party in Ahe proeess of ccononic development to grant the overninent il
aaeetanee foguized to - ownote the otablishment of particult: industeics *
with a view to raising the gencral standard of living of its people.  Specind
procosduies we laid doewn in Sections C and D of this Article to deal with
those canes.

4  (a) Consequcnily, a contracting pirty the economy of which can
only support low standards of living ® and is in the early stages of develop-
nient * shall be free to deviate temporarily from the provisions of the other
Articles of this Agreement, as provided in Sections A, B and C of this
Article,

(k) A contracting party the cconomy of which is in the process of
developiment, but which docs not conte within the scope of sub-parugrph (a)
above. may submit appfications to the CONTRACTING ParTirs under Section
D of this Article. .

5. The contracting paties 1ecognize that the export caunings of con-
tracting parties. the economics of which are of the type described in para-
graph 4 (a) and (b) above and which depend on exports of a small nuinber
of priinary commodities, may he seriously reduced by a decline in the sale
of el commadities.  Accordingly. when the exports of primary comnnd-
ities by such a contracung paity arc snowsly affected by measures taken
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by another contracting party. it may have resort o thc consultation pro-
visions of Article XXII of this Agreement.

6. The CONTRACTING Pakuis shall review annually all measures
applied pursuant to the provisions of Sections C and D of this Article.

Section A

7. (a) If a contracting party coming within the scope of paragraph
4 (a) of this Article considers it desirable, in order to promote the establish-
ment of a particular industry ® with a view to raising the general standard
of living of its people, to modify or withdraw & concession included in the
appropriate Schedule anncxed to this Agrecment, it shall notify the Con-
TRACTING PARTIES to this cffect and enter into negotiations with any con-
tracting party with which such concession was initially negotiated, and with
any other contracting party dctermined by the CONTRACTING PARTIES to
have a substantial interest therein. If agreement is reached between such
contracting partics concerned, they shall be free to modify or withdraw
concessions under the appropriate Schedules to this Agrecment in order
to give effect to such agreement, including any cnmpensatory adjustments
tnvolved.

(b) I agrcement is not reached within sixty days after the noti-
fication provided for in sub-paragraph (¢) above, the contracting party
which proposes to modify or withdraw the concession may refer the matter
to the CoNIRACTING ParTirs, which shall promptly cxamine it. If they
find that the contracting party which proposes 10 modify or withdraw the
concession has made every effort to reach an agreement and that the
compematory adjustment offered by it is adequate, that contracting party
shall be free to modify or withdraw the concession if, at the same time,
it gives effeet to the compensatory adjustment. If the CONTRACTING
Pakiirs do not find that the compensation offercd by a contracting party

" proposing, (o maodify or withdraw the concession is adeguate, but find that
it has made cvery rcasonable effort to offer adequate compensation, that
contracting party shall be free to proveed with such modification or with-
drawal. If such action is taken, any other contracting party referred to
in sub-par.graph (¢) above shall be free to modify or withdraw substantially
equivalent concussions initially ncgumtcd with the oonlr.tcung party which
has taken the action.®

Scction B ‘.

8. ‘The wontr wting partics recognize that contracting parties coming
within the scope of paragiaph 4 (4) of this Article tend, when they are in
rapid provess of development, to eaperience balance of payments difficulties
arising mainly from efforts to expand their internal markets as well as
from the instability in their terms of trade.
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9. 1In order to safeguard its external financial position and to ensure
a level of reserves adequate for the implementation of its programme of
economic development, a contracting party coming within the scope of
paragraph 4 (a) of this Article may, subject to the provisions of paragraphs
10 to 12, control the general level of its imports by restricting the quantity
or value of merchandise permitted to be imported ; Provided that the import
restrictions instituted, maintained or intensified shall not exceed those
necessary: )

(a) to forestall the threat of, or to stop, a serious decline in its monetary

reserves, or

(5) in the case of a contracting party with inadequate monetary
reserves, {0 achieve a reasonable rate of increase in its reserves.

Due regard shall be paid in either case to any special factors which may
be affecting the reserves of the contracting party or its need for reserves,
including, where special external credits or other resources are available
to it, the need to provide for the appropriate use of such credits or resources.

10. In applying these restrictions, the contracting party may determine
their incidence on imports of different products or classes of products in
such a way as to give priority to the importation of those products which
are more essential in the light of its policy of economic development;
Provided that the restrictions are o applied as to avoid unnecessary damage
to the commercial or economic interests of any other contracting party
and not to prevent unreasonably the importation of any description of gonds
in minimum commercial quantitics the exclusion of which would impair
regular channels of trade; and Provided further that the restrictions are
not so applied as to prevent the importation of commercial samples or
to prevent compliance with patent, trade mark, copyright or similar pro-
cedures.

11. In carrying out its domestic policies, the contracting party con-
cerned shall pay due regard to the need for restoring equilibrium in its
balaoce of payments on a sound and lasting basis and to the desirability
of assuring an economic employment of productive resources. It shail
progressively relax any restrictions applied under this Section as condi-
tions im , maintaining them only to the extent necessary under the
terms of paragraph 9 of this Article and shall eliminate thea when condi-
tions no longer justify such maintenance; Provided that no comtracting
party shall be required to withdraw or modify restrictions on the ground
th#t a change in its development policy would render unnecessary the restric-
tions which it is applying under this Section.®

12. (a) Any contracting party applying new restrictions or mising
the general level of its existing restrictions by a substantial intensification
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of the measures applied under this Section, shall immediately after instituting
or intensifying such restrictions (or, in circumstances in which prior consulta-
tion is practicable, before doing s0) consult with the CONTRACTING PARTIES
as to the nature of its balance of payments difficultics, alternative corrective
measures which may be available, and the possible effect of the restrictions

on the economies of other contracting parties. :

(’) On a date to be determined by them,* the CONTRACTING
Pantzs shall review all restrictions still applied under this Section on that
date. Beginning two years after that date, contracting parties applying
restrictions under this Section shall enter into consultations of the type
provided for in sub-paragraph (a) above with the CONTRACTING PARTIES at
intervals of approximately, but not less than, two years according to a
programme to be drawn up each year by the CONTRACTING PARTIES;
Provided that no consultation under this sub-paragraph shall take place
within two years after the conclusion of a consultation of a general nature
under any other provision of this paragraph.

(©) () If, in the coyrse of consultations with a contracting party
under sub-paragraph (@) or (b) of this paragraph, the CONTRACTING
Parnins find that the restrictions are not consistent with the provisions of
this Sectiom or with those of Article XIII (subject to the provisions of
Article XIV). they shall indicate the nature of the inconsistency and may
advise that the restrictions be suitably moditied.

(i) If, however, as a result of the consultations, the CONTRAC-
TING PARTIES determine that the restrictions are being applicd in 2 manner
involving an inconsistency of a serious nature with the provisions of this
Section or with those of Article XIII (subject to the provisions of Article
XIV) and that damage to the trade of any contracting pirty is caused or
threatened thereby, they shall so inform the contracting party applying
the restrictions and shall make appropriate reccommepdations for securing
conformity with such provisions within a specified period. If such
contracting party does not comply with these recommendations within
the specified period, the CONTRACTING PARTIES may relcasc any contricting
party the tradc of which is adverscly affected by the restrictions from such
obligations undcr this Agreement towards the contracting party applying
the restrictions as they determine to be appropriate in the circumstances.

(4) The ConTRACTING ParTiFs shall invile any contracling party
which is applying restrictions under this Scction to enter inte consultations
with them at the request of any eontructing party which can extablixh a
prima facie case that the restrictions are inconsistent with the provisions
of this Section or with thase of Article X1 (subject to the provisions of
Article X1V) and that its tradc is adversely affected thereby.  However,
no such invitation shall be issued unless the CONTRACTING PARTUS have
ascertnined that direct discussions hetween the contracting parties concerncd
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have not been successful. If, as & result of the consultations with the
CONTRACTING PARTIES no agreement is reached and they determine that
the restrictions are being applied incoasistently with such provisions, and .
that damage to the trade of the contracting party initiating the procedure
is caused or threatened thereby, they shall recommend the withdrawal or
modification of the restrictions. If the restrictions are not withdrawn. -
or modified within such time as the CONTRACTING PARTIES may prescribe,
they may release the contracting party initiating the procedure from such -
obligations under this Agreement towards the contracting party applying

the restrictions as they determine to be appropriate in the circumstances_ .

(e) If a contracting party against which action has been taken .in -
accordance with the last sentence of sub-paragraph (c) (ii) or (d) of this
paragraph, finds that the release of obligations suthorized by the Con-
TRACTING ParTies adversely affects the operation of its programme and
policy of economic development, it shall be free, not Jater than sixty days
after such action is taken, to give written notice to the Executive Secretary !
to the CONTRACTING PARTIS of its istention to withdraw from this Agree- -
ment and such withdrawal shall take effect on the sixticth day following -
the day on which the notice is received by him.

(f) In proceeding under this paragraph, the Comncnno PARTIES
shall have due regard to the factors referred to in paragraph 2 of this
Article, Dcterminations under this paragraph shall be rendered epedi-
tiously and.’if possible. within sixty days of the initiation of the consultations.

Section C

13 lf a contracting party coming within the scope of paragraph 4 (a)
of this Article finds that governmental assistance is |equ1red 1o promotc
the establishment of a particular industry ® with a view to raising the general
standard of living of its people, but that no measure consistent with the -
othcer provisions of this Agreement is practicable to achieve that objcctive,
it may have rccourse to the. provnsuons and procedures sct out in this
Section.®

14. The contracting party mncemod shall notify the (‘umucrmo
Partits of the special difficulties which it meets in the achievement of the
objective outlined in paragraph 13 of this Article and shall indicate the
specific measure affecting imports which it proposes to introduce in order
to remedy these difficulties. It shall sot introduce that measure before
the eapiration of the time-limit kaid duwn in paragraph 15 or 17, as the
case may be, or if the measure affects imports of a product which is the
mbjed of a concession inctuded in the appropriate Schedule annexed to

- —— .-
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this Agreement, unless it has secured the concurrence of the CONTRACTING
ParTiEs in accordance with the provisions of paragraph 18; Provided that,
if the industry receiving assistance has already started production, the
contracting party may, after informing the CONTRACTING PARTIES, take
such measures as may be necessary to prevent, during that period, imports
of the product or products concerned from increasing substantially above
a normal level.®

18. M, within thirty days of the notification of the measure, the
CONTRACTING - PARTIES d0 mot request the contracting party concerned
to consult with them,* that contracting party shall be free to deviate from
the relevant provisions of the other Articles of this Agreemem to the extent

necessary to apply the proposed measure.

16. If it is requesied by the CONTRACTING PARTIES t0 do 30, the con-
tracting party concerned shall consult with them as to the purpose of the
proposed measure, as to alternative messures which may be available
under this Agreement, and as to the possible effect of the measure proposed
on the tommercisl and economic interests of other contracting parties.
If, as a result of such consultation, the CONTRACTING PARTIES agree that
there is no measure consistent with the other provisions of this Agreement
which is practicable in order to achieve the objective outlined in paragraph
13 of this Article, and concur ® in the proposed measure, the contracting
party concerned shall be released from its obligations under the relevant
provisions of the other Articles of this Agreement to the extent necessary
to apply that measure,

17. if, within ninety days after the date of the notification of the -
proposed measure under paragraph 14 of this Article, the CONTRACTING
PARTIES have not concurred in such measure, the contracting party concerned
may iatroduce the measure proposed after informipg the Comncnno
PARTIES. :

18. If the proposed measure affects’'a product which is the subject of
& concession included in the appropriatc Schedule annexed to this Agree-
mr nt, the contracting party concerned shall enter into consultations with
any other contracting party with which the concession was initially ncgo-
tiated, and with any other contracting party determined by the. Con-
TRACTING PAR1LIES to have & substantial interest therein.  The CONTRACTING
Pautn s shall concur ® in the measure if they agrec that there is no measure
eonsistent with the other provisions of this Agrmm which is practicable
in order to achieve the objective set forth in paragraph 13 of thu Amde
and if they are satisfied:

() that agreement has been reached with such other contracting
Pmm as n luult ol' the consultations referred to above, or
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(b if no such agreement has been reached within sixty.days afier the
notification provided for in paragraph 14 has been reccived by
the CoNTRACTING PArTisS, that the contracting -party having
recourse to this Section har made all reasonable efforts to reach
an agreement and that the interests of other contracting parties

- are adequately safeguarded.®

The contracting party having recourse to this ‘Section shall thereupon be
released from its obligations under the relevant provisions -of .the other
Articles of this Agreement to the exumt necessary to -permit it to cpply
the measurc. .

19. " If a proposed measure of .the type described in -paragraph 13 of
this Article concerns an industry the establishment -of which has.in .the
initial period been facilitatcd by incidental protection afforded -by restric-
tions imposed by the contractling party concerned for ‘balance-of payments
purpones under the refevant provisions of this Agreement, .that contracting
party may resort to the provisions and procedures of this Section; Provided
that it shall not apply the proposed measure without the concurrence *:
of the CONI1RACTING PARTIES.®

20. Nothing in the preceding paragraphs of this Section shall authorize

any deviation from the provisions of Articles I, Il and X111 of this Agree-

~ment. The provisos to paragraph 10 of this Article shall also. benpphmblc
to any restriction under this Sectivn.

21, At any time while a measire is being apphed undcrwuguph 17
. of this Article any contracting party substantially aflfected by it may snspend
the application to the trade of the contracting party-having recourse to-this
~ Section of such substantially equivalent concessions or other obligations
. undcr this Agreement the suspension of -which:the CONTRACTING -PARTIES
. .do not disapprove; ® Provided that sixty days’ notice.of such-suspension
s given to the CONTRACTING Partirs not later:than six months after the
" ‘measurce has becn introduced or changed substantially to the detriment
of the contracting party sfiected. -Any such contracting party shall afford
" adequate opportunity for consultation in.sccordance -with ‘the provmons
' of Article XX of this Agreement .

) ‘ Section'D
. 22. A contracting party coming within the scope of sub-pamagraph
-+ 4-(b) of this Article-desining, in the interest of the development of its econ-
omy, to introduce a measure of the type described in paragraph 13 of
this Article in respect of the establishment of 8 particular industry * may

_apply to the CONTRACTING PARTIFS for spproval of such measure. The
ConTRACTING PARTES shall promptly censuit with such contzacting-party
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and shall, in making their decision, be guided by the considerations set
out in ppragraph 16. If the CONTRACTING PARTIES concur * in the proposed
measure the contracting party concerned shall be released from its obliga-
tions under the relevant provisions of the other Articles of this Agreement
10 the extent necessary to permit it to apply the measure. If the proposed
measure affects 8 product which is the subject of a concession included in
the appropriate Schedule annexe8 to this Agreement, the provisions of
paragraph 18 shall apply.®

-23. Any measure applied under this Section shall comply mth the
provisions of paragraph 20 of this Article.

Artide XIX _
Emergency Action on Imports of Particular Products

1. (a) If, as a result of unforescen developments and of the effect
of the obligations incurred by a contracting party under this Agreement,
including tariff concessions, any product is being imported into the territory
of that contracting party in such increased quantities and under such
conditions as to cause or threaten serious injury to domestic producers
‘in that territory of like or directly competitive products, the contracting
party shall be free, in respect of such product, and to the extent and for
such time as may be necessary to prevent or remedy such injury, to suspend
the obligation in whole or in part or to withdraw or modify the concession.

() If any product, which is the subject of a concession with respect
to a preference. is being imported into the territory of a contracting party
in the ciicumistances sct forth in sub-paragraph (a) of this patagraph, so
as to causc or threaten serious injury to domesti¢ producers of like or
dircctly competitive products in the territory of a contracting party which
receives or received such preference, the importing contracting party shall
. e free, if that other contracting party so requests, to suspend the relevant
~ obligation in whole ot in part or to withdraw or modify the concession in

respect of the product, to the extent and for such time as may be necessary
g puvcnt or remedy such injury. : .

2. Hefore any contracting party shall take action pursu.mt to thc pro-
“wisions of paragraph 1 of this Article, it shall give notice in writing to the
~ Conmimac TING ParTits as far in advance as may be practicable and shall
afford the CONTRACTING PARTISS and those contracling parties having a
.substantial interest as exporters of the product concerned an opportunity

10 consult with it in respect of the proposed action. When such notice
is given in celagion (o a concession with respect (0 a preference, the notice
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shall npme the Contracting party which has requested the action. -In
critical circumstances, where delay would cause damage which it would he
difficult to repair, action under paragraph 1 of this Article may be taken
provisionally without prior consultation, on the condition that consulta-
tion shall be eflected immediately after taking such action.

3. "(a) If agreement among the interested contracting pames mlh::
respect to the action is not reached, the contracting party which proposes
to take or continue the action shali, nevertheless, be free to do so, and if
such action is taken or continucd, the affected contracting parties shall then -
be free, not later than ninety days after such action is taken, to suspend,
upon the expiration of thirty days from the day on which written notice
of such suspension is received by the 'CONTRACTING PARTIES, the applica- -..
tion to the trade of the contracting party taking such action, o1, in the case
envisaged in paragraph 1 (b) of this Article, to the trade of the contracting
party requesting such action, of such substantially equivalent concessians
or other obligations under this Agreement the suspension ol' which the
Comucrmc PartiEs do aot disapprove. ’

) ‘Notwithstanding the provisions' of sub-pammph (a) of tlus
parazhph when action is taken under paragraph 2 of this Article without
prior eomuluuon and causes or threatens serious injury in the torrilory
of a comracimg party 10 the domestic producers of products affected by
the action, that contracting party shail, where delay would cause damage
difficult to repair, be frec to siispend, upon the taking of the action and
lhtoqhour the period of consultation, such concessions or other obhgn-
tions s may be neocssary to prevent or reinsdy the injury. . ‘

oot

N

Mkiexx

Gmral l-..\mplmou ‘

. Qubject to the n'qmremem that such measures are not applied in a
manner which would constitute a means of arbitrary or unjustifiable discri-
miration between countries where the same conditions prevail, or a dis-
guiscd restriction on international trade, nothing in this Agreement shall
be construed to prevent the adoption or enforcement by any contracting
party of mcasures:

(a) necessary to protect public morals; <

(h) mecessary to protect human, animal or plant life or health; . - -

(8" relating 10 the importation or exportation of gold or silvcr; .

() ““tieiestary to sécure compliance with laws of regulations awhich are
not inconsistent with the provisions of whis Agreement, including
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those relating to customs enforcement, the enforcement of mono-
polics operated under paragraph 4 of Article Il and Article XV,
the protection of patents, trade mmmmu.mdmm
vention of deceptive practices; L

relating to the products of prison labour;

(1)) ﬁnposedfortheprotcnonofmmmlmdmhtk.m .

otudneolopalulu

(g) relating to the conservation of exlmuuble natural resources i

)

such measures are made effective in. conjunction with numtiom
on domestic production or consumption;

undertaken in pursuance of obligations under any mmn— ‘
mental commodity agreement which conforms to criteria submitied

"totheComuanoPnn-nndnotdmppmvedbyM«;

o

- domestic industry, and shall not depart from the peovisions of this

which is itself s0 submitted and not so disapproved;®

involving restrictions on exports of domestic materials my
to ensure cssential quantities of such materials to-a domestic pro-
cessing industry during periods when the domestic prics of such
materials is held below the world price as part of a governmental

stabilization plan; Provided that such restrictions shail aot operate |

to increase the exports of or the protection afforded to such

" . Agreement relating to non-discrimination;

‘essential to the scquisition or distribution of ptoduas i ’nenl
or local short supply; Provided that any such measures shall be
eonsistent with the principle that all contracting partics are entitled

" to an equitable share of the international supply of such products,

and that any such measures, which ‘are inconsistent with the other
provisions of this Agrecment shall be discontinued as soom as the
conditions giving rise to them have ceased to exist. The. Con-
mmm?nnushanmunmdfathsmph

" mot later than 30 June 1960.

Article XXI
Secwrity Exceptions

mhmwmum

)

hnquinnnycoﬂudh;pﬂytohnﬂayht«iﬁuﬁ
mamwmmwhmm
hm.,or o
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(M) to prevent any contracting party from taking any action which it
considers necessary for the protection of its essential sccurity
interests

(i) relating to fissionable materials or the materials from which
they are derived; :

(ii) relating to the traflic in arms, ammunition and mplcmcnts of
war and to such waffic in other gouds and materials as is
carried on direcily or indirectly for the purpose of supplying
a military establishment;

(iii) taken in time of war or-other emergency in international rela-
tions; or

{c) to prevent any.contracting party from taking any action in pur-
suanice of its obligations under the United Nations Charter for
the maintenance of international peace and security.

Article XX1I
Consultation

1. Each contracting party shall accord sympathctic consideration to,
and shall afford adequate opportunity for consultation regarding, such
representations as may be made by another contracting party with respect
to any matter affecting the operation of this Agreement.

2. The CoNTRACTING PARTIES may, at the request of a contracling
party, consult with any contracling party or parties in respect of any
matter for which it has not been possible to find a sau\faclory solution
through consultation under paragraph 1.

Article XXINI
Nullification or Impairment

~ 1. If any contracting paity should consider that any bencfit accruing
to it directly or indirectly under this Agreement is being nullified or impaired
or that the attainment of any objective of the Agreement is being impeded
as the result of
{¢) the faslure of another contracting party to cany out its obligations
under this Agreement, or
(b) the application by another contracting party of any -measure,
whether or not it conflicts with the provisions of this Agreement, or
(c) the existence of any other situation,
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the contracting party may, with a view to the satisfactory adjustment of
the matter, make written representations or proposals to the other con-
tracting party or parties which it considers to be concerned. Any con-
" tracting party thus approached shall give sympathetic consideration to the
representations or proposals made to it.

2. If po satisfactory adjustment is effected between the contracting
parties concerned within a reasonable time, or if the difficulty is of the
type described in paragraph 1 (c) of this Article, the matter may be referred
10 the CONTRACTING PaRrTIES. The CONTRACTING PARTIES shall promptly
investigate any matter so referred to them and shall make appropriate
recommendations to the contracting parties which they consider to be
concerned, or give a ruling on the miatter, as appropriate. The CONTRACTING
PARTIES may consult with contracting parties, with the Economic and Social
Council of the United Nations and with any appropriate inter-governmental
organization in cases where they consider such consultation necessary. If the
CONTRACTING PARTIES consider that the circumstances are serious enough
to justify such action, they may authorize a contracting party or parties
to suspend the application to any other contracting party or parties of
such concessions or other obligations under this Agreement as they deter-
mine to be appropriate in the circumstances. If the application to any
contracting party of any concession or other obligation is in fact suspended,
that contracting party shall then be free, not later than sixty days after such
action is taken. to give written notice to the Exccutive Secretary! to the
‘CONTRACTING PARIUS of jts intention to withdraw from this Agreement
and such withdrawal shall take effect upon the sixtieth day following the
day on which such notice is received by him.

. 1 Sce Preface.
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Article XXIV

Territorial Application— Frontier Traffic—Customs Unions
and Free-trade Areas

1. The provisions of this Agreement shall apply to the metropolitan
customs territories of the contracting parties and to any other customs
territories in respect of which this Agreement has been accepted und.r
Article XXVI or is being applied under Article XXXIII or pursuant to
the Protocol of Provisional Application. eEach such customs territory
shall, exclusively for the purposes of the territorial application of this
Agreement, be treated as though it were a contracting party; Provided
that the provisions of this paragraph shall not be construed to create sny
rights or obligations as between two or more customs territories in respect
of which this Agreement has been accepted under Article XXVI or is being
applied under Article XXXIH or pursuant to the Protocol of Provisional
Application by a singlc contracting party.

2. For the purposes of this Agreement a customs territory shall be
understood t0 mean any territory with respect to which separate tariffs
or other rcgulations of cominerce are maintained for a substantial part of
the trade of such territory with other territories.

3. The provisions of this Agreecment shall not be construed to
prevent:

(a) Advantages accorded by any contracting party to adjacent countries
in order to facilitate frontier traffic;

(b) Advantages accoided to the trade with the Free Territory of [rieste
by countries contiguous to that territory, providcd that such
advantages are not in conflict with the Treaties of Peace arising
out of the Second World War.

4. The contracting parties recognize the desirability of increasing
freedom of trade by the development, through voluntary agreements, of
closer integration between the economies of the countries parties to such
agreements. They also recognize that the purpose of a customs union or
of a free-trade area should be to facilitate trade between the constituent
territories and not to raise barriers to the trade of other contracting parties
with such territories.

41
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S. Accordingly. the provisions of this Agreement shall not prevent,
as between the territories of contracting parties, the formation of a customs
union or of a free-trade area or the adoption of an interim agreement
necessary for the formation of a customs union or of a frec-trade area;
Provided that:

(a) with respect to a customs union, or an interim agreement jeading
to the formation of a customs union, the duties and other regula-
tions of commerce imposed at the institution of any such union
or interim agreement in respect of trade with contracting parties
not parties to such union or agreement shall not on the ‘whole
be higher or more restrictive than the general incidence of the duties
and regulations of commerce applicable in the constituent terri-
tories prior to the formation of such union or the adoption of such
interim agreement, as the case may be; -

(b) with respect to a free-trade area, or an interim ngreement leading
to the formation of a free-trade area, the duties and other regula-
tivns of commerce maintained in each of the constituent territories
and applicable at the formation of such freg-trade area or the adop-
tion of such interim agreement to the trade of contracting parties
not included in such area or not parties to such agreement shall
not he higher or more restrictive than the corresponding duties
and other regulations of commerce existing in the same constituent
territories prior to the formation of the free-trade area, or interim
agreement, as the case may be; and

(¢) any interim agreement referred to in sub-paragraphs (q) and (b)
shall include a plan and schedule for the formation of such a
customs union or of such a free-trade arca within a reasonable
tength of time. .

6. I, in fulfilling the requirements of sub-paragraph § (a), a contracting
rarty proposcs to increase any rate of duty inconsistently with the pro-
visions of Asticle 11, the procedure set forth in Article XA V1L shall apply.
In providing for compensatory adjustment, due account shall be taken of
the compensation already afforded by the reduclions brought about in
the corresponding duty of the other constituents of the union.

1. (a) Any contracting party deciding to enter into a customs union
or frec teade arca, or an interim agreement leading to the formation of
such a union ur ares, shall promptly notify the CONIRACTING PARTIES
and shall make available to them such information regarding the proposed
union or arcs as will enable them to make such reports and recommenda-
tions to contracting parties as they may deem appropriate.

() If, after having studied the plan and schedule included in an
interim agreement referred to in paragraph $ in consultation with the parties
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(o that agreement and tuking due account of the information made available
in accordance with the provisions of sub-paragraph (@), the CONTRACIING
Parins find that such agreement is not Likcly to result in the formation
of a customs union or of a free-trade arca within the period contemplated
by the parties to the agreement or that such period is not a reasunable
one, the CONTRACTING PARTIES shall make recommcendations to the parties
to the agreement. The parties shall not maintain or put into furce, as
the case may be, such agreemcnt if they are not prepared to modll‘y itin
accordance with these recommendations.

{¢) Any substantial change in the plan or schcdulc referced to in
paragraph S (c) shall bc communicated 10 the CONIRACTING PARIIES,
which may request the contracting parties conceined to consult with themn
if the change scems likely to jeopardize or delay unduly the formation of
the custom+ union or of the free-trade arca.

8. Tor the purposcs of this Agrecment:

(@) A customs union shall be understood to mean the substitution «f
a single customs territory for (Wo OF nire CusfemMs 1ICTIROTICS, %0
that

(i) dutics and other restrictive repulations of commerce (cxrepr,
where necessary, those permitted under Articles X1, X1, XHI,
XIV, XV and XX) are eliminated with respect to substanuiaily
all the trade between the constitieat territories of the vnion
or at least with respect to substanti lly all the trade ih products
originating iti such tercitorics, and,

(ii) “subject 1o the provisions of paragraph 9, substantially the
same duties and other regulations of commerce are applied
by each of the members of the uniou to the trade of territorics
not includud in the unien;

(h) A frec-trade arca shall be understood to mean a group of two or
more customs borrivnies in which the duties and other sesirictive
regulations of commernte (except, where nccessary, those pernnite 4
uuder Articles XI, X1, X, XIV, AV and XX) me elinnn:ted
on substantially all the trade betwecn the consiituent territorins
in products originating in such territories.

9. The prefercnces referred to in paragraph 2 of Article [ shall not b
affected by the formation of a customs union or of a free-trade aiea but
may be climinated or adjusird by means of negotiations with contracting
partics affected.* This procedure of negotiations with affected contracting
partics shall, in particular, apply to the elimination of preferences required
to vonfium with the provisions of paragraph 8 () (i) and paragraph 8 (h).
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10. The CONTRACTING PaR1its may hy a two-thirds majority approve -
proposals which do not fully comply with the requirements of paragraphs
$ 10 9 inclusive, provided that such proposals lead to the formation of a
customs union or a free-trade area in the sense of this Article.

11. Taking into account the exceptional circumstances arising out of
the establishment of India and Pakistan as independent States and recog-
nizing the fact that they have long constituted an cconomic unit, the con-
tracting parties agree that the provisions of this Agreement shall not prevent
the two countrics {rom entering into special arrangements with respect
to the trade between them, pending the establishment of their mutual
trade relations on a definitive basis.®

" 12. Each contracting patty shall take such reasonable measures as
may be available to it to ensuic ohservance of the provisions of this Agree-
ment by the regional and local governments and authorities within its
territory.

Article XXV
Joint Action hy the Contracting Partics

1. Representatives of the contracting parties shall meet from time to
time for the purpose of giving effect to thase provisions of this Agrecment
which involve joint action and, generally, with a view to facilitating the
operation and furthering the objectives of this Agreement. Wherever
reference is made in this Agreement to the contracting pirties acting jointly
they aré¢ designated as the CONTRACTING PARTIES.

2. The Secretary-General of the United Nations is requested to con-
vene the first meeting of the CONTRACTING PARTIES, which shall take place
not later than March 1, 1948,

3. Each contracting party shall be entitled fo have one vote at all
meetings of the CONTRACTING ParTiS.

4. Except as otherwise provided for in this Agreement, decisions of
the CONTRACTING PaRTiES shall be taken by & majority of the votes cast.

S. In exceptional circumstances not elsewhere provided for in this
Agreement, the CONTRACTING PARTIFS may waive an obligation imposed
upon a contracting party by this Agreement; Provided that any such decision
shllbetpptowdbyatwo—(hwds majority of the votes cast and that such

tynlnlleompcisemdnn half of the contracling parties. The
CONTRACTING PARTIES may also by such a vote
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(1) definc ccrtain catcgories of exceptional circumstances to which
other voting requirements shall apply for the waiver of obligations,
and

(i) prescribe such critena as may be necessary for the application of
this paragraph.t

Article XXVI
Acceptance. Entry into Force and Registration
1. The datc of this Agreement shall be 30 October 1947.

2. This Aprcement shall be open for acceptance by any contracting
party which, on 1 March 1955, was a contracting party or was negotiating
with a view to aceession to this Agrcement.

3. Ihis Agreement, done in a single English original und in a single
French miiginal. both texts authentic, shall be deposited with the Secretary-
General of the t!nited Nations, who shall furnish certified copies thereof to
all interested governments.

4. Lach government accepting this Agreement shall deposit an instru-
ment of acceptance with the Executive Secretary?! to the CONTRACTING
Partiis, who will inform all interested governments of the date of deposit
of each instrument of acceptance and of the day on which this Agreement
enters into force under paragraph 6 of this Article.

5. (a) Each government accepting this Agreement does so in respect
of its metropolitan territory and of the other territories for which it has
international responsibility. except such separate customs territories as it
shall notifv to the Executive Secretary ! to the CONTRACTING PARTIES at the
time of its own acceptance.

(h) Any government, which has so notified the Executive Secretary?
under the exceptions in sub-paragraph (a) of this paragraph, may at any
time give notice to the Executive Secretary! that its acceptance shall be
. effective in respect of any separate customs territory or territories 80 excepted
and such notice shall take effect on the thirtieth day following the day on
which it is received by the Executive Secretary.!

(c) Ifany of the customs territories, in respect of which & contracting

party hay acocpted this Agreement, possesses or acquires full autonomy
in the conduct of its external commercial relations and of the other matters

- fmnx;hauicutmymb'mb-pnaapb'.
! See Preface. .
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provided for in this Agrecment, such territory shall, upon sponsorship
through a declaration by the responsible ‘contracting party establishing
the above-mentioned fact, be deemed Lo he a contracting party.

6. This Agreement shall enter into force, as among the governments
which have accepted it. on the thirtieth day frllowing the day on which
instruments of acceptance have been deposited with the Executive Secretary?
10 the CONTRACTING PARTIES on behalf of governments named in Annex H,
the teritories of which account for 85 per centum of the total external trade
of the territories of such governments, computed in accordance with the
applicable column of percentages set forth therein.  The instrument of
acceplance of each other government shall take etlcct on the thirtieth day
following the day on which such instrument hos been deposited.

7. ‘Thz United Nations is authorized to effict cegistration of this
Agreement as soon as it enlers into foree.

Article XAVH
Withh.lding or 'Willulrm.u_l of Concessions

Any contracting party shall at any time be fice to withhold or to with-
draw in wholc or in part any conression, provided for in the appropriate.
Schedule aniexed to this Agreci:ent, in respedt of which snch o ntracting
paity determines that it was initiaily negotiated w:th 4 jovernment which
bas not become, or has cased to b, a contran ung party. A contracling
pasty taking such action shall notify the Coxikacing VAsTIES and, upon
request; consult'with contraciing partiss wiloch bave a substantial interest
in the preduct concernad.

Articte XXVIT ¢
Modiﬁra”ﬂll ﬂf YRR TS

1. On thr lirst day of each threc.year j oo ad, tlie i+t cued beginning
en 1 lanvary 1958 ‘or on the first day of say othes evic d ® that may be
speviti-d Ly the Cov tearsiq ParTis by two-thirds of the votes east) a
contracting party (Lereaftns o the Article neferred to as the “applicant
wontsacting g 1ty 3 2y, Ly negotiaticn ar4 ag-semunt with any contracting
party with whech such comersionr was imtially negotiated and with any
other contiscuing party detaimined Ly the CONTRACTING PARTIES to have a
principal s pijing intoest® (v hich two priceding categories of centracting

' lu?nhee
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1 rtics, together with the appheant contructing party, are in this Aticl:
icreimafier referred to oo the “cortrscting perties primarily concerned™),
" ad sghiect 1o consultaion with any other centracting porty deiermned by
v ConIRAC TING Pakis to bave o sehatantind interest™ prsach cone. ween,
vodi, er withdiaw a conce sion® included in the appiopricte Schadale
aoreaed to this Aprecnent.

2. in such negotianon and agrecient, ahich may it elvde ey ion
I-.r compensatory adjustment with reeet to othier foeducts, the coniticting
~irtins concerned shall andeaseur o maintain a general level of revcproe al
“od metuzlly advantipeons concestions not less fuvourable to trd: than

1! ot provided ferin thi- Aprecment prior to such ncantiations,

St I oapreemiend beiween the contiacting | artics prisanty con-
¢ rnnd caninet be reached before 1 January 19558 o1 hefore the exjpuritizn
of o period cuvozged i parageaph 1 oof this Article. the contracting gruty
vhick preposes 1o medify or withdraw the concession shall, nevertheless,
b fiee to doy so and it such action is taken any contracting party with which
wach b inn was ety negonated, any contracting party deteratined
vader paragraph 1o hove a prmcipal supplying interest aud iy, contiacting
rarty determined under pariprraph 1 to have a substautiat intero vt shatl then
Le free not later than six months after such action » taken, to witidraw,
waon the wgpirstion of thitiv days from the day on which writien notice of
v withdrawal is eosecived by the CONTRACTING PARFES, sebhatanti.ly
cquivalent concessions imblly negotiated with the applicont contras tuan
gty

() Hoagaer e between the contra-ting, parties priaarily coa
~eried is rearhed but say other contracting p nty deterinined under para
srah ot this Avticle v have ssobstantial intesestis not satsficd, sueh oilier
conaactng paily shall be fice, not Later than six menths afier action wider

o agreement ol en, to withdraw, upon the espiration of thivty obays
sy the das on whio h wotten aoting of such v -thdrivwal s received by the
Convpres i Paving, cobatnioy cgoivodent  concessions i ally
ootttz vith the gppleant centoasaing parts.

4. b Conap o ane ParTirs iy, at any tinc, in specisl cireniistarees,
anther e venntew e party W enter into negoti dtions for modific sion or
sithedr vl of o mesaren snchded i the appropriate Schedule anac wed
ey this Agee sment - ab 2 1o the foliowing procedures and conditions

et e * ot e celated consultation . bt e o e
i acconicere et the provisions of paragraphs | oand 2 of this
Arncle.

(h) 1M agreem-at hetween the contracling parties primarily concerned
i» reached in the negotiations, the provisions of paragraph 3 (b) of
this Asticle shoil apply.
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(c) If agreement between the contracting parties primarily concerned
is not reached within a period of sixty days® aficr megotiations have
been authorized, or within such longer period as the CONTRACTING
PARTIES may have prescribed, the applicant contracting party may
refer the matter to the CONTRACTING PARTIES. ¢

(d; Upon such reference. the CONTRACTING Pakriies shall promptly
examine the matter and submit their views to the contracting pasties
primarily concerned with the aim of achieving a sctilement. If a
scitlement is reached, the provisions of paragraph 3 (b) shall apply
as if agreement between the contracting particy primari y concerned
had been reached. If no settlement is reached betiveen the contracting
parties primenily concerned, the app'icant contracting party shall he
free to mudify o1 withdraw the concession, unless the CoNTRACT-
NG PARINS detcrmine that the apphicant contracting paity has
unreasonahly failed to offer adequate compensation.* If such action
is taken, any contracuing party with which the concession was
imtially negotiated, any contracting party detcrmined under para-
araph 4 (a) 10 have a principal supplying interest and any contracting
party dctermjined undcer paragraph 4 (a) to have a subsiantial
interest, shall be frec, nut later than ~ix months after such action
is taken, to moify or withdraw, upon the expiration of thirty days
from the day on which written notice of such withdrawal is received
by the CONTRACTING PaARTIIS, substantially equivalent concessions
initially negotiated with the applicant conlracting party.

S. Before 1 January 1958 and before the end of any period envisaged
in paragraph | a contracting party may clect by notifying the CoNTRACTING
PaRTIES 10 reserve the right, for the duration of the next period, to modify
the appropriate Schedule in accoidance with the procedures of paragraphs 1
to 3. I a contracting party so elects, other contracting parties shall have
_ the right, during the same period, to modify or withdraw, in accordance

with thc same procedures, concessions initially negotiated with that
contracting party. '

Article XXVIIIT bis
Tariff Negotiations

1. The contractirig parties recognize that customs duties often consti-
tute serious obstacles to trade; thus negotiations on a reciprocal and mutually
advantageous basis, directed to the substantial reduction of the general level
of tariffs and other charges on imports and exports and in particular to the
reduction of such high tarifls as discourage the importation even of minimum
quantities, and conducted with-due regard to the objectives of this Agreement
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and the varying needs of individual contracting parties, arc of great impor-
tance to the expansion of international trade. The CONTRACTING PARTIES
may therefore sponsor such ncgotiations from time to tinc.

2. (a) Negotiations under this Article may be carried out on a selective
product-by-product basis or by the application of such multilateral pro-
cedurcs as may be accepted by the contracting parties concerned.  Such
negotiations may be directed towards the reduction of dulies. the binding
of duties at then cxisting levils or undertakings that individual duties or the
average dutics on specified categories of products shall not exceed specified
levels.  The binding against increasc of low duties or of duty-fre treatment
shall, in punciple, be recognized as a concession equivalent in value to the
reduction of high duties.

(b) The contracting parties recognize that in general the success of
multilateral negotiations would depend on the participation of all contracting
parties which conduct a substantial proportion of their external trade with
one another. ’

3. Negotiations shall be cunducted on a basis which affords adequate
opportunity to take into account:

(a) . the needs of individual contracting parties and individual industries;

(b) the needs of less-developed countries for a more flexible use of tariff
protection to assist their economic development and the special
needs of these countnics to maintain tariffs for revenue purposes;
and .

(c) all other relevant circumstances, including the fiscal,® dcvelop-
mental, strategic and other needs of the contracting parties con-
cerned.

Article XXI1X
The Relation of this Agreement 1o the Havana Churter

1. The contracting parties undertake to obsetve to the fullest extent
of ‘their exccutive authority the general principles of Chapters | to V1
inclusive and of Chapter 1X of thc Havana Charter pending their accept-
ance of it in accordance with their constitutional procedures.®

2. Part II of this Agreement shall be suspended on the day on which
the Havana Charter enters into force.

3. 1f by September 30, 1949, the Havana Charter has not entered into
force, the contracting parties shall meet before December 31, 1949, o
agree whether this Ament shall be amended, supplemented or main-
tained.

45-025 0 - 85 - 37
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4. Il at any ume the Havana Charter should cease to be in force,
the CONTRACTING PARTIES shall mect as soon as practicablc thercaller
to agrec whether this Agreement shall be supplemented, amended or main-
tained. Pending such ~greement, Part Il of this Agreciuent shall again
enter into force; Provided that the provisions of Part I other than Article
XXIII shall be replaced, mutatls mutandis, in the form in which they then
appeared in the Havana Charter; and Provided further that no contracting
party shall be bound by any provisions which did not bind it at the time
when the H;nan:l Charter ceased to be in force.

5. I any contracting party has not aoeemed the ifavana Charter by
the datc upon which it enters into force, the CONTRACTING PakTu:S shall
confer to agrce whether, and il so jn what way, this Acrcement in so far
as it affccts relitions between such contracting party ar:d other confracting
partics, shail be supplemented or amended. Pending wuch agrecment the
provisions ol Part 1] of this Agreement shall, notwithstanding the provisions
of paragraph 2 of this Article, continue teo apply as between such con-
tracting party and othcr contracting parties.

6. Contracting partics which are Members of the International Trade
Organization shall not invoke the provisions of this Agreement so as to
prevent the operation of any provision of the Havana Charter. The
applicstion of the principle underlying this paragraph to any contracting
party which is not a Mcember of the International ‘Vrade Qrganization
shal be the subject of an agreement patcuant tn parsgraph § of this Arlicle.

Article XXX
Amendmnents

1. Except wheie provivion for medification is made elscwhere in this
Agreement, amendments 1o the provisions of Part { of this Agreement
or fo the provisions of Article XXIX or of this Article -hall become effective
upon acceptance by all the conuacting partics, and other amendments to
this Agreemncat shall become effective, in respect of those confracting
parties which accept them, upon acceptance by two-thirds of ike contracting
parties and thereafier for each other conlnctmg paity upon awcpt:mee
by it.

2. Any contracting party accepting an amendment to this Agreement
shall deposit an instrument of acveptance with the Secretary-General of the
United Nations within such period as the CONTRACIING PARTIES may
specify. The CoNTRACTING PARTIFS may dovide that any amendment made
effective under this Article is of such a nature that any contracting party
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which has not acoepted it within a penod specified by the CONTRACTING
PARTIES shall be free to withdraw from this Agrecment, or to remain a
contracting party with the consent of the CONTRACTING PARTIES.

b n s e Arﬂdexxm
T e T
Withdrawal € e

. Wiihout prejudice to the provisions of pangraph 12 of Amde XVIIH,
of Article XX111 or of paragraph 2 of Article XXX, any contracting party
may withdraw from this Agreement, or may separately withdraw on behalf
of any of the separate customs. tersitories for which it has intemational .
responsibility and which at the time possesses full autonomy in the conduct
of its external commercial refations and of the other matters provided for
in this Agreément. The withdrawal shall take effect upon the expmuon_
of six months from the day on which written notice of withdrawal is re-
ceived by thg Secretary-General of the United Nations.

o oim’ : .
PR mm S S v e

RO A vy .
. -~ 'Y . oL e .

. . Comraaln; Paﬂln

1 'l'ho oontnctmg punicmo this Amt ;ha!l be understood to
mean those governments which are applying the proyisions of this A‘rea- :
ment under Articles XXVI or XXXI11I or pursuant to the l”i'otocol o\'"'
Provisional Application.

2. Atany time aﬁer the entry into force ‘of this Agreement pumunt
to paragraph 6 of Article XXVI, those contracting parties which have
acvepted this Agreement pursuant to paragraph 4 of Article XXVI rhay
decide that any contracting party which has not so accepted it shall cease
to be l contracting party.

Article XXXIII
Accession
A government not party to this Agreement, or & government acting on
behalf of a separate customs territory possessing full autonomy in the con--
duct of its external commercial relations and of the other mattars providéd

for in this Agreemer.t, may sccede td this Agreement, on its own behalf or
on behalf of that te; ritory, on terms to be agreed between such government .

" and the CONTRATING PARTIES. Declsions of the ContrACTING PARTIES

under this parayra;h shall be taken by a two-thirds majority.
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Article XXXIV
Annexes

methmWMnhupﬂmd
this Agreement.

Article XXXV

Non-application of the Agreement between
. particular Contracting Parties

I. This Agreement, or alternatively Article Il~oft!m Agreement, shall
not apply as between any contncung party md any other contracting
party if:

(a) lhc two contracting parties Inn not entered into tariff nemtiom

with each other, and

(b) either of the contracting parties, at the time eithet becomes a

contracting party, docs not consent to such application.

2. The CONTRACTING PARTIES miy review the operation of this Article
in particular cases at the request of any contracting pmy and make
: lppropmu recommendations.
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PART IV®
TRADE AND DEVELOPMENT

Article XXXV1
Principles and Objectives

. 1.* The contracting parties,

(o) recallmg that the basic objectives of this A;racmem include thc
‘ raising of standards of living and the progressive development
- of the economies of all eonmctmg partics, and considering that
" the atainment of these objectives is particularly urgent fot Jess-
- developed contracting parties; .-

(h) comsidering that export earnirigs of the leu-developcd comncun;

. - parties can play a vital part in their economic development and
. that the extent of this contribution depends on the prices paid by
the less-devcloped contracting parties for esseatial imports, the
volume of their expurts, and the prices received for these- exports;

" (¢) moting. that there is a wide gap between standards Jﬁi\}in'g'in tess-
‘déveloped countries and in other countries; -

(d) recognizing that individual and juint action is e«nmal to. funberv
the development of the economies of Icss-devdoped contracting

- parties and 10 bring about a rapid advance in lhe sundatds of

- living in these countries;

. (e) rvecognizing lhnlintemuonalmdeuammof.chmingceo-
nomic and social advancement should be governed by such rules
and procedures- - and measures in conformity with such rulés and
mdnm—umeomuumwhhtheowmctfonhmum

U) notin;llmnhc Comucnno Partos mymblelm-devebpd .
contracting § “rtics (o use special mecasures t0 promote their trade
aarecufollm LT . o 'eiv":f""';'.'

LA 2 Tpeunudfwnnpdanduminedapnsiondtheum
* earningi of the less-developed contracting parties.

3
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3  There is need for positive efforts designed to ensure that less-
developed contracting parties securc a share in the growth in international
trade commensurate with the needs of their economic devclopment.

4. Gunen the continued depeadence of many less-developed contracting
parties on the exportation of a limited range of primary products,® there is
necd to provide in the largest possible measure more favourable and
acceptable conditions of access to world markets for these products, and
wherever appropnale to devise measures designed to stabilize and improve
conditions of world markets in these products, including in particular
measures designed to attain stable, cquitable and remunerative prices, thus
permitling an expansion of world trade and demand and a dynamic and
steady growth of the reul export earnings of these countries so as to provide
them with expanding resources for their economic development.

.S, The sapid expansion of the economizs of the less-developed con-
tracting partiss will he facilitated by a diversiication * of the structure of
thieir cconornies and the avoidance »f an excessive dependence on the export
of primary products. There is, therefore, necd for . increased access in
the largest possible measure 1o markets under favourable conditions for
processed and manufactured products currently or potentially of particular
expoﬂ interest to-less-developed contracting parties.

6 - Because of the chronic deficiency in the export proeeeds lnd other
foreign exchange earnings of less-developed contracting parties, there are
important inter-relationships betwecn trade and financial assistance to
development. There is, therefore, need for close and continuing collabora-
tion between the CONTRACTING ParTiEs and the international lending
agencies so that they can contribute most effectively to alleviating the
burdens these less-developed contracting parties assume in lhe mterest of
their economic developiment.

7. There is necd for appropriate collahoratiun' bctwecn the Con-

1RACTING ParMES, other intergovernmental bodies and the organs and

" agencies of the United Nations system, whose activities relate to the trade
" and economic developmmt of less-developed countries.

8. The devcloped comncung partics do not cxpea reaproaty for
commitments made by them in trade ncgotiations to reduce or remove
tariffs and other barriers to the lnde of ku-developed conmcung

parties.® .
9. madopuonofmumtopveeﬁeutouwscpnnaplamd

objectives shall be a matter of conscious and purposeful effort on the part
of the contracting parties both individually and jointly. .
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Artide XXXVII
Commitments

1. The developed contracting parties shall to the fullest extent pos-
sible—that is, except when compelling reasons, which may include legal
ressons, make it impossible—give effect to the following provisions:

(a) sccord high priority to the reduction and elimination of barriers
to products currently or potentially of particular export interest to
less-developed contracting parties, including customs dutics and
other restrictions which differentiate unreasonably between such
products in their primary and in their processed forms;*® ,

(b) refrain from introducing, or increasing the incidence of, customs
duties or non-tariff import barriers on products currently or
potentially of particular export interest to less-developed con-
tracting parties; and

(c) (i) vefrain from imposing new fiscal measures, and
(ii) in any adjustments of fiscal policy accord high priority to the

. reduction and climination of fiscal measures,

which would hamper, or which himper, significantly the growth of
consumption of primary products, in raw or processed form, wholly
or mainly produced in the territorics of less-devcloped contracting
perties, and which are applied specifically to those products,

2. (=) Whenever it is considered that effect is not being given to any
of the provisions of sub-paragraph (), (b) or () of paragraph 1, the matier
shall be reported to the CONTRACHING PARTIES cither by the contracting
party not so giving eflect to the relevant provisions or by any other inter-
ested contracting party. : .

(®) () The Contracting Partus shall, if requested so to do by
any interested contracting party, and without prejudice to :any
" bilateral consultations that may be undertaken, consult with
the contracting pasty concerned and all interested contracting
parties. with respect to the matter with a view to rwaching -
solutions satisfuactory (o all contracting parties concerned in
order to further the objectives set forth in Article XXXVI.
in the course of these consultations, the reasons given in cases -
... where effect was not being given to the provisions of sub-
paragragi (), {5) or (c) of paragraph 1 shail be examined. .
(i) Asthei=y" . -znistion ofthe provis'sus of sub-paragraph (¢), .
() or (c) of paragraph | by i=/’v*(2al contracting parties
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may in somce ciases be more readily achicved where action is
taken jointly with other descluped contracting parties, such
consuliation might, where appropriate, be directed towards
this end

(i) The consultations by the CONTRACTING Pan1irs might also,
in appropriate cases, be directed towards agreement on joint
action designed to further the objectives of this Agreement
as envisaged in paragraph | of Article XXV.

3. The developed contracting partics shall:

(@) makc every effort, in cases where a government directly or in-
directly determines the resale price of products wholly or mainly
produced in the territories of less-developed contracting parties, to
maintain trade margins at equitable levels;

(b) give active consideration to the adoption of other measures ®
designed to provide greater scope for the development of imports
from less-developed contracting partics and collaborate in appro-
priate international action to this end;

(¢) hasvc special regard to the trade interests of less-developed con-
tracting parties when considering the application of other measures
permitted under this Agreement to meet particular problems and
explore all possibilities of constructive remedies before applying
such measures where they would affect essential interests of those
contracting parties. ‘

4. lcss-developed contracting parties agree to take appropriate action
in implementation of the provisions of Part 1V for the benefit of the trade
of other less-developed contracting parties, in so far as such action is con-
sistent with their individual present and future development, financial and
trade nceds taling into account past trade dcvclopments as well as the
trade intcrests of less-developed contracting parties as a whole,

S. iIn the implcmentation of the commitments sct forth in paragraphs |
1o 4 each contracting party shall afford to any other intereted contracting
parly or contracting parties full and prompt opportunity for consultations
under the normal procedures of this Agrcement with respect to any matier
or difficulty which may arise.

Article XXXVIII
Joint Action

1. The contracting parties shall collaborate jointly, within the frame-
work of this Agreement and elsewhere, as appropriate, to funher the objec-
tives set forth in Article XXXVI.
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2. In particular, the CONTRACTING PaRTIES shall:

()

®)

()

where appropriate, take action, inciuding action through inter-
national arrangements, to provide improved and acceptable condi-
tions of access to world markets for primary products of particular
interest to less-developed contracting parties and to devise measures
designed to stabilize and improve conditions of world markets
in these products including measures designed to attain stable,
equitable and remunerative prices for exports of such products;
seek appropriate collaboration in matters of trade and development
policy with the United Nations and its organs and agencies, in-
cluding any institutions that may be created on the basis of recom-
mendations by the United Nations Conference on Trade and
Development;

collaborate in analysing the development plans and policies of
individual less-developed contracting parties and in examining trade
and aid relationships with a view to devising concrete measures to -
promote the development of export potential and to facilitate

. access to export markets for the products of the industries thus

G))

()

developed and, in this connexion, seek appropriate collaboration
with governments and international organizations, and in particular
with organizations having competence in relation to financial
assistance for economic development, in systematic studies of trade
and aid relationships in individual less-developed contracting
parties aimed at obtaining a clear analysis of export potential,
market prospects and any further action that may be required ;

keep under continuous review the development of world trade with
special reference to the rate of growth of the trade of less-developed -
contracting parties and make such recommendations to con-
tracling parties as may, in the circumstances, be deemed appro-
priate;

collaborate in secking feasible methods to expand trade for the
purpose of economic development, through international harmo-

. nization and adjustment of national policies and regulations, through

technical and commercial standards affecting production, transpor-
tation and marketing, and through export promotion by the estab-
lishment of facilities for the increased flow of trade information and

the development of market research; and : :

U)mﬂuhmhmhwowmwuamybmqw-

mmmmtmhmmumme&a- :
90 the provisions of this Part. _



2488

ANNEX A .

List OF TERRITORMES REFERRED TO IN PARAGRAPH 2 (é)
of Aancee I

United Kingdom of Great Britain and Northern Ireland

Dependent temtones of the United Kingdom of Great Britain and Northern
reland

Canada

Commonwealth of Australia

Dependent territories of the Commonwealth of Australia

New Zcaland

Dependent territories of New Zealand

Union of South Africa including South West Africa

1reland

India (as on April 10, 1947)

Newfoundiand

Southera Rhodesia

Burma

Ceylon

Certain of the territories listed above have two or more preferential rates
in foroe for certain products. Any such territory may, by agreement with the
other contracting parties which are principal suppliers of such products at the
most-favoured-nation rate, substitute for such preferential rates a single pre-
ferential rate which shall not on the whole be less favourable to suppliers at the
most-favoured-nation rate than the preferences in force prior to such substitu-
tion. .
The imposition of an equivalent margin of tariff preference to replace a margin
of preference in an internal tax existing on April 10, 1947 exclusively between
two or more of the territories listed in this Annex or to replace the preferential -
quantitative arrangements described in the following paragraph, shall not be
deemed to constitute an increase in a margin of tariff preference. )

" “The preferential arrangements referred to in paragraph 3 (b) of Article le

are those existing in the United Kingdom on April 10, 1947, under eontnctull
agreements with the Governments of Canada, Australia and New Zealand, in
respect of chilled and frozen beef and veal, frozen mutton and lamb, chilled and
frozen pork, and bacon. It is the intention, without prejudice to any action tak
under sub-paragraph (A) { of Article XX, that these arrangements shall be el;ﬁ}
nated or replaced by tariff preferences, and that negotiations to this end
take place as soon as practicable among the countries substantially concm!n
or involved.

The film hire tax in forcs in New Zealand on April 10, 1947, -h-n.forih
md%mghuuMunumomMudﬁAmdcl 1'lq

. - 3

t‘l‘huuhnuclutemlmlymds pan 1 ()™, . *
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renters’ film quots in foroe in New Zoaland on April 10, 1947, shall, for the pur-
poscs of this Agresroent, be treated as a screen quota under Article IV,

The Dominions of India and Pakistan have not besn mentioned separately
hlhelbonlmmthcyhadnotmmmumehoommau
of April 10, 1947,

ANNEX B

List or Ternrronins of THE Faence UNION REFERRED
70 IN Paraorars 2 () or Arnciz 1

France
French Equatorial Africa (Treaty Basin of the Congo ? andotherhrﬂtorb)
French West Africa
Cameroons under French Trusteeship !
French Somali Coest and Dependencies
French Establishments in Oceania
French Establishments in the Condominium of the New Hebrides !
Indo-China ,
Madagascar and ’
Morocco (French zone) !
New Caledonia and Dependencies
Saint-Pierre and Miqueion
Togo under French Trusteeship 3
Tunisia

ANNEX €

Lust oF TerRITORIES REFERRED TO IN PARAGRAPH 2 (b) OF ArTiCis |
As reseecTs 162 Customs UNioN oF BrLutuM, Luxemsuro
_ AND THE NETHERLANDS
The Economic Union of Belgiom and Luxemburg
Belgian Congn
Ruanda Urundi
Netherlands
New Guinea
' -Surinam
Nctherlands Antilles
Republic of Indonesia
For imports into the tertitories constituting the Customs Union only.

ANNEX D

List o TrarrToRES REFERRED TO IN PAsacRarn 2(8)
OF ArTICLE | AS RE3PECTS THE UNITED STATLS OF AMERICA -
United States of America (customs territory) ‘
Dependent territories of the United States of America
Republic of the Philippines .
* For isnports isito Metiopolitan France snd Territories of the Pranch Usion.

.



2490

.60 ANNEXES D, E, F, G AND H L
The imposition of an equivalent margin of tariff preference to replace a
margin of preference in an internal tax existing on April 10, 1947, exclusively
between two or more of the territories listed in this Annex shall not be deemed
fo coestitute an increase in 8 margin of tariff preference.

ANNEX E

List 0 TEARITORIES COVERED RY PREFERENTIAL ARRANGEMENTS BETWEEN CHILE
AND NEOHBOURMNG COUNTRIES REFERRED TO IN PARAGRAPH 2 (d) OF ARrTiCLE ]

Preferences in forcs exclusively between Chile on the one hand, and
1. Argentina
2. Bolivia
3. Peru
on the other hand.

ANNEX F
LisT of TERRITORIES COVERED BY PREFERENTIAL ARRANOEMENTS BSTWEEN LEBANON

AND SYRIA AND NuoHBOURING COUNTRIES REFERRED TO IN PAmacaarn 2(d)
of Armicre |

Preferences in force exclusively between the Lebano-Syrian Customs Union.
on the one hand, and ’

1. Palestine
2. Transjordan
on the other hand.

ANNEX G

IDATES ESTABLISHING MAXIMUM Muomi OF PrEFERENCE
REFERRED TO IN PARAGRAPH 4 t OF ArTiCIE |

Australia . . . . .. .. . ... ... October 13, 1946

Canads . . . . . .. ... ... ... .. July 1, 1939

Framee . . . . . . ¢ v v e et e e e ' January I, 1939

Lebano-Syrian Customs Upion . . . . . . . . Novembcr 30, 1938

Unionof South Africa . . . . . . . ... .. July 1, 1938 .

SouthernRhodesia . . . . . . ... ... .. May 1, 1941
ANNEX I '

Prrcentace Suanes oF TotaL External Trabpe 1o st Usrn por THE Purrose
o+ MAKING THE DETERMINATION REFERRED TO IN Amu:.g xxyl

(based on the average of 1949-1953)

), prior to the accession of the Government of Japan to the General Agree-
ment, the present Agreement has been accepted by contracting parties the external

1"The authcntic text erroncously reads * Paragraph 3 *.
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. trade of which under column 1 accounts for the percentage of such trade specified
in paragraph 6 of Article XX VI, column 1 shall be applicable for the purposes

of that paragraph. If the present Agreement has not been so accepted prior to
the accession of the Government of Japan, column 1 shall be applicable for the

purposes of that paragraph.
Colum | Colionn 11

[( ing [\ .
parties on parties on

1 March 1933) ) Marsch 1933

ond Japsn)
Australia . . . . . . . ... .. .. ... ... kR | 3o
AUSIEIR . . . . . s e e e e e e e e e e e e 0.9 08
Belgium-Luxemburg . . . . . . . . ... .... 4.3 4.2
Brazil . . . . . . e e e e e e e e e 25 24
Bumma . . . . . ... s e e e e e e e e e 0.3 0.3
Canada. . . . . . . . . . @ @ . it 6.7 6.3
Ceylon . . . . . . . .« . i e e e e e 0.5 0.5
Chile. . . . . . . & . e e 0.6 0.6
Cuba. . . . ... .. 1.1 1.1
Crechoslovahia . . . . . . . . . ... ..... 14 1.4
Denmark . . . . . . . . . . . et 1.4 . 14
Dominican Republic . . . . . . .. ... .. .. 0.1 . 0.1
Finland. . . . . . . . . .. . . . ....... 1.0 1.0
France . . . . . . . . e e e e e e 8.7 85
Germany, Federal Republicof . . . . . . . . . .. 53 5.2
Greece . . . . . . L e e e e e e e e e 04 04
Haiti . . . ... .. ... e e e e 0.1 0.1
India. . . . . .. ... .. L. 24 24
indonessa . . . . . .. e e e e e e e 1.3 1.3
Maly . . . . . . . e e e e e 29 2.8
Netherlands, Kingdomofthe . . . . . . . . . .. 4.7 4.6
NewZealand . . . . . . . . .. ... ..... 1.0 10
Nicaragua . . . . . . . . . . . . ... ... 0.1 0.1
Nomway . . . . . . . .. e e e e 1.1 1.1
Pakistan . . . . . . .. e e e e e e e e e e 09 - 0.8
Peru . . ... ... e e e e e e e e e e e e 04 04
Rhodesia and Nyasaland . . . . . . .. ... .. 0.6 0.6
USweden. ... Ll 2.5 24
S 170 1 2 e e 0.6 0.6
Union of South Africa . . . . . . . e e e e e 18 1.8
UnitedKingdom. . . . . . . ... ....... 20.3 19.8
United Statesof America . . . . . . ... .... 20.6 20.1
Uruguay . . . . . . . . . e i e e e e 04 04
Japan . . . . . ... e e e e - 23

1000 1000

Noie : These percentages have been computed taking into sccount the trade of al)
territories in respect of which the General Agreement on Tarifls and Trade is applied.
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NoTES AND SUPPLEMENTARY PROVEIONS

Ad Article {
Parcgreph 1

The obligations incorpomated in paragraph | of Article 1 by reference to
pasagraphs 2 and 4 of Article 111 and those incorporated in paragraph 2 (b) of
Article 11 by reference to Article VI shall be considered ax felling within Part 11
for the purposes of the Protocol of Provisional Application.

The cross-references, in the paragraph immediately above and in paragraph {
of Articie 1, to paragraphs 2 and 4 of Article 111 shall only apply after Articie Il -
has been modified by the entry into force of the amendment provided for in the
Protocol Modifying Part 11 and Article XX V1 of the General Agreement on Tariffs
and Trade, dated Scptembes i4, 1948, 1

Parograph 4 ) ,
The term ® margin of preference ™ means the absolute difference between the

most-favoured-nation rate of duty and the preferential rate of duty for the like

product, and not the proportionate relation between those rates. As exsmples:

(1) If the most-favoured-mtion rate were 36 per cent ad walorem and the
preferential rate were 24 per cent ad waforem, the margin of preference
would be 12 per cent od walorem, and not ono-third of the most-favoured-
nation rate;

muhm-famn&mmmem%wmdmwm
prefercntial rate were expressed as two-thirds of the most-favoured-nation

. rate, the margin of preference would be 12 per cent ad vaforem;

3) If the most-favoured-nation rate were 2 francs per kilogrameme and the
wmuduumlsofmpumhwdnofwm
would be 0.50 franc per kilograrnme,

mmmamummmmm.ﬂuﬂ
wniform procsdures, would not be contrary to a general binding of margins of
preference :

() The re-application to an imported product of a tariff clansificstion or
rate of duty, properly applicable to such product, in cases in which the
application of such classification or rate to such product was temporarily
suspended or inoperstive oo April 10, 1947; and

() The clamification of & particular product under a tariff Hem other thes
that under which importations of that product were classifisd on April 10,
1947, in cases in which the tariff law clearly contempiates that such pro-
duct may bes classified under more thas one tariff jtam. .

t This Prstocol entered into fosce ea 14 Decamber 1948,
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Ad Article Il
Purugraph 2 ()

The cross-reference, in paragraph 2 (a) of Article 11, to paragraph 2 of
Article 111 shall only apply after Article k1 has been modificd by the entry into
force of the amendment provided for in the Protocol Modifying Part II and
Article XX V1 of the General Agreement on Tarifls and Trade, dated September 14,
1948.1%

Paragraph 2 (b)
Sec the note rclating to paragraph 1 of Article 1.

Paragraph 4

Except where otherwise specifically agreed between the contracting parties
which initially negotiated the concession, the provisions of this paragraph will
be applied in the hight of the provisions of Article 31 of the Havana Charter.

Ad Article 111

Any internal tax or other internal charge, or any law, regulation or require-
ment of the kind icferved to in paragraph 1 which applics to an imported product
and to the like domestic. product and is collected or enforced in the case of the
imported product at the time or point of importation, is neve-rtheless to be regarded
as an internal tax o1 other internat charge, or a law, regulation or requirement of
the kind referred to in paragraph I, and is accordingly subject to the provisions
of Article JIL.

Paragraph I~ .

The application of paragraph 1 to internad tases imposed by local govern-
muents and authoritics within the territory of a conniacting party is subject to the
pnwisions of the final paragraph of Article XXIV. ‘The term * reasonable
mcasures ~ in the last-mentioned paragraph would not require, for example, the
repeal of existing national legislation authorizing local goveraments to impose
internal taxes which, although technically inconsisicnt with the Ictter of Article
111, are not in fact inconsistent with its spirit, if such repeal would result n a-
serious financial hardship for the local governments or authorities concerned.
With regard (o taxation by local governments or authorities which is inconsistent
with both the letter and spirit of Article 111, the term * reasonable measures *
would permit a contracting party to eliminate the inconsistcnt taxation graduaily
over a transition period, if abrupt action would create serious administrative
and financia! difficultics.

Poaragraph 2
A tax conforming to the requirements of the first sentence of paragraph 2
would be considered to be inconsistent with the provisions of the second sentence

% This Protucol entered into force on 14 December 1948.
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only in cases where competition was involved between, on the one hand, the
taxed product and, on the other hand, a directly competitive or substitutable
product which was not similarly taxed.

Paragreph 3

Regulations consistent with the provisions of the first sentence of paragraph §
shall not be considered to be contrary to the provisions of the second sentence in
any case in which all of the products subject to ‘the regulations are produced
domestically in substantial quantities. A regulation cannot be justified as being
consistent with the provisions of the second sentence on the ground that the pro-
portion or amount allocated to each of the products which are the subject of the
regulation constitutes an equitable relationship between imported and domestic
products. .

: Ad Article V
Parcgraph 3

With regard to transportation charges, the principle laid down in paragraph $
refers to like products being transported on the same route under like conditions.

Ad Article V1
Poragraph 1

1. Hidden dumping by associated houses (that is, the sale by an importer
at a price below that corresponding to the price invoiced by an exporter with
whom the importer is associated, and also below the price in the exporting country)
constitutes a form of price dumping with respect to which the margin of dumping
may be caiculated on the hasis of the price at which the goods are re<old by the

2. It is recognized that, in the case of imports from a country which has a
complete or substantially complete monopoly of its trade and where all domestic
prices are fixed by the State, special difliculties may exist in determining price -
comparability for the purposes of paragraph 1, and in such cases importing
contracting partics may find it necessary to tuke into account the possibility that
a strict comparison with domestic prices in such a country may not alwaysbc
appropriate. ’

Pavragraphs 2 end 3

1. As in my other cases in customs administration, a contracting party
may require reascnable security (hond or cash depasit) for the payment of antee -
* @umping or countervailing duty pending final determination of ihe facts in. any

«a9¢ of sirepected ampmg o1 subnidization. ’

2. Multiple currency practices can in certain circumstances constitute a sub-'
sdy 10 exports which may be 1aet by countervailing dutics under paragraph 3
or can'constitute a fonn of dumping by means of a partial depre:iation of a
country’s curreficy which may be met by action under paragraph 2. By * multiple
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curreacy practices ™ is meant practices by governments or sanctioned by govern-
ments.

Paragraph 6 (b) e

Waivers under the provisions of this sub-paragraph shall be granted only
on application by the contracting party proposing to levy an anti-dumping or
countervailing duty, as the case may be.

Ad Ariicle VIl -
Paragraph 1

The expression * or other charges ™ is not to be regarded as including internal
taxes or equivalent charges imposcd on or in connexion with imported products.

Paragraph 2

1. It would be in conformity with Articie VIl to presume that “ actual
value ™ may be represented by the invoice price, plus any noa-included charges
for legitimate costs which are proper elements of “ actual value ™ and plus any
abnurmal Jiscount or other reduction from the ordinary competitive price.

2. It would be in conformity with Article VI1, paragraph 2 (b), for a con-
tracting party to construc the phrase “ in the ordinary course of trade . .. under
fully competitive conditions ~, as excluding any transaction wherein the buyer
and scller are not independent of eiich other and price is not the sole consideration.

3. The standard of " fully competitive conditions ™ permits a contracting
party to exclude from consideration prices involving special discounts limited
to cxclusive-agents. .

4. The wording of sub-paragraphs (a) and (b) permits a contracting party
to determine the value for customs purposcs uniformly either (1) on the basis
of a particular exporter’s prices of the imported merchandise, or (2) on the hasis
of the general price level of like merchandise.

Ad Article Vil

1. While Article VIII does not cover the use of multiple rates of exchange
as such, paragraphs 1 and 4 condemn the use of exchange taxes or fees as a device
for implementing multiple currency practices; if, however, a contracting party
s using multiple currency exchange fees for balance of payments reasons with
the approval of the International Monetary Fund, the provisions of paragraph
9 (a) of Article XV fully safeguard its position. ’

2. It would be consistent with paragraph 1 if, on the importation of products
from the territory of a contracting party into the territory of another contracting
party, the production of certificates of origin should only be required to the extent
that is strictly indispensable.

45~025 O - 85 - 38
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Ad articles X1, X1, X1, XUV and XVII

Throughout Articles X1, X1, X1, XIV and XVII, the terms “ import
rostrictions ® or * caypurt restrictions ™ include restrictions made effective through
state-trading operations.

Ad Ariicle X1
Paragraph 2 (c)

The term ~ in any form * in this paragraphi covers the same products when in
an early stage of processing and still perishable, which compete directly with the
fresh product and (f freely imported would tend to make the restriction on the
fresh product incflective,

Paragraph 2, last sub-paragraph !

The term “ special factors ™ includcs changes in relative productive efficiency
as hetween domestic and foreign producers, or as between different foreign pro-
ducers, but not changes artificially brought about by means not permitted under
the Agreement. .

Ad Article X1

The ContracTING ParTies shall make provision for the utmost secrecy in
the conduct of any consultation under the provisions of this Article.

Paragraph 3 (c) ()

Contracting parties applying restrictions shall enduvout to avoid causing
serious prejudice to exports of a commodity on which the economy of a eonmctm;
perty is largtly dependent.

Paragraph 4 (b)
1t is agreed that the date shall be within ninety days after the entiy into force
of the amendments of this Article effected by the Protocol Amending the Preamble
and Parts 1] and 11] of this Agreement. However, should the ConTRACTING
PapTirs find that conditions were not suitable for the application of the pro-
viveng of this sub-paragiaph at the time envisaged, they may deteimine a later
. date; Provided that such date is not more than thirty days after such time as the
obligations of Article VIII, Sections 2, 3 and 4, of the Articles of Agreement of
the International Monetary Fund bhecome applicable to contracting parties,
members of the Fund, the combined foreign trade of which constitutes st least
Aty per contum of the aggregate foreign trade of all contracting parties.

Parcgraph 4 ()

nhwmnmphue)mmmmmmrmum
tion or maintenance of quantitative restrictions for belance of payments ressons,
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1t is solely intended to ensure that all external factors such as changes in the
terms of trade, quantitative restrictions, excessive tariffs and subsidies, which
may be contributing to the balance of payments difficulties of the contracting
party applyving restrictions, will be fully taken into account.

Ad Article X111
Paragraph 2 (d)

No mention was made of ~ commercial considerations ™ as a rule for the
allocation of quotas because it was considered that its application by govern-
mental authorities might not always be practicable. Moreovert, in cases where
it is practicable, a contracting party could apply these considerations in the pro-
vess of scehing agreement, consistently with the gencral rule laid down in the
opcning sentence of paragraph 2.

Paragraph 4

See note relating to “ special factors ™ in connexion with the last sub-paragraph
of paragraph 2 of Article X1. :

Ad Ariicle X1V
Paragraph |

The provisions of this paragraph shall not be %o construcd as to preclude
full consideration by the ConTracTING PARTIES, in the consultations provided
for in paragraph 4 of Article X! and in paragraph 12 of Article XVIII, of the
nature, effects and reasons for discrimination in the ficld of import restrictions.

Paragraph 2 -

One of the situations contemplated in paragraph 2 is that of a contracting
party holding balances acquired as a result of current transactions which it finds
itsclf unable to use without a measure of discrimination.

-

.Ad Article XV
Paragraph 4

The word ~ frustrate ” is intended to indicate, for example, that infringcments

of the letter of any Article of this Agreement. by exchange action shall not be
- regarded as a violation of that Article if, in practice, there is no appreviable depar

ture frum the intent of the Article. Thus, & contracting party which, as part of
its exchange controf operated in accordance with the Articles of Agreement of
the International Monetary Fund, requires payment to he received for its exports
in its own currency or in the currency of one or more members of the International
Monetary Fund will pot thercby be deemed to contravene Article X1 or Article
XHI. Another exampie would be that of a contracting party which specifies on
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an import licence the country from which the goods may be imported, for the
purpose not of introducing any additional element of discrimination in its import
licensging system but of enforcing permissible exchange controls.

Ad Article XV1

The exemption of an exported product from duties or taxes borne by the like
product when destined for domestic consumption, or the remission of such
duties or taxes in amounts not in excess of those which have accrued, shall not
be decmed to be a subsidy.

Section B

1. Nothing in Section B shall preclude the use by a contracting party of
‘multiple rates of exchange in accordance with the Articles of Agreement of the
International Monetary Fund.

2. For the puiposes of Section B, a * primary product ™ is understood to be
- any product of farm, forest or fishery, or any mineral, in its natural form or which
has undergone such processing as is customarily required to prepare it for
marketing in substantial volume in international trade.

Paragraph 3

1. The fact that a contracting party has not exported the product in ques-
tion during the previous representalive period would not in itself preclude that
contracting party from establishing its right to obtain a sharc of the trade in the
product concerned.

2. A «ystem for the stabilization of the domestic price or of the retumn to
domestic producers of a primary product independently of the movements of
export prices, which results at times in the sale of the product for export at &
price lower than the comparable price charged for the like product to buyers
in the domestic market, shall be considered not to involve a subsidy on exports
within the meaning of paragraph 3 if the ContracTING PARTIES determine that:

- {(a) the system has also resulted, or is 30 designed as to result, in the sale
of the prodixt for export at a price higher than the comparable price
- charged for the like product 1o buyers in the Jomestic market; and
(b) the system is 30 operated, or is dasigned 30 10 operate, either because
of the effective reguistion of production or otherwise, as not to stimulate
mmummywmmnmdm
contracting parties.

Notwithstanding such determination by the CONTRACTING PArTmS, Operations
wnder such 8 system shall be subject 10 the provisions of paragraph 3 where
they are wholly or partly fimanced out of government funds in addition 0 the
mmrthmdumm .
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Paragraph 4

The intention of paragraph 4 is that the contracting parties should seek
before the end of 1937 to reach agreement to abolish all remaining subsidies ar
from 1 January 1938; or, failing this, to reach agreement to extend the applica-
tion of the standstill until the earliest date thereafter by whnch they can expect
to reach such agreement.

Ad Article XVII
Paragraph 1

The operations of Marketing Boards, which are established by contracting
parties and are engaged in purchasmg or selling, are subject to the provisions of
sub-paragraphs (a) and (b).

The activities of Marketing Boards which are established by contracting parties
and which do not purchase or sell but lay down regulations covering private trade
are governed by the relcvant Articles of this Agreement.

The charging by a state enterprise of different prices for its sales of a product
in different markets is not precluded by the provisions of this Article, provided
that such different prices are charged for commercial reasons, to meet conditions
of supply and demand in export markets.

' Paragraph 1 (a)

Governmental measures imposed to ensure standards of quality and efficiency
in the operation of caternal trade, or privilcges granted for the exploitation of
national natural resources but which do not empower the government (o exervise
control over the trading activities of the enterprise m question, do not constitute -

* exclusive or apecial privileges .

Paragiuph 1 (b)

A vountry receiving a = tied loan ™ s free to take this loar. inlo account as
a * commercial conid ration ™ when purchasing requirements abread.

Parugruph 2

The term “ goads ™ is limited to products as understood in comunercial prac- |
tice, and is not intended to include the purchase or sale of services.

Paragraph 3

Negotiations which contiacting parties agree (o conduct under IIN\ paragraph
may be directed towards the reduction of duties and other charges on imports
and exporls or towasds the com husion of any other mutually satisfactory arrange-
ment consistent with the provisions of this Agreement. (See paragraph 4 of
Articie 11 and the notc lo that paragraph ) ) -
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Paragraph 4 (b) .

The term * import mark-up ™ in this paragraph shall represent the margin
by which the price charged by the import monopoly for the imported product
(exclusive of internal taxes within the purview of Article 1ll, transportation,
distribution, and other expenses incident to the purchase, sale or further pro-
cessing, and a reasonable margin of profit) exceeds the landed cost. . .

Ad Article XVIlI

. The CONTRACTING PARTIES and the contracting parties concerned shall pre-
serve the uimost secrecy .in respect of matters arising under this Article.

Paragraphs 1 end 4

I. When they consider whether the economy of a contracting party * can
only support low standards of living *, the ConTrAC1ING PARTISS shall take into
consideration the normal position of that economy and shall not base their
determination on exceptional circumstances such as those which may result
from the temporary existence of exceptionally favourable conditions for the
staple export product or products of such contracting party. = '

2. The phrase “in the early stapes of development ™ i‘s/not meant (o apply
only to contracting parties which have just started their economic development,
but also to contracting parties the economies of which are undergoing a process
of industrialization 10 correct an excessive dependence on primary production.

‘Paragraphs 2, 3,7, 13 and 22

The refcrence to the establishment of perticular industries shall apply not
. only to the establishment of a new industry, but also to the establishment of a
new branch of production in an existing industry and to the substantial transforma-
tion of an ¢aisting industry, and to the substantial expansion of an existing industry
supplying a relatively small proportion of the domestic demand. 1t shall also
mthemumctmofmmdmtrydutroyedorsuwammwdampdua
result of hostilities or natural disasters.

Paragraph 7 (b)

A modification or withdrawal, pursuant to paragraph 7 (b), by a contracting
party, other than the applicant contracting party, referred to in paragraph 7 (a),
shall be made within six months of the day on which the action s taken by the
applicant contracting party, and shall become effective on the thirtieth day fol-
fowing the day on which such modification or withdrawal hai been notified to
_ the Contaacming PazTirs, . . ' ~

Poragraph 11

mmmhMIlethmmMa'
contracting party- is required to relax or remove restrictions if such relaxation
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or removal would thereupon produce conditions justifying the intensification or
institution, respectively, of restrictions under paragraph 9 of Article XVIIL

Paragreaph 12 (b)

The date referred to in paragraph 12 (b) shall be the date determined bv the
CoNTRACTING PARTIES in accordance with the provisions of punmph 4(b) of
Article XI1 of this Agreement. :

Paragraphs 13 and 14

It is recognized that, before deciding on the introduction of a measure and
notifying the CONTRACTING PARTIES in accordance with paragraph 14, a contract-
ing party may need a reasonable period of time to assess the competitive position
of the industry concerned.

Paragraphs 15 ond 16

Bt is understood that thc ContracTING PARTIES shall invite a contracting party
proposing to apply a measure under Section C to consult with them pursuant to
paragraph 16 if they are requested to do so by a contracting party the trade of
which would be appreciably affected by the measure in question. :

Paragraphs 16, 18, 19 and 22

1. 1t is understond that the ConiraCTING PAR IS 1naY CONCUT in & proposed
measurc subject to specific conditions or limitations.  If the measure as applied
Joes not conform (o the terms of the concurrence it will to that extent be decmed
a measure in which the CoNTRA(TING PArTILS have not concurred.  In cases in
which thc ConrACTING PARTIES have concurred in & measure for & specified
period, the contracting party concerned, if it finuds that the maintchance of the
mcasure for a further period of time is required to achieve the objective for which
thc mecasure was originally taken, may apply to the ConrracTING PARTIES for an
extension of that period in accordance with the provisions and proccdures of
Scction C or D, as the case may be. : '

2. Tt is expected that the ConTRACTING PARTHS will, as a rule, refrain from
concurring in 8 measure which is likely (0o cause scrious prejudice to exports of
a commodily on which the economy of a contracling party is largely dependent.

Pavagraphs 18 and 22

The phrase “ that the intercsts of other conmdlnn parties are adequately
safcguarded ™ s meant to provide latitude sufficient to permit consideration in
each case of the most appropriate method of safeguarding those interests. The
-appropriate method may, for instance, take the form of an additional concession
to be applicd by the contracting party having recourse to Section C or D during
such time as the deviation from the other Articles of the Agreement would remain .
in force or of the temporary suspension by any other contracting party referred to
in paragraph 18 of 8 concession substantially equivalént (o the impairment dus -
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to the introduction of the measure in question. Such contracting party would
have the right to safeguard its interests through such a temporary suspension of
a concession; Provided that this right will not be exercised when, in the case of
a measure imposed by a contracting party coming within the scope of para-
graph 4 (a), the CONTRACTING ParTiES have determined that the extent of the
compensatory concession proposed was adequate.

Paragraph 19

The provisions of paragraph 19 are intended to cover the cases where an
industry has been in existence beyond the * reasonable period of time " referred
to in the note to paragraphs 13 and 14, and should not be so construed as to
deprive a contracting party coming within the scope of paragraph 4 (a) of
Article XVII], of its right to resort to the other provisions of Section C, including
paragraph 17, with regard to a newly established industry even though it has
benefited from incidental protection afforded by balance of payments import
restrictions.

Paragraph 21

Any measure taken pursuant to the provisions of paragraph 21 shall be with-
drawn forthwith if the action taken in accordance with paragraph 17 is withdrawn
or if the CoNTRACTING PARTIES concur in the measure proposed afler the expira-
tion of the ninety-day time limit specified in paragraph 17.

Ad Article XX
Sub-paragraph (h)

The exception provided for in this sub-paragraph extends to any commodity
agreement which conforms to the principles approved by the Economic and Social
Council in its resolution 30 (IV) of 28 March 1947,

Ad Article XXIV
Paragraph 9

it is understood that the provisions of Article 1 would reyuire that, when a
product which has been imported into the territory of a member of a customs
union or free-trade area st a preferential rate of duty is re-exported to the terri-
tory of anuther member of such union o1 arca, the latter member should collect
a duty equal to the difference between the duty already paid and any higher duty
that would be payable if the product were being imported directly into its territory.

Paragraph }I

Mcasures adopied by India and Pakistan in order to carry out definitive trade
arrangements between them, once they have been agreed upon, might depart
from particular provisions of this Agreement, but these mcasures would in genenl
he cunsistent wjth the objectives of the Agreement.
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Ad Arllcle xXxvill

mmrummduchmmcdngmm;hwld
arrange to conduct the negotiations and consultations with the greatest possible
secrecy {8 order to avoid premature disclosure of details of prospective tariff
changes. mmrumshﬂbehrmmuydm
dnnplamuondunmmulﬁn;ﬁmmwlhhmﬁdg :

Parqmphl -

1. lflthonmmnoanMynModoth«Mnumeyw
period, a contracting party may sct pursuant to paragraph | or paragraph 3 of
Article XXVIII on the first day following the expiration of such other period and,
unless the CONTRACTING ParTizs have again specified another period, sub-.
nquunpuiodswmbethno-yurperiodsfouowln(meapnmionofmw
fied period.

2. The provision that on 1 January 1958, ndonothetday:duemﬁnod
pursuant (o paragraph [, a contracting party “may ... n odify or withdraw a
eomion'mmthnonsuchdny.mdontheﬁmdaya!tumemdotuch
period, the legal obligation of such contracting party under Article 1! is altered;
it does not mean that the changes in its customs tariff should neosssarily be made
effective on that day. If a tariff change resulting from negotiations undertaken
pursuant to this Article is delayed, the entry into force of any compensatory
concessions may be similarly delayed.

'3, Not earlier than six months, nor later than three months, prior to | January
1958, or to the termination date of any subsequent period, a contracting party
wishing to modify or withdraw any concession cmbodied in the appropriate
Schedule, should nofify the ConTrACTING ParTits to this effect. The Con-
TRACTING PARTIES shall then determine the contracting party or contracting
partiés with which the negotiations or consultations referred to in paragraph |
shall take place. Any contracting party so determined shall participate in such
negotiations or consultations with the applicant contracting party with the aim
of reaching agreement before the end of the period. Any extension of the assured
life of the Schedules shall relate to the Schedules as modified after such negotia-
tions, in accordance with paragraphs §, 2 and 3 of Article XXVIIL. If the Con-
TRACTING PARrTIES are arranging for multilateral tariff negotiations to take place
within the period of six months before 1 January 1958, or before any other day
determined pursuant to paragraph 1, they shall include in the arrangements for
such negotiations suitable procedures for carrying out the modauom referred
to in this paragraph.

4. mobjddmmfathepnﬂndpumhﬂnmhﬁomormy
contracting party with s priocipal supplying interest, in addition to any contract- .
ing party with which the concession was tnitially negotiated, i to ensure that a
contracting party with a larger share in the trade affected by the concession than
4 confracting party with which the concession was initially negotiated shall have
an effective opportunity to protect the contractus! right which it enjoys under this
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Agroement. On the other hand, it is not intended that the scope of the negotia-
tions should be such as to make negotiations and agreement under Article XX VIII
unduly dificult nor to create complications in the application of this Article in
the future to concessions which result from negotiations thereunder. Accord-
ingly, the ConNTRACTING PARTEES should only determine that a contracting party
has a principal supplying interest if that contracting party has had, over a reason-
able period of time prior to the negotiations, a larger share in the market of the
applicant contracting party than a contracting party with which the concession
was initially negotiated or would, in the judgment of the CONTRACTING PARTIES,
have had such a share in the absence of discriminatory quantitative restrictions
maintaincd by the applicant contracting party. It would therefore not be appro-
priate for the CoNTRACTING PARTILS 10 determine that more than one contracting
party, or in those exceptional cases where there is near equality more than two
contracting parties, had a principal supplying interest.

S. Notwithstanding the definition of a principal supplying interest in note 4
to paragraph |, the CONTRACTING PARTIES may exceptionally determine that a
contracting party has a principal supplying interest if the concession in question
dmmwnhmmamormonheww:xpomofmm
ing party.

6. - It is not intended that provision for participation in the negotiations of
any contracting party with a principal supplying interest, and for consultation
with any coatracting party having a substantial interest in the concession which
the applicant contracting party is secking to modify or withdraw, should have the
effect that it should have to pay compensation or suffer retaliation greater than
the withdrawal or modification sought, judged in the light of the conditions of
trade at the time of the proposed withdrawal or modification, making aliowance
for any discriminatory quantitative restrictions maintained by the appliam
eoumain; party.

7. The expression ~ substantial interest * unotupableofapnchedﬁni-
tion and accordingly may present difficultics for the CONTRACTING PARTIES.
It is, however, intended 10 be construed to cover only those contracting parties
which have, or in the absence of discriminatory quantitative restrictions affecting
their exports could reasonsbly be expected to have, 3 significant share in the market
of the contracting party secking to modify or withdraw the concession.

Paragraph 4
" 1. Any request for authorization to enter into ncgotiations shall be accom-
panied by all relevant atatistical and other data. A decision on such request
shall be made within thirty days of its submission.

2. It is recognized that to permit certain contracting parties,  depending in
farge measure on a relatively small aumber of primary commodities and relying
on the tariff as an important aid for furthering divensification of their economies
of 83 an important source of revenue, normally to negotiats for ths modification
or withdrawal of concamions only under paragraph 1 of Article XXVIII, might
cause them at such & tims $0 make modifications or withdrawals which in the long
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run waukd prove unnacssary  To avod such a situation the ConTrACTING PAR-
we dall authatize any such contracting party, under paragraph 4, to enter
info negotiations unless they consider this would result in, or contribute sub-
santially towards, such an increase in tariff levels as to threaten the stability of
the Schedules to thls Ammcm or lead (o undue disturbance of mlernauonal
trade.’ i . $ .

1. It s espected that negotiations lulhomed undcr paumph 4 l'ot modn- .
fication or withdrawal of a singlc itemn, or a very small group of items, could
nwmally be brought to a conctusion in sixty days. 1t is recognized, however, -
that such a period ‘will he inadequate for cases involving negoliations for the
madification or withdrawal of a targer number of:itema and in-such cases, thcre-
fure, it would be appropriate for the CONTRACTING PARTIES to prescribe a longcr
mood, o

4. Thc dctenmnatnm referred fo in paragruph 4 (/) shall be made by lhc -
ConimagyNG Parins within thirty days of the submission of the m’(er 10 them, -
unks the applicant contracting party agme.s tod longcr penod B U S

L. In determuning under pamgnph ah whether an awlu.am conlradmg
Pty has unrcasonably failed (o offer adequate compensation, it is understood
that the Conrraciing Parties will take due account of the special position of

a contracting party which has bound a high proportion of its tariffs at very low
- rates 'of- duty and to this extens has less scope ohan olher comractmg pamcs w0

malvmmuwy adjustiogat. - ) o
.'.".Q ¢ ERER ~. q'. L .-::‘
A ‘. -, e
Tes b e Aumm*xxvmm N ) _
’M‘m ' . L R . . IS "I

ll ;s umlemood lhal lhc n-fu\'nct 1)) lncat necds w\mkl mcludr lhe reveaue
aspevt of dutics and p.muuhrl\ duties impewed primarily for reverive purposes:
or dutics-imposed on products which can be subntituted for products subject -
to revene duties (o provent l\'n‘ avoidance of such dutics.

1

L mera e Ad_riicle XXIX, ,'
Pocgraph | . .. | . S e
D¢ 1;-«0\*"( ind VIl of the Havana Charter hive been exciuded from para:”
glaph hocaine they wany‘ deal with the oaummmn. functions and proce: -
Jdusgy of the lnlemtlonal ka Oruniatim . . . At

o
Ad Part IV

te ll‘r LIRS
R[N 0

o DF jvn_wds‘ '&whped coniractinig parties = and the words * hs-dcyebped
coniraciifig perties ™ 33 used in ParttV are ti he understnod. to refer (o developed . .
and less-developed countres which are mues ¢ tho General A‘ncment 0.
Taiifls and Trade.

. e v -~ .
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w ANNIX 1

Ad Artcle XXXVI
m:
mmmswummobpummfoﬂhmkmdeluuuﬂlu
amended by Section A of paragraph 1 of the Protocol Amending Part | and Articles
XXIX and XXX when that Protoco! enters into force. ? .

Poragreph 4

The term * primary products ® mmnwmvupmz"
of the note ad Article XV, Section B. 5

Poragraph 5

Adtmﬁulmmmmldmﬂyududelhemmmd
activities for the processing of primary products and the development of manu-
facturing industries, taking into account the situation of the particular contract-
ing party and the world outlook for Mmmmdd&m
commodities.

Poragraph 8 ) _

It is understood that the phrase donotexpeamny means, in accord-
ance with the objectives set forth in this Article, that the less-developed contract-
ing pertics should not be expected, in the course of trade negotiations, to make
contributions which are inconsistent with their individual development, financial
‘and trade needs, taking into consideration past trade developments.

This paragraph would apply in the event of action under Section A of Article
XVIIL, Article XXVIH, Article XXVIII bis (Article XXIX after the amendment
sct forth in Section A of paragraph 1 of the Protocol Amending Part | and Articles
XXIX and XXX shall have become effective !), Article XXXIIl, or any other
MMHMW )

Ad Article XXXV
" Poragraph | (a)

This paragraph would apply in the event of negotiations for reduction of
elimination of tariffs or uther restrictive regulations of commerce under Articles
XXVHE, XXV Mg (XXX afier the amendment sct furth in Soction A dof para-
graph 1 of the Protocol Amending Part | and Articles XXIX and XXX sheil
have become effective 1), and Article XXXI], as well as in connexion with other
wmtoeﬂmuxhndmbnadmmlmvbum -yh
able to undertake.

ml(b) .

‘lbothamrdcndwnmbmwhdohmb» N
mm:mwmn“wmbwdnﬁ*' :
products, or to introduce messures of trade promotion. ’

- - e—

"l’hmuw“lmm
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PROTOCOL. OF PROVISIONAL APPLICATION
OF THE GENERAL AGREEMENT ON TARIFFS AND TRADE

. "The Governments of the COMMONWEALTH OF AUSTRALIA, the
hinanom o BioGium (in respect of its metropolitan territory), CANADA,
the Frincu Rrpuntic (in respect of its metropolitan territory), the Grann-
Duecny of LuxemaunG, the KinGDOM OF THE NETHERLANDS (in respect of
i metropolitan territory ), the UN1Ten KINGDOM OF GREAT BRITAIN aND
NORTHIRN IRFEAND (in respect of its metropolitan territory). and the
U1 SaTes oF AMIRICA, undertake, provided that this Protocol shall
have heen signed on behalf of all the foregoing Governments not later
than 1S November 1947, to apply provisionally on and after | January
948

() Parts | and 11 of the General Agreemient on Tarifls and Trade. and

(M Part I} of that Agreement to the fullest extent not inconsistent with
cuinting legistation,

2 The foregoing Governments shall make effective such provisional
application of the General Agreement, in respect of any of their tertitories
other than their metropolitan territories. on or after | January 1945, upon
the cxpiration of thirty days from the day on which notice of such applica-
tion 1s received by the Secretary-General of the Uriited Nations.

)} Any other government signatory to this Protocol shall make effec-
tne such provisional application of the General Agreement, on or after
I January 1948, upon the expiration of thiny days from the day of signature
of l|ll\ Protocol on behalf of such Government.

4. This Protacol shall remain open for signature at the Headquarters
of the United Nations (a) until 1S November 1947, on behalf of any govern-.
ment named in paragraph 1 of this Protocol which has not signed. it on -
this day, and (h) until 30 June 1948, on behalf of any other Government
signatory to the Final Act adopied at the conclusion of the Second Session
of the Preparafory Committee of the United Nations Conference on Trade
and Fmployment which has not signed it on this day.

S Any govemmem applying this Protoco! shall be free to withdraw -

such application, and such withdrawal shall take effect upon the expiration
of sinty days from the day on which written notice of such withdrawal i is
reccived hy the Secmary-Genenl of the United Nations,

n
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TR PROVOOOL OF PROVISKINAL APPLICA MNON

6. The onigimal of this Protocol shall be deposited with the Secretary-
General of the Umited Nations, who will furaish certificd copics thereof
to all anterested Governments.

IN WiTNESS WHFREOF the respective Representatives, alter having com-
municated their full powers, found to be in good and due form have
signed the Protocol.

Don at Geneva. in a single copy, in the English and French lahguagc«
both teats authentic, this thirtieth day ol' October one thousand nine
hundred and forty-seven.
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APPENDIX

The st section of this Appending gnes the somce (legal instruments)
of the venous provisions of the GAT 1. other.than schedoles, their cffective
date and their respective oitations in the United Nations 7icary Series
(UNIS) or in GATT publications.

The seeond section contins a key to the abbreviated tiiles used in the
lirst section, together with thew citations,  Column 4 refers (o provisions
in Part 1 of the General Agreement and indicates where they have been
qualiticd, for instance. with regard 1o terntorial application or the mam-
ienanee of preferences. Colwan § refers to provestons an Bt 11 of the
General Agreement, and mdicates where they hasve been gquahfied, c.g with
regard to dates of application.  Colwun 6 refers to dillerent applicable
dates with regard to paragraph 1 of Article 1L Column 7 refers to differenmt
appheable dates with regard to Article V: 6. Article VI 44/). Article
X: ). Column 8 refers to different terminatton pertods for swithdreawal
from the Agreement. -
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" L SOURCE AND FFFECTIVE DATE OF GATT PROVISIONS -

G AT provision
Titke
Preambic

Part |
Article §
Par. 1

Par. 2

Par. 3

Par. 4

Aticle I
- Pur.

Par.2
Subpar. (s)

Sowrce '
GAT
GATT

GAll
GA1l

Cross referemx (o art. 11
modified by 948 Pt |
Prot., par. 1, sex. A (i)

Cross reference 10 subse-
quent par. modificdd by
1948 Pt. | Prot, par. |,
sy A (i)

Provisions in supgdenwatary
agreenents permitting ad-

©ditnat anf preferences
arc hivted in col. 4 of Aoy
in slun Il

1948 Pr. § Prot, pu. B,
we. A (i)

Pat. No. awalified by 194K
P 1 Prot, par. 1, v
A (i)

Provisions in supplementary
agrecmnents providing dif-
ferent base dates asc listed
m col. 4 of key in seu-
ton n

GAIT

Provisions in supplementary
agrecments providing dif-
ferent dates applicable to
eerisin  comvessivns  are
fisicd in ool. 6 of key in
section it

Cross reference to ant. B}

modificd by 1948 01 |
Prot., pes. |, 0c. B

8

Effective Citation

t Jan, 1948 SS UNTS 194
_3Jan. 1948 SS UNTS 194

1 0an 1948  SS UNTS 196

1Jan. 1948 S5 UNTS 196
24 Sept. 1952 138 UNTS 336
24 Sept. 1952 138 UNTS 336 -
24 Sept. 1952 13K UNTS 336
24 Sept. 1952 138 UNTS 336

1.2an, 1948

$S UNTS 200

24 Scpt. 1952 138 UNTS 336
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agrecments providing Jif-
fcrent  dates concerning
wuriency conversion meth-
ods are listed in col. 7 of
key in acction 11

45-025 0 ~ 85 - 39

22 I SOURCE AND FFFTCTIVE DATE Qi GAFT PROVINONS
G ATT provisioz Souree Ecctive ¢ wution
Part | feomt.)
Artticke M (eonr)
Par. 6
Subpar. (a) Pronisions in supplementary .
agreements providing dif-
ferent dates applicable to
certain  concessions  are
listed in col. 6 of kev in
section 1}
Part 1l GATT 1 Jan. 1948 $S UNTS 24
Provisions in supplementary
agreements qualifsing ap-
plication of this part are
listed in cul. § of key in
section 11
Article 11 PUR PL I Prot, par. 1. 14 Duc 1948 62 UNTS 82
we. A ,
Articie 1V GATT 1 Lan, J94R SSUNITS 208
Article V GATT 10an 1948 35 UNTS 208
Par. 6 Pruvisions in supplementary ’ .
agrecnwnts providing dif-
ferent  dites  conceming
sonsigniment requircments
are listed in col. 7 of key
. n sectina i )
Article Vi (948 P1. 1t Prot, par. 1, 14 Dec. 1948 62 UNTS 86
sec. H . )
Pur. 6 195S P ofL Prow. par. 1. TONE 1957 278 UNTS 170
soe. )
Articke VI GATT 1 Jan. 1948 SS UNIS Mo
Par. { tormer qualification deleted 7 Out. 1957 2TR UINTS T
from first scntenee by 1955
Pu 1l Peot., par. 1, sec. -
L.
Pur. 2 .
Subpar. (h) First scntecnex maodified by 7 Oct. 1957 2R UNTIS IT?
’ 1955 Pt 11 Prot., par. 1, ’
ace. k(i) ..
Par. 4 - .
Subpar. (a) Modified by 1955 P Il 70 1957 2R UNTFS IR
and (M) Prot, par. 1, sec. Eii) : .
Sudpar. () Provisions in supplementary
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! SOURCH AND EFFECTIVE DATE OF GATT PROVISIONS 83
GATT provision Sowrce Effective Citation
Part 1} (cont.),
Article VIII GATT 1Jan. 1948 SSUNTS 218
Title 1958 P Il Prot, par. 1, 7 (bt. 1957 278 UNTS 14
scc. (@) - . : : :
Par. 1 and 2 195 P 1l Prot, par. 1, 70ct 1957 278 UNTS 174
scc. F (i) : :
Anwke I1X GATIT . 1Jan. 1948 SSUNTS 220
Par. 2 195S P1. §! Prot, par. 1, 70ct 1957 278 UNTS 174
see i (1)
Par 110 6 _Par. No madified by 1955 7 Oct. 1957 278 UNTS 174
M. 3 P, par. 1, sex.
Co(n) ’
Atlnle N GAll | Jan. 1948 $5 UNTS 222
Pae 3
Subpar. (¢) Provisuns in supplementary
apreements providing dif-
fuent  dates  concerning
prowedures are Jisted in
col. 7 of key in section I
Articke X1 GATT _ 1Jan. 1948 55 UNTS 224
tormer par. 3 Jdekted by 70ct. 1957 278 UNTS 1724
. 1988 P H Puot,, par. I, .
ay H
* Atinle X1t 1958 M. It Prot, par. 1, 70ct. 1957 278 UNTS 174
Artn ke X118 ALY 1Jan. 1948  SSUNTS 234
Par. % Fotnwr reference to art. 111 14 Dec. 1948 62 UNTS 90 .
deicted by 1948 Pt 4 .
Prot, par. 1, sec. C
Artn ke X1V
!‘ar.l 1955 Pt 1l Prot., par. 1, 15 Feb. 1961 278 UNTS 180
. sec ) () i
Par. 210 S 1953 . il Prol., par. 'l, 70ct. 1957 278 UNTS 180
w3 Oi)
Article XV GALT Lhan. 1948 S5 UNTS 246
$ar. 2 Reference o art. XVill add- 7 O0ct. 1957 278 UNTS 182 -
' .ed by 1955 Pt 1 Prot, . -
par. ), wc. K . . )
Par. 9 Opening clause modified by 62 UNTS %0

1948 Pu. 11, Prot, pes. |,
sec. D

14 Dexc. 1948
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84 1. SDURCE AND ITFECTIVI. DATE Of GATT PROVISIONS
GATT provision Source Ejmhr Cltotion
Past 1 (comr.)
Article XV) GATT 1Jan. 1948 S UNTS 250
Sec. A
Title Section designation and title 7 Oct. 1957 278 UNTS 182
added by 1955 P1. I Prot., 7
par. S, eec. LG) .
Pur. Par. No. added by 1955 Pt. 7 Oct. 1957 278 UNTS 182
11 Prot., par. |, sec. L (i)
Sec. B 1955 P Il Prot, par. 1, 7Ot 1957 278 UNTS 182
sec. L (i)
Par. 2 Opening words modified by 7 Oct. 1957 278 UNTS 248
- 1955 Rectif. P.-V., art. §,
sec. B, par. 4
Par. 4 Effective date of prohibition 14 Nov. 1962 445 UNTS 294
provided for in 1960 art.
XV1:4 Prohib. Decl., par. 1
Reference to domestic mar- 7T Oct. 1957 278 UNTS 48
ket modified by 1953
Rectif. P~V amt. |, sec. B,
par. 4
Article XViI GATT 1Jan. 1948 355 UNTS 250
Tile Modified by 1935 Pt. 1l Prot., .- 7 Oct. 1957 278 UNTS IM4
par. 1, sec. M (D
Par. 3and 4 195 P )l Prot, par. ), 70Oct 1957 278 UNTS 14
soc. M (ii) )
Article XV 1958 M. 11 Prot., par. 1, 7O0ct. 1957 278 UNTS 1886
sec. N . :
Article XIX GATT . 1 Jan. 1948 - SSUNTS 258
‘Par. 3 Language of wmpension 7Oct 1957 278 UNTS 200
rights modified by 193$
Pt. 11 Prot., par. 1, sec. O .
Article XX GATT 1 Jan. 1948 35 UNTS 262
Former PL llandNo.of .1 7 Oct. 1957 278 UNTS 200
deleted by 1955 P (I .
Prot., per. 1, sec. P (i) '
Subpar. () 1953 P 11 Prot, per. 1, 70Oct 1957 278 UNTS 200
sec. P (i)
Sobper. () 1955 P 11 Prot, par. 5, 7Oct 1957 278 UNTS 200
sec. P (idl)
Article XXI GATT 12an. 1948 35S UNTS 266
Article XX1I 195 . 11 Prot, par. 1, 70ct 1957 278 UNTS 200
=c. Q .
Arucie XXI110 GATT 1Jen. 148 35 UNTS 266
Par. 2  Last two sentenom modified 7 Oct. 1957 278 UNTS 200
- by 1958 PuL Il Prot, per. ),
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RS

. wNiRe | -ANH 1IFLCIIVE DAY (W iiAl t PROVISNOINS
GATT provision Source Fffective Citation
Partill GAL 1Jan. 1948 - 55 UNTS 268
Article XXIV 194K art XXIV Prot.sec. ] 7Junc 1948 62 UNTS 86
Pur. 4 1938 P 1 Prot, par. 1, T70Oct. 1957 278 UNTS 202
sec. 8 (i)
Par. 7 ’
Subpar. (b) First clause modified by 1958 7 Oct. 1957 778 UNTS 202
v U Prot, par. |1, sec.
S (i) :
Article XXV GATT 1Jan. 1948  SS UNTS 272
Par. S 1948 Mod. Prot., sec. | 15 Apr. 1948 62 UNTS 30
Former subpars. (8) through 7 ()ct. 1957 278 UNTS 202
(d) and subpar. designa-
tion following par. no. de-
Icted by 193$ Pt. I8 Prot.,
par. 1,eec. T . -
Article XXV 1985 Pr. Il Prot., par. §, 70Oct 1957 278 UNTS 202
’ we. UG) o
Asticle XXVII GAIT 1Jan. 1948 55 UNTS 276
Final sentence modified by 7 Oct. 1957 278 UNTS 204
(955 Pr. Il Prot, par. |, ‘
sec. V
Article XXVIIl 1955 Pi. 1l Prot., par. 1, 7Oct 1957 - 278 UNTS 204
: wec. W A .
Article XXVIU bis 1988 Pu. 11 Prot, par. 1, 7Oct. 1957 278 UNTS 208
sec. X (1) . .
" Article XXIX 1948 Pr. 1 Prot. per. 1, 24 Sept. 1952 138 UNIS 336
. C
- Article XXX GATT I Jan. 1948  SSUNTS 22
Article XXX1 GAILT 1Jan. 1948 S UNTS 242
Reterame W art. Zvill add- 7 Oct. 1957 27 U'NIS 210
el by 1955 Pi. M Prot,
par. L, e Y (1) .
Connecting words added to 7 Oct. 1937 © 278 UNTS 48
first clause by 1955 Rextif. .
P.-V,art. |, wc. B, par. $
1 omer tmuing dete deleted 7 Oct. 1957 278 UUNTS 210
from cach sentence hy .
1958 P 11 Prot, per. |, ’
sec. Y (i) and @ii) .
Provisions in supplementary
agreements providing for .
-different termination pe- SR
riod are tisted in col. cet g

key in section 11
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. CATT provision
. Part M1 (cont )

Article XXXIt
Par. 1
Par 2

Artade XXXIM
Article XXX1V
Article XXXV

Part By
Article XXXVI
Artcle XXXVit

Article XXX VIl

Annex A
Final par.

Annex B

Amn. C

Annex D

. Asnex B

Aanex F
Anmex O
Annsz H

Anasx |

2515

Source

GATT

1948 Mod. Prat., sec. 11

Cross references modified by
1955 Pt. Il Prot., par. |,
scc. SS

1948 Mod. Prot., scc. It

GATT

1958 Pt. 1] Prot, par. |,
sec. Z

1965 Pt. IV Prot., par. 1,
sec A

1965 1. IV Prot., par. 1,
sec. A

1965 P1. IV Prot, par. |,

T sec. A

1965 P1. 1V Prot., par. |,
sec. A

GATT

1948 Pt. ) Prot, par. |,
sec. D

1958 4th Rectif. and Modif.

Prot | par. |

1950 4th Rectif Prot., par.

1 (@

Last name in hst modified
by 1950 S5th Rectif. Prot.,

.par 1(a)
GATT
GATT
GATT
GATT

1935 . 1l Prot, per. ),

e, AA ()
GATT

1935 M. 1l Prot, per. 1,

. esc. BB (W)

Effective

1 Jan. 1948
15 Apr. 1948
7 Oct. 1957

15 Apr. 1948
1 Jan. 1948
7 Oct 1957

27 Junc 1966
27 June 1966
27 June 1966

27 June 1966

1 Jan. 1948
24 Scpt. 1952

23 Jan. 1959

24 Scpt. 1952

0 June 1933

| Jan. 1948
1Jan. 148
1 Jan. 1948
) Jan. 1948
7 Oct. 1957

1 Jan. 1948
7 Oct. 1957

8 ”Ul(:}' AND EF‘E(‘TIVE DATI- OF GAIT PIOVISIONS

Citation

35S UNTS 282°
62 UNTS 32
278 UNTS 234

62 UNTS M4
53 UNTS 284
278 UNTS 210
GATT, Final Act
2nd Sp. Sess. 25

GAI T, Final Act
2nd Sp. Sess, 28

GATT, Final Act
2nd Sp. Sess. 27

GAT1, Final Act
2nd Sp. Sesx. 30

35 UNTS 284
138 UNTS 338

324 UNTS 302

138 UNTS 399

167 UNTS 266

335 UNTS 290
53 UNTS 290
$3 UNTS 290
33 UNTS 290
278 UNTS 212

$S UNTS 292
278 UNTS 214
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1. SOURCE AND CFFECTIVE DATE OF GATT PROVISIONS

GATT provisien Sowrce ~ Effective Cﬂctbn
Annex | (cont.) .
Ad Article 1 GATT . . 1 Jan. 1948 $S UNTS 292
Par. | , .
First par. Cross reference to art. 111 24 Sept. 1948 138 UNTS 338

" modified by 1948 Pt |1
Prot., par. 1, sec. E (i)

Bocondpar. 1948 Pu. 1 Prot, par. 1, 24 Sept. 1952 138 UNTS 138

sec. L (i)
Par. 3 Par. No. modificd by 1948 24 Sept. 1952 138 UNTS M0
Pi. § Prot, per. 1, eec. -
E (iii) ‘
Ad Article 1t GATT Tian. 1948 53 UNTS 29¢
Par. 2(a) 1948 Pu. § Prot, par. 1, 24 Scpt. 1952 138 UNTS 340
sec. E (iv)
Par 4 1948 Pt. 1 Prot., par. 1, 24 Sept. 1952 138 UNTS 340
» #c. E(v)
Ad Articie 111 1948 Pu 11 Prot, par. 1, 14 Dec. 1948 62 UNTS 104
sec. G (i)
Ad Article V GATT o 1Jan. I8 35 UNTS. 296
Ad Anwcic VI 1948 Pi. Il Prot, par. 1, M Dec. 1948 62 UNTS 106
sec. G (i) ’ .
Par. ) ’ .
Note | Notc No. added by 1955 70Oct. 1957 278 UNTS 244
. Pu. 1 Prot., per. 1, ecc.
CC )
Note 2 1958 P 11 Prot., per. 1. 70ct. 1957 278 UNTS 214
_ sec. CC (i) ,
Par. 6 (H) 1958 P1. 0l Prot, par. 1, 70Oct. 1957 278 UNTS 214
ace € (i) i : : .
Ad Article V1T GATT 1Jan. 1948 SSUNTS 29
Par. 1 195 % Ul Piot, par. 3, 7081 1957 278 UNTS 214
sec DD G)
Par.2 19'S P 11 Prot, par. 1, 70kt 1957 278 UNTS 214
. sec. DD (i) ’
AdAnide VIIT - 1958 Pr. 11 Prow, par. ), 70ct 1957 ITBUNTS 216
‘eec. FE .

Ad Articles XI, 1953 Rectif. P.-V, ort. §, 70Oct. 1957 278 UNTS 248
X, X, xiv occ. B, par. 7 .

and XVHI _
AdArtice X! GATT 12an 198 S UNTS 29
 AdAnice X1l 19SS P - .r ), 70ct1957  2MUNTS 216

W oc tas

1
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27 June 1966

8 3. SOURCE AND EFFECTIVE DATE OF GATT PROVISIONS
GATT provizion Source Effective Citation
Annex | (comt.)
AdAfice XTIl GATT 1Jan. 1948 5SS UNTS 300
Ad Articls XIV .
Par. } 1935 PL N1 Prot, par. 1, 1S PReb. 1961 278 UNTS 218
' ssc. HH
Par. 2 1948 Art. XIV Prot, eec. 11  1Jan. 1949 62 UNTS 46
Ad Asticle XV GATT 1Jan. 1948 $S UNTS 302
Ad Articke XV3 195S P I Prot, per. 1, 70ct. 1957 218 UNTS 218
sec. 11
Ad Articke XVII ©  GATT 1Jap. 1948  $S UNTS 302
Pur. 3 195S PL 11 Prot, par. 1, 70ct 1957 2IBUNTS 20 .
osc. 1)
Par. 4 (D) 195 PL 11 Prot, par. I, 70c. 1957 278 UNTS 20
osc. 1)
Ad Article XVIIL  195S PL I Prot, par. 1, 70ct 1957 278 UNTS 222
) sc. KK ’
* Ad Anicle XX 1955 PL 11 Prot, par. 1, 7Okt 1957 278 UNTS 26
sec. LL ' - .
Ad Article XXTV 1948 Art. XXIV Prot., sec. 11 7 June 1948 62 UNTS 64
Par. 9 1949 31d Roctif. Prot., par. } 21 Oct. 1951 107 UNTS 314
Ad Artscle XXVII1 1955 P 11 Prot, par. 1, * 70ct 1957 278 UNTS 226
sec. NN
Ad Article XXVII1 1955 Pv. 11 Prot, per. 1, 7Oct. 1957 278 UNTS 232
s sec. 00 (i)
Ad Article XXTX 1948 P 1 Prot., per. 1, 24 Sept. 1952 138 UNTS 340
sec. E (vi) .
" AdPant IV 1965 PL IV Prot, par. 1, 27 June 1966 GATT, Final Act
snc. B : 20d Sp. Sees. 31
Ad Asticle XXXVI 1965 Pu. IV Prov, per. 1, 27 Junc 1966 GATT, Final Act
ne. B 2nd Sp. Sem. 31
Ad Asticls JOOCVIL 1968 PL. IV Prot., par. |, GATT, Final Act

2nd Sp. Sees. 32
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0. KEY TO ABBREVIATIONS USED IN THIS APPENDIX AND TO
PROVISIONS IN SUPPLEMENTARY AGREEMENTS AFFECTING THE
APPLICATION OF CERTAIN PORTIONS OF THE GENERAL AGREEMENT



T

SNULLYIAZYREY.OL A1Y “Il

T ‘Difeins * Differens 0
Abbvevissed Qualification .Qualification  date re datere..  Different
agreement . re application  re application certain *  cestain  tevoineion
title used Agreement title Clration: ofpt. 1 ofpr. Il concessions  pariies.  period @
) @) 3) O] 16)) 6) o (®)
OATT General Agresmant oo Tarifs and 53 UUNTS 194 -_ f— - - -
Trade . - .
- Protocolvof Provisional Applica- 53 UNTS 308 — Par. 1 (B)- - -_— Par. -
- tion. of the General Agreement
oo Tyrifls and Trade, 30 October
196, -
1948 Mo Prot.©  Prosocol modifying certain provi- 62 UNTS 30 —_— - - - —
sions ‘of the General Agreomein . .
on Tariffy and Trade, 2¢ March )
. 1948 .
1948 Art. XIV modlMiuAnkh 62 UNTS 0 - - - - -
Prot. XIV of the- Gensval Agreement
wTul&andTnb.MMuch
: 1948 e .-
mbm.mv wmmmmm 62UNTS:% - - - e = -
Pnt* xxxv.fw : . S i R
on’ Tariffs and Morch' : it
) ‘m - . * .
mnum m:mmmnm» 138 UNTS 3% - ' - - - -
;g v, UewXXIXof the General Agrec-: o o
v-u-.-;u&*z‘.{ " Cofe, o Tacifsiaod Fradey. . .
R i "‘M ;o - R uu-ﬂ!v* "‘& W

6192



1948 Pr. 11 Prot.

1949 3ed Rectif.

15:0 «ta Reetif,
Prot. - :

1950 Sth Rectif.
Prot.

Protocol modifying Part 11 and
Article XXVI of the General

Agreement on Tariffs and Trade,

14 September 1948

Protocol for the Accession of Sig-
natories of the Final Act of 30
October 1947, 14 September 1948

Thied Protocol of Rectifications to
the General Agreement on Tar-

" iffy and Trade, 13 August 1949

Annecy Protocol of Terms of Ac-
cession to the General Agree-
ment on Tariffs and Trade,
10 October 1949

Fourth Protocol of Rectifications
0 the General Agreement on
Tariffs and Trade, 3 April 1950

FiRth Protocol of Rectifications to
the General Agreement on Tar-
iffs and Trade, 16 December1950

Torgusy Protocol 10 the General
Agreement on Tariffs and Trade,
21 April 1951 .

First Protoool of Supplementary
Concessions to the General
Agreement on Tariffs and Trade
(Union of South Africa and
Germany), 27 October 1951

62 UNTS %0

N

62 UNTS &8
107 UNTS 312

62 UNTS 122

138 UNTS 398
167 UNTS 263

142 UNTS M4

131 UNTS 316

Par.1(d) Par.1(a)(ii) Par.S(a) Par.S(5) Par.?

- Par.1(0)(i) Par.S(e) Par.S(b) . Par.8

— - hr:J — -

© em e o  ————— e mp——

SNOLLVIAZNGEY OL A3% ‘Il
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o vember 1952

1955 4h Rectif. Fowrth Protocol of Rectifications

& Modif. Prot.  and Modifications to the As-
aemes and 0 the Texts of the
Scheduics 10 the General Agroe-
met on Tarifs and Trade,
7 March 1933

195s Pt. 11 Prot. Protocol Amending the Preambis
and Parts 11 and ITI of the Gen-
eral Agresment on Tariffs and
Teads, 10 March 1958

- Protocol of Terms of Accession of
Japan t0 ths Geosral Agreement
on Tariffs and Trads, 7 Juns 1933

- . ‘Third Prowcol of Supplementary
: Conoemsions to ths General

Agresment on Tariffs and Trads

(Denmark and Federal Republic
of Germany), 13 July 1955

278 UNTS 18

220 UNTS 164

250 UNTS 2

Per.3 -—

Par.1(d) Pardi(e)() Par.S(a) Par.5(B)

Par. 2(0) -

Par.?
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— Fourth Protocol 6f Supplementary 250 UNTS 297 - —_ Par. 2 (@)
Concessions to' the General . . .
Agreement on Tariffs and Trade )
(Federal Republic of Germany
and Norway). 15 July 1958 . -

-— Fifth Protocol of Supplementary 250 UNTS 301 - - Par. 2 (o)
Concessions to the General : :
Agreement oa Tarifls and Trade
(Federal Republic of Germany
and Sweden), 15 July 1955

1938 Rectif. P.-V. Procis-Verbal _of Recifizatun’ 278 UNTS 246 - - -
Concerning the Protocol Amend- - - - . .
ing Part I and Arucles XXIX
and XXX of the General Agree-
ment on Tariffs and Trade, the
Protocol amending the Preamble
- ‘and Parts Il and 111 of the Gene-
ral Agreement on Tariffs and
- Trade and the Protocoi of Or-
° : ganizational Amendments 1o the
© . General Agreement on Tariffs
and Trade, 3 December 1955

- Sixth Protoco! of Supplementary 244 UNTS 2 . - —_ Par. 4
- - Concessions to the General . :

Agreement on Tariffs and Trade,
23 May 1956

- Seventh Protocol of Supplemen- 309 UNTS 364 - - Par. 4
et ® tary Concessions 1o the General .. . o L

' .- Agreementon Tariflsand Trade =~ ... - -

{Austria and Federal Republic . <+ - . '

of Germany), 19 February 1957 -~ ..

43693
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Abbrevieted

tivke uved
)

Agreemens title
@

Citation
&)

Qualification  Qualification date re

Different  Differemt

date re  Different

re application  re application certain ceriain  termination
concessions  perties period

of pt. 1
«)

of pt. Ul
(¢))

(6)

Y] ®

Eighth Protocot of Supplementary
Concsssions 0 the General
Agrosment on Tariffs and Trads
(Cuba and United States of
America), 20 June 1957

Protocol relating to Negotiations

for the Establishment of New
Scheduls 1lI—Braril—to the
Gensral Agresment on Tariffs
and Teade, 31 December 1958

Declaration Giving Effect to the
Provisions of Article XVI: 4 of
the General Agreement oo Tar-

274 UNTS 322

398 UNTS 8

445 UNTS 294

iffs and Trade, 19 November -

. Protocol for the Accession of Por-

tugal 1o the Gancral Agrecment
&mmmom

Protocol for the Acosssion of Israel
to the Gepersl Agreement oa
Tariffs and Trade, 6 April 1962

431 UNTS 208

431 UNTS 24

Par. 3

Par. 1 (%)

Par. 1 (0)

Par. 2

Par.?

Par.?

Pur. 6

Par.2(0) Par.12

Par.2(0) Par. 10
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1965 Pt IV Prot.

Protocol to the General Agreement
on Tariffs and Trade Embodying
Results of the 1960-61 Tarnift
Conference, 16 July 1962

Tenth Protocol of Suppiementary
Concessions to the General
Agreement on Tariffs and Trade
(Japan and New Zealand), 28
January 1963

Protocol Supplementsry to the
Protocol to the General Agree-
ment on Tarifls and Trade Em-
bodyving Results of the 1960-61
Tanff Conference, § May 1963

Protocol for the Accession of
Spein 10 the General Agreement
on Tarifls and Trade. 1 July 1963

Protocol Amending the Genera!
Agreement on Tariffs and Trade
to Introduce a Part [V on Trade
and Development, 8 February
1985

Protocol for the Accession of
Switzerland to the General
Agreement on Tariffs and Trade,
1 April 1966

Protocol [or the Accession of
Yugoslavia to the General Agree-
ment on Tariffs and Trade,
20 July 1966

440 UNTS 2 -

476 UNTS 254 v —_

$S01 UNTS 304 -

476 UNTS 264 Par. 4

GATT, Final Act -
2nd Sp. Sess. 23

GATT, Prot. -
Acc. Switz. -

GATT, Prot. —
Acc. Yugo.

Par.1(b) .

Par. $

Par. 4

Pat. 4

Par. 8

Par.9

Pur. 2(0)

Par. 2(0)

Par. 2(8)

Par. 12

Par. 18

Par.9
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) Different  Different
Abbreviared Qualifica:ion Qualification date re date re Different
agreement re application re application certain cerigin  termunation
title wsed Agreement title C.tation of p1. 1 of pr. Il concessions  porties peviod
(t)] Q) (8)] (4) 9 ()] M (8)
- Protoco! for the Accession of Ko-~ GATT, Prot. —_ Par. 1 (b) Par. 4 Par. 2(b) Par. 9
rea to the General Agreement on Acc. Korea
Tanfls and Trade, 2 March 1967
-— Geneva (1967) Protocol to the GATT, Instrs. —_ — Par. 4 - -
General Agreement on Tarifls 1964-67 Conf., 1,
and Trade, 30 June 1967 21
- Protocol for the Accession of GATT, Insirs. — Par. 1 (b) Par. 4 Par. 2 () Par. 9
Argenuna to the General Agree- 1964-67 Conf., ¥,
ment on Tariffs and Trade, 30 g
June 1967 )
- Protocoi for the Accession of loe- GATT, Insirs. - Par. 1 (b) Par. 4 Par 2(0) Par.9
land 0 the General Agreement 1964-67 Conf., V, '
on Tariffs and Trade, 30 June 3763
1967
- Protoco! for the Accession of Ire- GATT. Instry. Par. 2(b) Par. 1 (b) Par. 4 Par. 2 (¢) Par. 9
- land to the General Agreement 1964-67 Conf , V,
on Tarifls and Trade, 30 June 789
1967 .
- Protocol for the Accesnon of Po- GATT. Instrs. Pars. 4and 7  Puars. 1 (B), - Par. 2(4) Par. 14

land to the General Agreement
on Tariffs and Trade, 30 June
1967

1964-67 Conf . V, 3,47, and 8
3989
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CUSHMAN, DARBY & CUSHMAN

oun REf.

Michael K. Kirk, Esq.,
5941 River Drive,

Lorton, Virginia 22079, WASHINSTON, D.C
U.S.A. i

Dear Mike:

Re: ABA Resolution 101-3

I promised to drop you a line about the above resolution,
having regard to some history in the British Commonwealth. This
history raises the question whether the United States should consider
limiting protection to the product "directly” produced by the claimed
process. At the meeting you quoted the present British and European
statutory provisions which refer to the product “"directly” produced.

The hiétory, briefly summarized, is as follows.

Before there was any detailed patent legislation in England,
Letters Patent for inventions were granted by the Crown. The courts
looked at the wording of the grant from the Crown to ascertain what
rights were granted. The formal grant was, inter alia, to "make, use,
exercise and vend the said invention...and that the said patentee
shall have and enjoy the whole profit and advantage from time to
time accruing by reason of ‘the said invention,...AND te the end that
the Baid patentee may have and enjoy the sole use and exercise and
‘the full benefit of the said invention, We do...strictly command all
our subjects whatsoever...that they do not at any time during the
continuance of the said term either directly or indirectly make use
of or put in practice the said invention, nor in anywise imitate the
same..."” .

. Under thfi\gpther sweeping grant, the English courts held
that the importation into and salehig England of products manufactured
* abroad by either a claimed process or~by a claimed apparatus was an

infringement of the process claim or of the apparatus .claim. Further,
it was held (Saccharin Corporation v. Anglo—Continent;h (1900) 17
R.P.C. 307) that there was an infringement though the claimed process
was used abroad in the production of an intermediate substance, that
intermediate being used abroad to make the imported product. A
relatively recent case on this is Beecham v. Bristol [1978]) R.P.C.
153, in the House of Lords, a case arising prior to the effective date
of the present U.K. Patents Act 1977 which, in section 60(1) (c),
introduced reference to a product obtained "directly”™ by means of the
process.
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In an older case, Wilderman v. Berk (1925) 42 R.P.C. 79,
it was suggested by Tomlin J. that use of the patented process or
apparatus must have played an important part in the manufacture of
the imported product. As an example, he suggested that it would not
be an infringement of a patent on a hammer to import a locomotive in
the manufacture of which the patented hammer had been used.

This background set the stage for the introduction into
the British legislation of the word "directly”. The meaning of
"directly” can be the subject of argument but it has been adopted
in the EPC Article 64(2) and in the CPC Article 29(c).

Under the 1977 U.K. Patents Act it seems that it may no
longer be an infringement of an apparatus claim to import and sell
the product of a patented apparatus. I am not sure that this is
right, in principle, if one is prepared to enact that it is an
infringement of a patented process to import the product of that
process. I expect that there are many patents in existence today in
the United States that have claims in apparatus form that might
equally have been written in process form (by substituting, for
means for doing so and so, process steps for doing so and so). If
U.S. legislation is to make it an infringement, in the future, to
import and sell the product of a patented process, and if this is to
apply to presently subsisting patents as well as to ones taken out
in the future, there could be situations where owners of subsisting
patents are discriminated against simply because the draftsmen
decided that they would obtain adequate protection by means of
apparatus claims although they might, had they been able to see into
the future, equally have obtained process claims. Or, looking to
future claim drafting problems, situations may arise where a process
is o0ld and cannot be claimed but an apparatus is new and can be:
should this put the inventor at a disadvantage with respect to imported
products? He would not be in Canada, where we have preserved the
old English doctrines as to what constitutes an infringement. (This
may, of course, be re-examined one day in Canada, if and when our
government ever gets around to amending our Patent Act.)

The state of the law in England, Canada, and other countries
puts the importer into something of a dilemma. If he is going to
import a product, should he investigate the process or apparatus by
which the product was made in order to satisfy himself as to whether
he may be charged with infringement of a patent for a process or
apparatus? Or should he deliberately refrain from inquiring, so that
if he is sued the patentee will not be able to prove, out of the
importer's mouth, what process or apparatus was used in the manufacture
of the imported product?

Perhaps I might sum up my point about whether the word
"directly”® should be included by reference to another example, the
method claims allowed in Diamond v. Diehr, 209 U.S.P.Q. 1, where the
claims relate to a method of operating a rubber-molding press.
Suppose that you import into the United States a locamotive having
a rubber gasket made according to this method. Would this be an
infringement under legislation which follows resolution 101-3? The
resolution would govern both use and sale. Would all users of such
locomotives face being enjoined against use of the locomotives unless
they went to the very considerable expense of dismantling the
locomotives and replacing the gaskets? This would probably be less
expensive than fighting a patent infringement suit, but could be
highly disruptive. What one of the speakers labelled at the ABA

45-025 O - 85 - 40
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- Meeting as a "can of worms" might be regarded, from the litigating
attorney's point of view as a pot of gold.

I am sending copies of this letter to Harry Manbeck and
Bill West, as well as to Bill Thompson and Vic Bellino, both of
whom expressed some interest in the foregoing points.

Sincer; yours,

WLH/pw . William L. Hayhurst
cc: Harry F. Manbeck, Esqg.

William K. West, Esg.v

William S. Thompson, Esqg.

Vito V. Bellino, Esqg.
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Vel. 129 WASHINGTON, FRIDAY, NOVEMBER 18, 1983 No. 161
House of Representatives )
: ’ The proposed legislation s desinged This sectton 1o
E 5693 to secure the just. speedy. and lnex- the Bo:::n?nA;:lh wlgt?dcnne:
. pensive determination of every fater (o4 h oy o A pDeAls and interfen
% - . erence action. See, for example, rule ences. A conforrning change continues
THE PATENT AND TRADEMARK ). Federal rules of dvil procedure. ~ F8G 3 review under this section to
QFFICE _\TROCEDURES .M.  Hetrings will have 1o mqulre whether  decision on ex parte matters aristng
. PROVEMENT ACT OP 1983 is impo o'nu“-“dmm of the pro- under 35 US.C. 134 ..
posed legislation followss ., - o, oemen s

HON. ROBERT W. KASTENMEIER
OF wisconsix -

IR THE HOUSE OF gmumnnvu
Thursday, November 17, 1983

o Mr. KASTENMEIER. Mr, Speaker,

. today, I—having been jolned by the

ranking minority Member of my sub-

ee (Mr. intro-

ducing the Patent and Trademark
?mce Procedures Improvement Act of
083, - _n . :
The bill {3 derived from an executive
communication dated July -18, 1983

Secretary of Commerce, Malcolm -Bal- *
drige. Although 1 take nd position on
the bil) at this time, I find the propos-
al to'be » serfous one, deserving of our
scrutiny.

The general purpose of the bill is Lo
amend the patent laws to improve ad-
ministrative proceedings in the Patent

E 5694

and Trademark Office of the Depart-
ment- of Commerce for determining
who is the first inventor of a given
patentable invention, At present, these
proceedings are known as interference
proceedings. They are cont in
the Patent and Trademark Office be-
tween Lwo or more adverse patent ap-
plicanta or between one or more
patent applicants and a patentee, all
of whom are ¢ the same pat-
entable invention. Under existing 1aw,
the tribunal responsible for determin-
ing who is the first inventor,  Board
of Patent Interferences, 13 not author-
ized to sddress all questions of patent-
ability. of the invention. Testric
tion on the Board's jurisdiction unduly

cants and patentees lnvolved in inter-

provide a uniform
ability for the Patent and
Office. .

- SecTIoN 1
This section prov'ides 2 :hon -LIL!:
for the act.* L :
EECTION 3
This section changes the nsme oI

of Appeals and’ 1nterferences, in addl--

tion to performing the tatks by the
Board of Appeals of reviéwing adverse
decisions of examiners on patent ap-
plications ang of a board of patent in-
terferences of determining priority of
{nvention. will also determine ‘patent

This section replaces the re!u!nea
t0 the Board of Patent Interferences
With & reference to the Board of Ap-
peals nnd Interferences. As the Board
of Appeals and Interferences will be
addressing questions of .priority and
vatentabllity of tnvention in interfer-.
encegremedyhydvulwonmube
had with to final decisions of
the Boud on both questiona.

EEs EECTION §

This ‘section replaces the )’e!erﬁnu
1o the Board of Appeals with a fefer
‘é‘mwme‘pwdol Appenhlr’x_dln-

lbﬂ.lv.y of | {n inter
. s sECTIOM 8 4

This section changes \.he name of
the Board of Appeals to the Board of

appeals i3 not extended to requesta for
‘oral -hearings in lnlerfennu proceed-
Angs. B )
AICTION & - e
section changes the name af

- This
the Board of Appeals to the Board of

Appeals and luuﬂuenoel.

SECTION 8
This wu.lon authorizes the Board of
Appeals and interferences to resolve

Questions of both priority and patent- -

l-bﬂ.lv.y of lnvel:\!dgon in *inter.
o
lm.u!zrenee will permit the Bon.rd u:
resolve all lisues arising in the, inter.
ference and will more prompuy settle
the rights of the parties in the inter-
ference. The change to section 135(b)
is mtended to make clear that a patent
applicant 1s barred from obtaining a
clajm copied fram a patent unless the
applicant presents the clalm within )
year from the date the patent lssued
SITTION ¢

This secuon replaces the reférences
to the Board of the Board
af Patent Interferences with refer-
ences to the Board of Appeals and In-
terferences, and makes the pecessary
conforming changes with respect to
appeals of decisions under sections 134
and 135 As the erdo!dppuhmq
Interferences will ques-
tions of priority md Dllml ability of
invention in interferences, appeals
may be taken from final decisions of
the Board on both questiona.

rerm:u.

sxcrion 12
Ths section replaces the references
to0 the Board of Patent Interferences
with references-to thé Boarg of Ap-
- peth md  Interferences.
. SICTION 13 . .
Tbh tecuon replaces the references
to the Board of Patent Interferences
with references to the Board of Ap-
peals and Interferences. .
SECTION 13
This section provides that the indt
viduals as examiners-in-chied
of the Board of Appeals and the exam.

Patent Interferences on the effective
date of the act shall continue {p office
&3 membery of the Board of Anpel-ll
md Interferences.
ncnu: 14

1'hl.l section provides that v.he act
shall take effect 90 days after enact.
ment.

" 1n conclusion. 1 commend & reading.
of this bill to my colleagues.e

—_—
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E 5777

PATENT REFORM BILLS
INTRODUCED

HON. ROBERT W. KASTENMEIER
OoFr wiscoNsIn =
IN THE ROUSE OF REPRESENTATIVES
Friday, November 18, 1583

® Mr. KASTENMEIER. Mr. Speaks:,
today I am Introducing a series of bils
simed at reforming our Natica's
patent laws. I wish to take this oppor-
tunity to briefly review the nature of
the bills and express my intenticns
about how these legislative proposzls
will be evaluated.

The Subcommittee on Courts, Cisil
Liberties and the Administration of
Justice of the Commitiee on the Juzi-
clary, which 1 chair, has long kad
direct legislative and oversight respon-
sibilities for the Americar patent
system. Part of the subcommiriee’s job
is to secure for the owmners of intellec-
tual property, including patent held-
ers, & workable, efficient and vigorous
set of laws to protect their creatlions.
It Is only through implemertatiop of
the constitutions]l mandate of encour-
aging the sclences and the useful ars
that we will be able to spur the inven-
tive splrit that has made our country a
world leader. Indeed, our ability to
foster innovation is a centra) element
to our natjonal security for without
technological and scientific develcp:
ments we could not meaintaln our cur-
rent standard of living or hope for the
diminutlon of unemployment caused
by foreign competition,

The tilis I have Introduced are Hkely
Lo be seen by most observers as mun-
dane or technical in nature. Each of
the bills addresses a specific. narrow
concern in the patent Jaw. Bowerer,
without enactment of these bills and
other h 13 ing oriented
{such as H.R. 2610, relating 1o alterna-
tive forms of patent protection) the
patent system will not be responsive 10
the challenges of a changing world.

Before describing in greater detail
each of the measures discussed above,
1 wish to make ciear that these bills
should not be seen as representing a
fina) legislative work product Rather,

E 5778

these bills were originally suggested by
an ad hoc committee of patent law ex-
perts. These ipdividuals (Rudolph J.
Anderson. Robert B. Benson, Donald
W. Banner, Homer O. Blair, Harry P.
Mandeck, John E. Maurer, Paullne
Newan, Donald J. Quigg, Richard C.
Witte, Arthur R. Whale) worked long
and hsard to reflne these prapasals.
The subcoromitiee is indebted to these
individuals for thelr work In the public
interest. Within the patent communi.
ty there has been only a minimal
amount of controversy about most of
these measurex. I fully expect, howev-
er, that some of these ideas will gener-
ate further interest as a resuit of the
hearing process. Thus, In addition to
describing the bills, 1 will endeavor to
point out potential concerns which
may arlse during our consideration of
these matiers. Persons or organiza-
tions who aith 1o comment on these
bills should contact the Subcomnmittee
on Courts, Civil Liberties, and the Ad-
minist;ation of Justice, 2137-B Ray-
burn House Office Buildirg, Washing-
ton, D.C. 20515 (phone 225-3928).

The first bill, H.R. 4524, slightly
modifies the rules applicable to for-
eign patent filings. Under current law
cumbtersome procedures require that
each and every “illustration, exempli-
fication, comparisen or exslanstion”
liled in a foreign country must be li-
censed, even though the original for-
eign filing was also lizensed, This bill
eliminates that dual licensing require-
went In addition, the bill eliminates
the overly severe criminal sanctions
for inadvertent filing of a foreign
patect application without the requi-
site US. license. Thus, the only in-
stances in which there would be a
criminal -penalty lor nonliling would
be where the patent application had
been the subject of a patent secrecy
order, or if the fallure to obtein s li-
cense was due to a deliberate intent to
decejve.

‘The second bl H.R. 4525, provides
that unpublished information known
to the inventor does not constitute
prior art in the field of the Invention,
and therelore cannot sexve to defeat
the patentability of that invention.

The provisions of this bill are only a
first attempt at resoiving this issue.
“This provision his the net effect of
overruling In re Bass, 474 F.2d 1278
(C.C.7.A. 1973) and its progeny. This
amendment, or a substantially similar
bill, will be of material benefit to uni-
versity and corporate research labora-
tories where the, free exchange of
ideas and concepls may have been
hamgpered by the current state of the
law with respect to what constitutes
~prior art.” See generally Shurn. “'Is
the Iavention of Another Availadle as
Pricr Art? In re Bass to In re Clomens
and Bsyond.” 63 Journal of the
Oifice Society 516 (1981); see also Wal-
tersheid. “The Ever Evolving Merning
of Prior Art.” Parts I-IV, 64 Journal of
the Patent Office Soclety 457, 571, 632
€1982). 65 Journal of the Patent Office
Soctery 3 (1983).

A third bill, H.R. 4526 contains two
parts. First, the bill would bring the
U.S. patent law Inio Iine with those of
most of our major trading partrers by
providing for international protection
of process patents. Second. the bil!
provides that a product patent’s pro-
tection cannot be avoided through the
manufacture of component parts
wijthin the United States for assembly
outside the United States.

This bill takes an approach which Is
not new to Federal law. Under 19
U.S.C. 1337(a) an aggrieved party can
clabm that goods are being Lmported
into the United States which have
been produced using a process protect-
ed by 2 U.5. patent. While the Teriff
Act does provide some on
against this practice the potential
remediss” are clearly Insufilcent. A
Tariff Act case is almost by definition
extrewcely complex and expensive.
Moreover, such a case turns not on
questions of patent law. rather wheth-
er the importation is unfair. Finally.
and most importantly, the rerzedy in
such an action [s insuificient. The only
remedies {n & proceeding under 19
U.S.C. 1337(3) are a cease and desist
order and an order of exclusion. Thus,
unlike & patent lnfringement case,
under current law {n a Tariff Act case,
there Is no damage remedy available
to a person who holds a walid U.S.
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proc#ss patent when s product made
by that process outsids the Urited
States Is Imported into this country.

1 should note tkat this subject Eas
4130 been addressed in earlier legisla-
tion by the ranilng member of my

b Mr See

€.8.. HR. 3577 and HR. 4288. The ear-
lier bills suggest two features which
are not present Ly my bill; a presimp-
tlon that sn I(nfringement has oc-
curred if there is procf that [t is sub-
stantiajly likely that the product was
produced by the protected Process
patent, and reasorable discovery ef-
forts have been exhausted The net
effect of the presumption ts to shift
the burden of proof to establish inno-
cence to the alleged Infringer if the
two conditiors precedent are met
While I am sympathetic with prob-
lems which are likely to occur in such
cases involving discovery in foreign
countries, 1 am not yet convinced
about the need for such a presump-
tion It is arguable, for example, that
an of tor
other fungible product) would be
placed in the difficult sltuation of
having to establlsh that the product
was not produced using a process sub-
ject to patent protection. In my view it
will be rossible to establish infringe-
ment in these caes without such &
legisiative presumption. Such a shox-
Ing could be macde by establishing that
there are no other economically viable
processes—other the patented
process—which could have produced
the product at the same cost as it was
made avallable in the U.S. market. Al-
ternatively persons slleging Infringe-
ment of a U.S. process patent could es-
tablish infringement through the
identification of side effects In the
- product which occur only as & result of
the use of the patented process.

My final concern about the pre-
sumption provisions found n the
other bills Is whether they will pro-
duce more, rather than less, litigation.
It Is possible that infringement cascs
will become more protracted because
the parties will argue about whether
reasonable discovery efforts have been
exhausted than on the merits.

I hape that the hearing process will
addresa botkr the merits of this propos-
al and these other procedural prob-
lems.?

The second part of this bill provides
greater protection for US ratent
holders when coplers produce all of
the parts of a patented produc} in the
country but wbo move offshore for
tinal assembly before export. This pro-
posal responds to a suggestion made

»The blll al1o recuires Lhat belore an cifrinee
AcTion may be breughl sooemf ity under see:
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by the ] Court in

Pocking Co. v. The Leitrum Corn, 408
US. 518 (1972) for a legislative solu-
tion to this issue.

A fourth bill. HR. 4527 provides
that two or more Inventors may oblain
s patent jointly even though each in-
ventor has rot contributed to each
and every “claim” found in the ratent
spplication. This tec anend-
ment should be of benefit to universi-

q

has arisen about thls bil) is whether it
is necessary in light of current case
isw which may make sufficient 2ila¥-
ance for correction of misjoinder of an
inventor. Another question is wbether
this amendment is consistent with the
policy enunciated by section 102if) of
title 35 (relating to a requirement that
patents fssue to persons who have
made an inventive contribution).
Hopefully, the hearing process )
answer these questiora.

HR. 4528, s fifth proposal. author-
izea parties involved In pateat interfer-
ences to arbitrate such disputes. TXs
change lels a prcvision of Public
Law §7-297 which authorizes arbiua-
tion with respect to questions of pat-
entability. This bill requires that the
parties provide notice of the arbitra-
tion award Lo the Cemmissioner cf the
Patent and Trademark OZfice. Fimally,
the bill provides that the arbitration
award is not enforceable unless the
Commissioner has beea given the req-
uisite notice. Nothing in this bfll abro-
gates the final authority of the Coxm-
missioner of Patents to detsrmine the
validity of s patent azplicailor. The
b)) alzo makes a technical change In
section 135 of title 35.

Sixth, H.R. 4529 creates & new sec-
tion 289 relating to licensee estoppel.
Since the Supreme Court decision in
Lear v. Adkins, 395 U.S. 653 (1968), the
as been settied that a purty with

challenge the validity of the patent
and continue o use the license. As the
Court reasoned in Lear, to hold other-
wise Imay work 10 encourage the con-
tlnued existence of dubious patents.
The perpetration of the rdvantageous
market situation afforded by patent
protection should be balanced by a rel-
atlvely open process to challenge
patent validity.

In the years since Lear, however,
some ators have
thaz the pendulum has swung too far
toward protecting the rights of licens-
ees in patent velldity suits. See McCar-
thy, * 'Onmuzzling’ the Patent Licens-
ee: Chaos in the Wake of Lear v,
Adkins,” 45 Geo. Wash L. Rev. 429
(1977). For example, some courts have
permitted a licensee to challenge lhe
valldity of n patent by séeking a de-
claratory judgment, pay license royal-
ties irto an escrow account and sull be
able to use the patent license if the
patent ts found valid. See, eg., Preci-
sion Shooting Equipment Ca. v. Allen,
196 US.P.Q. 502 (E.D. H1. 1977). This
sltuation is unfailr Lo pstent bolders
becausre they are forced to remain
cash starved during the pendenty of

the patent validity litigation. The Im-
balance caused by this approach is
rartjeularly acute for a patenice who
was forced to license the product in
the first place because of & leak of ade-
quate capital to work or produce the
invention.

The bill provides that a licensee is
not estopped from densing (he valid-
ity of & patent which Is the subject of
the license. The bill makes unenforce-
able. a3 & matter of Pedersl law, any
contract or license agreement that at-
t2r301s to estop Lhe licensee from chal-
lenging the validity of the licensed
patent. Subsection (b) of proposed sec-
tlon 285 provides that the licensee and
licensor both have the option of uni-
laterelly terminsting the license after
assertion In s judicial proceeding of
the invalidity of the licensed patent.
Finally, the bill provides that during
the life of any license which is subject
1o a judicial sction asserting the inva-
lidity of the licensed patent that the
obligation of the licensee to continue
to make payments under the llcense
continues.

This Jatter bili ralses several ques-
tions. Fint, is this change necessary in
light of recent case law of z simflar
nature. See Telectronics Pty Lid v.
Cordis Corp., 217 USP.Q. 1374 (D.
Minn 1972). On tbe other hand, it is
possible to argue that the lack of uni-
form case Jaw on these questions is
sufficient reason to provide for a na-
tionally applicable result balsncing
the competing interests. Second. since
the effective date provisions of the bil)
have the net effect of changing the
nature of the contractual arrange-
ments between Lthe parties by modify-
ing the nature of avallablie judicial
remedies, it must be questioned
whether this bill should be prospective
only (n effect. The third, and more
funcdamental question. is whether per-
mitting termination of the license
agreement by the licensor after a chal-

lenge to the validity of the licensed
patent will be used punitively to pre-
vent the assertion of patent invalidity.
Hepefully, &5 siated above, such qucs-
tions will be addressed more fully in
the hearing process.s
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APPENDIX 12
Combustion Engineering, Inc. Tel. 203/688-1911
1000 Prospect Hilt Road Telex: 9-9297

Windsor, Connecticut 06085

: COMBUSTION
ENGINEERING

July 20, 1984

The Honorable Robert W. Kastenmeier, Chairman
House Judicdary Subcommittee on
Courts,. Civil Liberties and the
Adninistration of Justice
2137 Rayburn House Office Builiding
Washington, D.C. 20515

Re: H.R. 4524 through 4529
‘*Bi11s to Increase the Effectiveness of the U.S. Patent Laws®

Dear Congressman Kastenmeier:

Please be advised that I enthusiastically support the above-identified
legislation. The various improvements contained therein will substantially
enhance the effectiveness of the U.S. patent laws and accordingly improve the
climate for innovation in the U.S. 1 urge favorable consideration of this
legisiation. :

Yery truly yours,

Q. N A2

Eldon H. Luther
Yice President-Corporate Patent Counsel

EHL/mm
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Aerospace Industries Association of America, Inc.

Office of the President

o ! May 15, 1984

The Honorable Robert W. Kastenmeier

Chairman

Subcommittee on Courts, Civil Liberties,
and Administration of Justice

Committee on the Judiciary

U.S. House of Representatives

2137 Rayburn House Office Building

Washington, D. C. 20515

Dear Mr. Chairman:

As the national trade association representing the major
domestic manufacturers of aircraft, spacecraft, missiles, their
power plants and components, the Aerospace Industries Association of
America, Inc. (AIA), would l1ike to take this opportunity to address
H.R. 32B5 and 3286 presently awaiting action by your Subcommittee.

Proposed H.R. 3286 would amend Title 35 of the United States
Code to establish standards for permissible preinvention assignment
agreements between employers and employees. H.R. 3285 would
determine ownership of, and amount of compensation to be paid for,
inventions made by employed persons. As a consequence of their
position on the 1leading edge of advanced technology, AIA member
companies have had long-term, relevant experience with
employer/employee relationships vis-a-vis inventions. 0On the whole,
we do not find that there is any evidence to support the contention
efither that invention assignment agreements or appropriate
compensation to 1inventor employees create problems or discourage
creativity.

With employment situations varying widely from company to
company, a form of invention agreement which may be acceptable to a
company providing a highly supervised working environment may, on
the other hand, be completely intolerable to a second company which
encourages unrestricted creativity and technical interchange between
its employees and their multi-disciplined colleagues. Accordingly,

1725 DeSales Street, N.W. Washington, D.C. 20036 * (202)423-4600
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we suggest that, as problems in this area differ, legislation should
not be used to attempt to solve such problems. Stated briefly, it
is AIA's position that preinvention assignment agreements remain a
proper subject for individual agreement and are not, and should not
be made, a matter of public law.

In view of the foregoing, AIA strongly opposes such legislation
in general and H.R. 3285 and H.R. 3286 in particular.

Yours very truly,

vl
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Electronic Industries Association .
EER 2 ob4

Petar F. McCloskay February 24, 1984

The Honorable Robert Rastermeier
Chairman

Subcomm ttee on Courts, Civil Liberties
and the Administration of Justice

Committee on the Judiciary

U. S. House of Representatives

Washington, D. C. 20515

Dear Mr. Chairman:

The Flectronic Industries Association appreciates the opportam-
ity to submit comments on proposed §156 of H.R, 2610, For your in-
formation, the Electronic Industries Association is made up of over
400 canpanies both small and large., Most of these companies are en-
gaged in high technology research and development and are very active
participants in the acquisition of patents. Thus, these companies
are intimately familiar with the workings and importance of the patent
system.

The Association appreciates that the rationale for §156 of
H.R.2610 is founded upon the comrendable purpose of reducing the work-
load of the Patent and Trademark Office. However, it is fearful that
the effect of a §156 patent would be detrimental to the patent system
in that non-~enforceable patents, being examined for formalities only,
would detract from the quality and value of enforceable patents, We
are concerned that these "second—class” type patents would lower the
public and judicial perception of the patent system. Accordingly, we
recommend that they be designated as inventor or immovator certificates,
or some other appropriate term, not patents.

We question the extent that the §156 provisions would be used by
corporations, companies, universities and the like. From the standpoint
of preparation, substantially the same amount of effort would be ex-
pended in preparing a §156 application as in preparing a normal appli-
cation, However, there may be a benefit in allowing applicants for
true patents, who have paid the full fee, to elect during prosecution
to have an Inventor certificate issued, perhaps for an additional fee.

200] Eye Street, N.W. - Washington D. C. 20006 + 202 457-4800 - TWX:710-822-048
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The Honorable Robert Rastermeier
February 24, 1984
Page 2

We further do not believe the government has the need to
cbtain "true" patents at significant costs to tawpayers. Ac-
cordingly, we recamend that the statutory recording procedure
be made mandatory for the govermrent.

We appreciate the opportunity to express our views and would
be pleased to assist your staff in these if so desired.
Yy ted,
F. MCloskey

President
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Elechomc Industries Association

§ 8/;/‘//

‘“6 '1 "\‘Q\'A‘

June 8, 1984

The Electronic Industries Association (EIA) would like to take this
opportimity to camment on H. R. 3286 relating to the equitable apportion-
ment of rights to inventions made by employed inventors. which has been an
iggue of discussion for decades.

With more than 1,000 participating companies, EIA is the full-service
national trade organization representing the entire spectrum of U, S. com~

mately 10-1/2 billion dollars in 1982.

We believe the basic approach of certain state statutes, such as North
Carolina, is fair and equitable to both the employer and employee and pre—
serves the fundamentally contractual nature of employer-employee relations.
If there is to be any federal legislation in this area we believe it should
reflect this balanced view.

We oppose H. R, 3286 in several regpects. H. R. 3286 purports to regu-
late private contracts between employers and employees, not just with respect
to patents, but with respect to patentable "inventions”, whether or not pat-
ented. It thus encompasses patentable inventions which are retained as trade
secrets, and fails to cover those inventions which are not patentable subject
matter.

H. R. 3286 does not allow an employer to require assigmment of an in-
vention made with a substantial use of the employer's time, materials, and
funds, but not related to the employee's specific job assigmment. As a re-
sult, the employer mms the risk that the employee may direct too much of his
urﬂ:e—jobamgimbohispersmalintemtortowﬁcmatismtwiu\in
his normal or specifically assigned duties.

H. R. 3286 requires that the employee's invention disclosures be re—
ceived and kept in confidence by the employer, Confidentiality as to employ-
ment inventions which are by definition owned by the employer should be of
no concern to the employee. Most campanies will mot accept confidentiality
provisions in disclosures of unsolicited third~party inventions because they
may jeopardize present or future research. In the event of a disclosure of
an enployee~owned invention under this provision, the same principles would
apply. :

2001 Eyo Stroet. N. W. - Washington, D. C. 20008 - (02 457-4900 - TWX: 710-822-0148
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Honorable Robert W. Kastermeier
June 8, 1984
Page 2

H. R. 3826 requires, in certain circumstances, that an invention be
related to the employer's actual or contemplated business known to the em-
ployee, and thus introduces a subjective test which places cantrol over
ownership of employee inventions in the hands of the employee to the extent
the enmployee can limit or fabricate his knowledge of the employer's busi-
ness. This control may be particularly easy for employees in multi-state
or decentralized multi-divisional or multi-product companies.

Finally, H. R. 3286 is unacceptably vague in a mumber of areas, in-
cluding incorporation of definitions of key terms from other, unrelated
statutes, e.g. 29 U.S.C. 203, creation of a second meaning for the term
"invention" within Title 35, ard use of the phrase "special position of
trust, confidence or fiduciary relationship with the employer®.

For the above reasons we strongly oppose H. R. 3286 in its present
form, If it is to be enacted, we urge that as a minimm the following
changes be made to bring it into closer conformance with the approach of
the North Carolina statute:

Delete §222(1) and §222(2).

Amend §222(4) (A) to read - as a result of the employee's normal or
specifically assigned duties or any work performed by the employee for the
enmployer; or -

Amend §222(4) (B) to read - based upon technical data or information
amedorcxmmuedbyﬂxearployervmiduismtgarmauyhmntomepub-
lic; or -

Amend §222(4) (C) to read - when the invention relates to the employ-
er's business, or that of its parent, subsidiary or related companies, or
actual or demonstrably anticipated research or development of the employer
., or said conpanies; and -

§223(a), page 4, line 1, delete "substantial”.

§223(b), page 4, lines 6 and 7 delete "if the disclosures are received
and kept in confidence” and substitute ~— At the employees request the employ-
er shall hold disclosures of nonemployment inventions in confidence for a
period of one year or a lesser agreed upon term —

We would be pleased to meet with members of your staff to discuss the
above and to assist in your consideration of these caments,

Sincerely, 4
- /
N
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Electronic Industries Association

July 24, 1984

Honorable Robert W. Kastenmeier
U.S. House of Representatives
Washington, D.C. 20515

Dear Mr. Kastermeier:

The Electronic Industries Association (EIA) would like to take
this opportunity to comment on H. R. 4526 relating to the equitable
apportiomment of rights to inventions made by employed inventors,
which has been an issue of discussion for decades.

We favor the enactment of H. R. 4526 in order to provide long-
needed protection for the holders of U.S. process patents against
importation into the U.S. of goods made outside the United States and
its territories in accordance with a process patented in the U.S. It
is our position that wmauthorized importation of umpatented goods
made beyond our borders by a process which is patented in the U.S. is
an inequitable circumvention of the intent of our patent law to re—
ward inventors who have disclosed their contributions which usually
have been obtained only after considerable investments of time and
money. We also note that the proposed new subsection (e) of 35 USC 271
is in keeping with the laws and their interpretation of same of our
leading foreign trading partners.

We favor the proposition that subsection (e) should apply to all
products which are used or sold during the term of the process patent
regardless of when the product was made. Our position in this regard
is believed to be consistent with the present rights of a patentee
against an infringement that takes place in the U.S. We propose that
subsection (e) be amended to read as set forth in H.R. 3577 in pro-
posed subsection (a) (2) of 35 USC 271.

If subsection (e) of 35 USC 271 stood alone, it is likely that
most U.S. manufacturers would join with the holders of process patents
to endorse passage of the bill. However, the inclusion of proposed
subsection (f) is considered to be divisive and is likely to split U.S.

2001 Eye Street. N.W. - Washington. D. C. 20008 - 202) 457-4800 - TWX:710-822-0148
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Honorable Robert W. Kastermeier
July 24, 1984
Page -2~

manufacturers of component parts from U.S. manufacturers of finished
assemblies. Making the shipment out of the U.S. of kits of components
for the assenbly of a product which is patented in the U.S. to be an
infringement of the U.S. product patent is likely to result only in
driving the kit producer off-shore where he will utilize foreign built
components. We propose that enactment of subsection (e) be expedited
by cancellation of controversial subsection (f).

In addition, we support the requirement in proposed Sec. 2 of
35 USC 287 that the patent owner. provide notice to the importer that
the product was made by a process patented in the U.S. in order for
damages ‘to be recovered for infringement. We support the notion that
the notice should be actual notice according to the terms and inter-
pretations of exdsting 35 USC 287 in a non-marking situation.

We would be please to meet with members of your staff to discuss
the above and to assist in your consideration of these comments.
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PFIZER INC., 235 EAST 42nd STREET, NEW YORK, N.Y, 10017

CHARLES J, KNUTH
Director of Patents February 29, 1984

Honorable Robert Kastenmeier

Chairman,

Subcommittee on Courts, Civil Liberties
and the Administration of Justice

2137 Rayburn House Office Building

Washington, D.C. 20006

Dear Mr. Chairman:

I have noted with great interest the bills which you
have introduced to provide important reforms to our patent
law. Their enactment will provide significant incentives
to United States inventors and will encourage research and
innovation in this country.

In particular, H.R.4526 would close loopholes in the
present law which work to the advantage of foreign over U.S.
manufacturers and patentees. Its provision, that importation
into this country of a product manufactured abroad by a
U.S.-patented process would constitute infringement, differs
in some respects from that of S-1841, which also applies to
use or sale of U.S.-manufactured goods and which affords a
presumption of use of the patented process and reversal of
the burden of proof in certain limited circumstances. While,
in view of the difficulties of obtaining discovery of a
foreign manufacturer, I believe that such presumption would
be desirable, I endorse H.R.4526 since it provides an
important substantive change in the present law.

I urge early consideration of your proposed legislation by
the subcommittee and enactment by the House of Representatives.

Very truly yours,

Oz hars

Charles J. Knuth
CJIK/rmt
cc: David Beier, Esq.
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THE PROCTER & GAMBLE COMPANY

PATENT DIVISION IVORYDALE TECHNICAL CENTER
CINCINNATI, OHIO 45237

June 4, 1984

e g

The Hon. Robert W. Kastenmeler
House Judiciary Subcommittee on
Courts, Civil Liberties and the
Administration of Justice

2137 Rayburn House Office Building
Washington, D.C. 20515

Re: Patent Law Reform - H.R.4524-4529

Dear Congressman Kastenmeier:

We support this legislation. It is extremely important to the Patent System
and should be pasaed this year. This reform legislation will strengthen the
patent system in ways which will further stimulate invention and innovation and
improve the world competitive position of U.S. industry. .

The legislation has heen drafted and redrafted with great care. Thoughtful
suggestions from many interested groups, including the Patent and Trademark
Office and Congressional Staffs, have been incorporated.

Respectfully,

&l ( ('[ % LZ—Z'Q

chard C. Witte
Chief Patent Counsel
rhw/13L
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I PitneyBowes
ﬂ F Mana&e;".'l}&léinMRelaﬂons

State and Local

March 26,1984

Chairman Robert Kastenmeier
Subcommitte on Courts, Civil Liberties and
the Administration of Justice

House Committee on Judiciary

Room 2137 RHOB .

Washington, D.C. 20515

Dear Chairman Kastenmeier:

I write to respectfully register Pitney Bowes' support for H.R. 4524-

29, legislation that would amend Title 35, United States Code, to
increase the effectiveness of U.S. Patent Law.

It is my understanding that this series of bills will be heard by your
Subcommittee on March 28, and that a representative of the Intellectual
Property Owners Ine. will testify in support. Pitney Bowes' position
parallels IPO's.

Thanking you for your interested attention, I am,

PJC/ae

urs

Peter

Walter H. Wheeter, Jr. Drive  Stamtford, Connecticut 06926 203 356-7127

45-025 O - 85 - 41
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HUGHES AIRCRAFT COMPANY
July 26, 1984

United States House of Representatives

House Judiciary Subcommittee on Courts, Civil
Liberties and the Administration of Justice

2137 Rayburn House Office Building

Washington, D.C. 20515

Attention: Hon. Robert W. Kastenmeier
Chairman

Subject: Patent Code Reform
Legislation S. 1525
and H.R. 4524 to 29

Sir:

Hughes Aircraft Company is a major electronics firm active
in the application of advanced technology for military programs,
space exploration and communications projects. As such, the
Company is extremely active in intellectual property matters in
general and is vitally concerned and interested in strengthening
the American patent system in particular.

In view of the pressing demands to continually extend the
frontiers of state-of-the-art, high technology, which represents
the expenditure of substantial amounts of time and vast sums
of money invested in Research and Development programs, it is
essential that the rights of patent owners be further protected
and strengthened. This is especially significant in order to
continue to promote the progress of science in the face of
ever increasing competition in this country and particularly
from countries outside the United States. On review of the
above-identified legislation, indications are that its enactment
and early passage would go a long way towards this end. By
encouraging and promoting the inventive community, the single,
basic foundation contributing to the scientific and technical
progress of this country, we will ensure that the United States
will continue to be an industrial leader and maintain the
highest standard of living in the world.

Since enactment of the legislation would be beneficial
to all owners of patents whether they be large companies with
voluminous patent portfolios or independent inventors, your
efforts urging early action and passage of the legislation are
earnestly solicited and will be greatly appreciated.

Very truly yours,

HUGHES AIRCRAFT COMPANY

Wt £ ctarbelos

A. W. Karambelas
Staff Vvice President
Corporate Patents and Licensing

CORPORATE OFFICES 200 NORTH SEPULVEDA BOULEVARD, P.0. BOX 1042, EL SEGUNDO, CALIFORNIA 90245
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CPC International Inc. @"@@
P.O. Box 8000, International Plaza International
Englewood Ciifts, NJ 07632

Legal Department

August 3, 1984

Congressman Robert W, Kastenmeier
House Judiciary Subcommitee on
Courts, Civil Liberties and the
Administration of Justice

2137 Rayburn House Office Buildlng

washington, D.C. 20515

Dear Mr. KRastenmeier:

I solicit your support of the Patent Code Reform Bill,
H.R. 4524 to 29.

CPC International is one of the 100 largest corporations
in the United States. I believe this legislation will improve
the patent laws, thereby encouraging innovation and
productivity, worthwhile objectives of industry.

Your vote will be appreciated.

Sincerely yours,

(€3§S!>»_f;;§g?iA&Lrvxap-f//)
Ellen P. Trevors

Patent Counsel

EPT/mc
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Vice Clissnian

CORNING

July 31, 1984

v

Honorable Charles McC. Mathias, Jr.

Chairman, Senate Subcommittee on
Patents, Copyrights & Trademarks

U. S. Senate

137 pirksen Senate Office Building

Washington, D.C. 20510

Dear Mr. Chairman:

I am writing to express the views of Corning Glass Works
regarding Senate Bill §.1535. In particular, I want to address
the importance of that portion of S§.1535 which relates to the
importation into the U.S, of goods made abroad by a process which
is the subject of a United States patent.

At the outset, it should be understood that Corning supports
free and fair international trade. Such support is not altruistic.
We compete actively and successfully in foreign markets and, as a
result, our foreign exports are not an insignificant factor in
our business. We do not fear fair competition in the U.S. market.
We do, however, object to competition in the U.S. market which,
by the standards of the rest of the world, is "unfair”.

In virtually all commercial countries except the U.S., the
law provides that a patent on a process automatically extends
pProtection to the product made by that process. Our country
essentially stands alone in not providing such protection under
U.S5. patents. The injury to U.S. firms is clear. BAnd, as I
shall point out, this is particularly true with respect to the
vital high technology segment of U.S. industry.

Corning is representative of many high tech, U.S. companies.
Specifically, the significant research expenditures of Corning
frequently lead to the discovery or development of new methods
and processes. While these processes are often patentable, they
do not always produce products which are patentable. Rather, in
such cases, the products are basically known, but the newly
developed process produces the product in a demonstrably superior
manner. An example within Corning is the improved methods we
developed for the production of TV tubes. The point is that,
under the present U.S. Patent Laws, there is no infringement of
a U.S. process patent if the patented process is used outside the
U.S. and the resulting product is imported into the U.S. Thus,
there is no relief available in the United States Courts. i
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Honorable Charles McC. Mathias, Jr. July 31, 1984
Page 2

At present, in such a situation, the only recourse available
to the owner of a U.S. process patent is to petition the Inter-
national Trade Commission (pursuant to 19 U.S.C. B1337(a)) for
relief. For many reasons, this form of relief may be either un-
available or inadequate. This is because, among other things,
the granting of relief through an ITC proceeding may be dependent
upon factors which are unrelated to the salutary objectives of
the patent system, i.e., a reward for a technical contribution to
society. For example, there is no provision in an ITC proceeding
for obtaining an award of damages for past infringement.

It is most important to recognize that this is not a matter
in which industry has a parochial concern. Processes and methods
are run by people. To the extent that processes are practiced
outside this country, employment in this country is diminished.
The U.S. Patent Laws should not be gstructured so as to encourage
practicing processes abroad rather than in the United States, in
order to avoid infringement.

I believe, as others do, that this country may be at a cross-
roads. PFor more than a century Americans have set a technological
standard of excellence. The world has benefited from "Yankee
ingenuity”. We, at Corning, feel that we have played some role in
that history. Corning, through its commitment to research and
technology, has developed methods for making products which are
used today at the leading edge of technoloqy, e.g., the windows
and heat resistant coating materials employed in the space shuttles.
If, in the face of unprecedented foreign competition, America is to
maintain its standard of technical excellence, industry must be
given the same protection which is enjoyed by the companies of other
commercially important countries. Enactment of S$.1535 will help
secure that result and we urge its passage into law.

Very truly yours,

Sena € quﬂy

cc: Honorable Alphonse D'Amato
Rl 5

Honorable Robert W. Kastenmeier
Honorable Stanley Lundine
Honorable Howard M. Metzenbaum
Honorable Daniel P. Moynihan
Michael Remington, Esq.



2548

CHAMBER OF COMMERCE
OF THE

UNITED STATES OF AMERICA

ALBERT D. BourRLAND 1613 H Stazer, N. W.
Vice Presient July 27, 1984 ‘WasHNGToN, D. C. 20082

CONGRESSIONAL RELATIONS 202/463-5800

The Honorable Robert W. Kastemmeier, Chairman

Subcommittee on Courts, Civil Liberties and the
Administration of Justice

Committee on the Judiciary

House of Representatives

Washington, D.C. 20515

Dear Mr. Chairman:

Based on the U.S. Chamber's long-stand support of patent
reform. 1 respectfully urge you to expedite consideration of H.R.,
4524 through 4529 to ensure enactment by the 98th Congress.

These bills contain changes that support:
— R&D investment;

~— modernizing the law in such key areas as team
research and patent interferences;

—— decreasing the administrative burden upon both the
government and the public in the area of foreign
patent licenses without raising risk to national
security; and

-~ raising the flexibility of licensing patent rights
by intellectual property owners without in any way
lessening the applicability of, or detracting from,
the antitrust laws.

We favor these proposed changes, and support H.R. 4524
through 4529 as some of the more progressive patent reform bills in
many years.

Sincerely,

cec:  Subcommittee Members

Michael J. Remington, Chief Counsel
David W. Beler, Counsel

Thomas E. Mooney, Minority Chief Counsel
Joseph V. Wolfe, Counsel
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HUGHES AIRCRAFT COMPANY
July 26, 1984

United States House of Representatives

House Judiciary Subcommittee on Courts, Civil
Liberties and the Administration of Justice

2137 Rayburn House Office Building

Washington, D.C. 20515

Attention: Hon. David Beier

Subject: Patent Code Reform
Legislation S. 1525
and H.R. 4524 to 29

Sir:

Hughes Aircraft Company is a major electronics firm active
in the application of advanced technology for military programs,
space exploration and communications projects. As such, the
Company is extremely active in intellectual property matters in
general and is vitally concerned and interested in strengthening
the American patent system in particular.

In view of the pressing demands to continually extend the
frontiers of state-of-the-art, high technology, which represents
the expenditure of substantial amounts of time and vast sums
of money invested in Research and Development programs, it is
essential that the rights of patent owners be further protected
and strengthened. This is especially significant in order to
continue to promote the progress of science in the face of
ever increasing competition in this country and particularly
from countries outside the United States. On review of the
above-identified legislation, indications are that its enactment
and early passage would go a long way towards this end. By
encouraging and promoting the inventive community, the single,
basic foundation contributing to the scientific and technical
progress of this country, we will ensure that the United States
will continue to be an industrial leader and maintain the
highest standard of living in the world.

Since enactment of the legislation would be beneficial
to all owners of patents whether they be large companies with
voluminous patent portfolios or independent inventors, your
efforts urging early action and passage of the legislation are
earnestly solicited and will be greatly appreciated.

Very truly yours,

HUGHES AIRCRAFT COMPANY

Zﬂ/ (erartelea

A. W. Rarambelas
staff vice President
Corporate Patents and Licensing

CORPORATE OFFICES 200 NORTH SEPULVEDA BOULEVARD, P.O. BOX 1042, EL SEGUNDO, CALIFORNIA 50245
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Combustion Engineering, Inc. Tel. 203/688-1911
1000 Prospect Hifl Road Telex: 9-9297
Windsor, Connecticut 06095

: COMBUSTION
ENGINEERING

July 20, 1984

David Beier, Esq.

Counsel

House Judiciary Subcocmittee on
Courts, Civil Liberties and the
Administration of Justice

2137 Rayburn House Office Building

Washington, D.C. 20515

Re: H.R. 4524 through 4529
*Bills to Increase the Effectiveness of the U.S. Patent Laws®

Dear Mr. Befer:

Please be advised that I enthusiastically support the above-identified
legislation. The various improvements contained therein will substantially
enhance the effectfveness of the U.S. patent laws and accordingly fmprove the
climate for innovation in the U.S. I urge favorable consideration of this
legislation.

Yery truly yours,

Sy, it

Eldon H. Luther
Yice Prestdent-Corporate Patent Counsel

EHL/mm
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A

CHEMICAL MANUFACTURERS ASSOCIATION

ROBERT A. ROLAND July 24, 1984
President

The Honorable Robert W. Kastenmeier
Chairman, Subcommittee on Courts,
Civil Liberties and the Administration
of Justice HAND-DELIVERY
Committee on the Judiciary
U.S. House of Representatives
2137 Rayburn House Office Building
Washington, DC 20515

RE: Endorsement of H.R.4524-29,
Amending Title 35 of the
United States Code.

Dear Congressman Kastenmeier:

This letter is to inform you that the Chemical Manufacturers Association
endorses H.R.4524-29, "to amend Title 35, United States Code." The
Chemical Manufacturers Association (CMA) is a nonprofit trade association
whose company members represent more than 90 percent of the productive
capacity of basic industrial chemicals within this country.

CMA maintains that an increase in the effectiveness of the U.S. patent
laws and encouragement of industrial innovation in this country should

be priorities of the Congress. We believe that the enactment of
H.R.4524-29 would contribute significantly to these goals. We, therefore,
urge the Subcommittee to take swift and favorable action on these bills.

CMA and its member companies appreciate the opportunity to comment on
this important subject. If there are any questions concerning this
letter, please contact Robert B. Hill (887-1128), a Legislative

eypt CMA.

cc: Members of Subcomnmittee
Michael Remington, Counsel
David Beier, Assistant Counsel
Thomas Mooney, Minority Associate Counsel
Joseph Wolfe, Minority Associate Counsel

2y

Formerty tacturing Cl A Serving the Ch Industry Since 1872
2501 M Street, NW » Washington, DC 20037 » Telephone 202/887-1106 « Telex 89617 (CMA WSH)
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Cott Industries ol ndustres Ine

Charter Osk Boulevard
Wast Hartford, Connecticut 08101
203/236-0651

July 18, 1984

The Honorable Robert W. Kastenmeier, Chairman
House Judiciary Committee

Room 2137 .

Rayburn House Office Building

Washington, D.C. 20515

Re: Patent Code Reform Legislation H.R. 4524 through 4529
Dear Congressman Kastenmeier:

I understand the House Judiciary Subcommittee on Courts, Civil
Liberties and the Administration of Justice has unanimously-
approved the above-captioned bills and that these bills are up
for placement on the agenda for imminent consideration by the
Committee of the Judiciary of the House of Representatives.

This legislation will permit certain patent matters to be more
speedily and efficiently consummated.

I strongly urge that these bills be placed on the agenda forthwith
and that the Committee on the Judiciary give speedy approval to
this legislation. Accordingly, I strongly support H.R. 4524
through 4529.

Sincerely,

Colt Industries Inc

Patent Counsel

RWL:sjd
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¢ “:chering-Plough

vy Plough Corporation
¢ 7 saFarms
Flanioone Ny 97940 1500
e e P 8227000

Coenoltod

July 18, 1984

Congressman Robert W. Kastenmeier
Chairman, -
House Judiciary Subcommittee on
Courts, Civil Liberties and the
Administration of Justice

2137 Rayburn House Office Building
Washington, D.C. 20515

RE: S. 1535 and H.R. 4524 to 29 -
Patent Code Reform Legislation

Dear COngreasuaﬁ Kastenmeier:

We just wish to let you know that we strongly support
the above Bill which you introduced. It wvould tend to simplify
patent matters in many instances by streamlining procedures
and/or avoiding uncertainty.

The present lawv and practice bas given rise to un-
necessary confusion in many patent matters (e.g. Bass—-type
situations, arbitrations, settlements, licensing) without
correaponding public benefit. As ve all koow, business and
society need clear legal guidelines to flourish.

Very truly youra,

Bruce M. Eisen
Director, Patents-U.S.
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BRISTOL-MYERS COMPANY
345 PARK AVENUE
NEW YORK, NEW YORK 10184
LEGAL DIVISION TELEPHONE: (212} 848-4000
CABLD  mYTOL

TELEX: 620629
423163

July 20, 1984

The Honorable Robert W. Kastenmeier,

Chairman

House Judiciary Subcommittee on
Courtsg, Civil Liberties and the
Administration of Justice

2137 Rayburn House Office Building

Washington, D. C. 20515

Dear Congressman Kastenmeier:

Re: H. R. 4524 - 4529

The purpose of this letter is to apprise you of the fact
that Bristol-Myers Company strongly supports H. R. 4524 - 4529,

We believe that this legislation, if passed by Congress,
will significantly improve the patent laws of the United
States and be supportive of the R&D efforts of U. S. industry.

Yours sincerely,

. Y -
-(Jl»ld )/(;AVY9/
Isaac jhrkovsky

Assistant General Counsel - Patents
IJ:nmo
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INDUBTRIEA/ING

7BE, 24th ST, PO BOX 425, PAY?SQLNJ\] USA/201-345-8220/ TELEX 130308/ CABLE MONA PATERSON NEWJERSEY
7900 S. CASS AVENVE, DARIEN, (L 60559 USA/312-964-8737

3 Wt

July 20, 1984

Honorable Peter W. Rodino, Jr.
Chairman, House Judiciary Committee
2464 Rayburn House Office Building
Washington, D.C. 20515

Dear Congressman Rodino:

It is my understanding that the subcommittee on Courts, Civil
Liberties and the Administration of Justice will take up HR 3605
on Tuesday, July 24th.

While we are very supportive of HR 3605, we feel it is equally
important that the subcommittee at the same time take up HR 5529,
the Agricultural Patent Reform Act of 1984 on July 24th. While
passage of HR 3605 is critical to the leadership of our drug
industry, the passage of HR 5529 provides the balance needed to
provide our industry's continued leadership in pesticides,
chemicals and animal drugs.

Both bills are critical to the long term viability of New
Jersey's extensive chemical industry and we trust both bills
will receive your fullest consideration.

Cordially,

3

L ZLJw Wy, J{L(tk ;;L o

raitma
resident

JWB:el

BETTER PACDUCTS THROUGH RESEARCH IN CHEMISTRY
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(ﬁ %&PM) Air Products and Chemicals, Inc.

Patent Department
Box 538, Allentown, PA 18105
(215) 481-7262
(215) 4814911

INREPLY REFERTO

19 July 1984

The Honorable Robert W. Kastenmeier,
Chairman

House Judiciary Subcommittee on
Courts, Civil Liberties and the
Administration of Justice

2137 Rayburn House Office building

Washington., DC 20515

Dear Representative Kastenmeler:

Your support is urged for H.R. 4524 to 29, the patent
code reform legislation which is now before the House
Judiciary Subcommittee on Courts, Civil Liberties and the
Administration of Justice.

For many years owners of and applicants for U.S.
patents have operated under handicaps not burdening holders
of corresponding rights in foreign countries. Legislation
is needed to remedy limited enforceability of patents.
complexities in the law on inventorship and "secret® prior
art, and restrictions on licensing. H. R. 4524 to 29 deal
with these reforms in our patent system to make it the
catalyst for innovation needed in today's economy.

This is important legislation deserving passage in
this Congress.

Sincerely, .,
/'/

E.- E.-Innis
Assistant General Counsel - Patents

EEI:1bh
1872Pla



2557

IEI, Allied Corporation
L.aw Department
P.O. Box 2245R

Morristown, New Jersey 07860

July 19, 1984

The Honorable Robert Kastenmeier
U.S. House of Representatives

2232 Rayburn House Office Building
Washington, D.C. 20515

Dear Mr. Chairman:

Allied Corporation, which has facilities in Wisconsin,
strongly supports Patent Code Reform legislation, H.R. 4524 -
H.R. 4529. This legislation fills in basic gaps in the patent
code and strengthens the patent system to give U.S. patent owners
protection similar to benefits enjoyed by patentees in other
major industrial countries. Hearings have been held, and there
is strong support for the legislation. However, it appears time
could run out this session unless you act quickly to press for
early passage.

We particularly urge support for H.R. 4526 which provides
process patents protection similar to that now given product
patents. Currently, the only protection against the import of
products made abroad by processes which infringe U.S. process
patents is through the Trade Act. Allied Corporation recently
received a favorable ruling from the International Trade Commis-
sion. We have invested nearly $100 million in research.on a
process only to have the basic patent infringed by Japanese and
German firms. However, we have been before the ITC for over
fourteen months, do not have a final recommendation for an
exclusion order, and when the President acts on that final recom-
mendation in several months, he will not be able to grant dam-
ages. Unless this law is corrected, the United States is invit-
ing foreign infringement of its latest technology.

Please urge rapid action on this legislation.

Sincerely,

zﬂwmw@

Roy H. Massengt
General Patent Counsel
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LAW DEPARTMENT

JOY MANUFACTURING COMPANY
301 GRANT STREET

PITTBBURGH, PENNSYLVANIA 15219
Telsphone: (412) 5624800

July 18, 1984

The Honorable Representative Robert W. Kastenmeier
Chairman, House Judiciary Subcommittee on
Courts, Civil Liberties and the Administration
of Justice
2137 Rayburn House Office Building
Washington, D. C. 20515

Dear Representative Kastenmeier:

I wish to go on record as a strong supporter of
H. R. 4524 to 29. I urge you and your subcommittee members to act
on the legislation. Our country needs the legislation to
strengthen the American patent system.

Very truly yours,

S v /':
William J. O'Rourke, Jr.
Corporate Patent Counsel

[OORETNR N

ams
cc: Herbert C. Wamsley, IPO

Subcommittee Members:
Jack Brooks

Romano L. Mazzoli
Mike Synmar
Patricia Schroeder
Dan Glickman
Barney Frank

Bruce A. Morrison
Howard L. Berman
Carlos J. Moorhead
Henry J. Hyde
Michael DeWine
Thomas N. Kindness
Harold S. Sawyer
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<GJ»> THEDOW CHEMICAL COMPANY

OFFICE OF PATENT COUNSEL
July 23, 1984

VIJL (‘5 ’,'j‘f)l_t

Honorable Robert W. Kastenmeier
2232 Rayburn House Office Bldg.
Washington, D.C. 20515

Re: H.R. 4524 through H.R. 4529 Patent Code Reform

Dear Mr. Kastenmeier:

It has come to my attention that the above bills
may not be moving because of an impression of a lack of
interest from the private sector. If that is so, nothing
could be further from the actual facts.

Perhaps there has not been much clamor, but that
is only because there is little if any controversy over the
bills. Except for some insignificant differences in points
of view, there is almost unanimous support for the bills
among industry, the universities and interested government
agencies.

Considerable effort has been expended on getting
these bills to their present status. They are needed. They
have popular support. They are important to the economic
well-being of society because they will serve their intended
purpose of improving the U.S. patent system and enhancing
innovation.

We respectfully urge you to move these bills
through Committee and to encourage a favorable vote on the
House Floor. In doing so, however, we recommend these six
bills be consolidated into one bill commensurate with the
present draft of s. 1535.

Sincerely,

L Aot 28 Ay Zone.

Richard G. Waterman
General Patent Counsel
Patent Department

RGW/cg
Office Box 1967, Midland, Michigan 488411967, US.A. Totex: {023}-227-455 - PATENT Cabie: DOWCHEMCO - PATENT
s::u: 1778 Biag. Pruitt Research Centsr, Washington St Facsimile Ph: {$17)-638-3237 (Voice Contact: (517)-838-2213)
Mictand, Michigan 48840 CCITT 2and J (Group 1 — U.S.A. onty) Autormnatic 24 houn

45-025 O - 85 - 42 ‘ ' S
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THE STANDARD OIL COMPANY MIDUAND BUILDING (928 TTL. CLEVELAND, OHIO 44115-1098

TELEPHONE: (2161 575-8451

CABLE: SOHIOCLEVE » TELEX 980399
LARRY W. EVANS

MANAGER
PATENT & UCENSE DIVISION

July 1/, 1984

Mr. David Beier, Counsel

House Judiciary Subcommittee on Courts, Civil Liberties
and the Administration of Justice

2137 Rayburn House Office Building

Washington, DC 20515

Dear Mr. Beier:

The purpose of this letter is to indicate my unqualiftied
support for legislation pending in Congress which is directed
toward improving the patent laws. This legislation is
identified as S. 1535 in the Senate and H.R. 4524 through 452Y
in the House.

I (and Sohio) believe that this legisiation will greatly
improve the Patent Laws of the United States.

Sin ly,
Larty W. Evans

LWE:1p
06901
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Itek Corporation -

40 Maguire Rood -
Lexington, Massachusetts 02173 .
Tetophone: $17-276-2000

July 21, 1983

The Honorable Robert W. Kastenmeier
U.S. House of Representatives

2232 Rayburn Building

washington, DC 20515

Dear Congressman Kastenmeier:

Subject: H.R. 3285 - Compensation
for Employee Inventors

I am enclosing herewith some detajiled comments
on pome aspects of the subject Bill.

While I don't have any philosophical problems
with the Bill, I am concerned that in our American
society, with its surplus of lawyers and litigious
attitudes between employers and employees, this Bill
would not reduce any friction between employers and -
employees, which must be done in order to permit us to
compete with the Japanese.

Although such systems appear to operate in
Germany and Japan (I think it is too early to tell
about the English system), I believe the Germans and
Japanese are more likely to accept their employer's
decisions on the value of compensation than Americans.

I any event, if you or members of your staff
have any questions after reading my attached comments,
please do not hesitate to contact me.

Best regards,

EK..CORPORATION

Hoher O. Blair
Vice President
Patents and Licensing

HOB/dmc

Enclosure

cc: Mike Remington
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H.R. 3285 - KASTENMEIER/COMPENSATION FOR EMPLOYEE INVENTORS
GENERAL COMMENTS
BY
HOMER 0. BLAIR

MAJOR PROBLEMS

A._Employer must apply for patents on all patentable inventions unless the

"invention belongs to the employee or unless it is decided to keep it a

trade secret. {Section 421{a))

Sectiqn 421(a) provides, in effect, that an employer shall diligently apply
for a patent on any and all “ée}vice inventibns“ unless it becomes a "free
invention" {owned by the employee) or unless they decide to keep it & trade
secret. This language apparently assumes the normal-employer files patent
applications on every patentable invention made by its emp]oyées. This is
far from being true.

As a matter of fact, the vast majority of employers file on less than 50%
of the inventions disclosed to them by their employees. For example, I

made a survey of the Patent Departments of 102 corporations for the Associa-
tion of Corporate Patent Counsel in 1971. The survey included a question on
the percentage of inventions disclosed to the employer on which patent appli-

cations were filed in the U.S. Patent and Trademark Office for the years

_ 1967-1969. " Although this information is dated, I daubt that the ratios have

changed in any appreciable amount.

In 1967, the percentage of inventions disclosed to the company on wh{ch
patent applications were filed was 43.1%. In 196é1 the percentage was

42.8% and in 1969, the percentage was 44.5%. Overall, for these years,
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the percentage was 43.5%. It should be noted that only one out of 102
corporations filed on all patent disclosures submitted by employees,
eight companies filed on 15% or less invention disclosures in 1967,
eight were 15% or less in 1968 and five companies filed on 15% or less
in 1969.

The reason for not filing on the inventions {s not usually patentability,
althougt; the breadth of the patent coverage is often considered. The
major reasons include the fact that the particular invention is not
significantly important on the product or process involved, the patent
coverage on the product or process is already regarded as adequate, the
invention is regarded as minor, even though patentable or it is not felt

that the invention will have enough use.

" Méarly ali products and processes include a number of inventions. For P

example, an automobile obviously has inventions relating to carburetors,
transmissions, tires, windshield wipers, engines, paint, etc.

A product such as a copier would have inventions on the photosenstive
material used, toner used, the paper handling mechanism, the exposure
arrangement, the optics involved, the method of heating the toner to
fuse it to the paper, etc. It 1s rare that one invention will cover one
product. Thus, the average industrial product may have eight or ten or
more patents on it.

If the company does not file a patent application on the invention, it

belongs to the employee. (Section 421)

Thus, apparently, the employee would be able to get a patent on the inven-
tion and prevent the company from using that invention, even if it was a
minor detail. Thus, the company would be forced to file patent applica-

_tions on nearly all inventions disclosed, which appear to be patentable,
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“the U.S. Patent and Trademark Office would be flooded with unimportant
patent applications and small companies would have to spend large sums
to obtain patents on all their inventions. While there would be a wide
shortage of patent attofneys, which might be to my personal financial
advantage, society would be seriously damaged.

€. 1If an empioyer does not file a patent application on a service invention

in a foreign country, he shall release the service invention to the empioyee

in that country. (Section 422)

Thus, if ‘the empioyee obtained a patent in that country, the employer would
not have a license and would be 1iable for patent infringement.

The survey mentioned previously also included a question on the percentage
of U.S. patent applications which were filed abroad aﬁd the number of
foreign patent applications that were filed abroad per U.S. patent appli-
cation.. Of the U.S. patent applications filed in 1968, 46.7% of them were
filed in at least one foreign country. Of the U.S. patent applications
filed in 1969, 46.9% were filed in at least one foreign country. The
average for both years was 46.8% of the U.S. patent applications filed in
a particular year were filed in a foreign country.

Thus, more than half of the U.S. patent applications are not filed in any
foreign country.

Of U.S. patent applications filed in 1968, an average of 4.5 foreign
patents applications are filed; of the U.S. patent applications filed

in 1969, an average of 4.4 foreign patent applications are filed, with

the average for both years being 4.45.

1f the average number of foreign applications per U.S. patent application-
“is*divided by the percentage of U.S. patent applications which are filed
abroad, one arrives at the following figures: iln 1968, an average of‘9.6

foreign patent appiications were filed on each U.S. patent application
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which was filed jp a foreign country. In 1969, 9.4 foreign patent
applications were filed on each U.S. patent application that was filed
in a foreign country. For both years, an average of 9.5 foreign patent
applications were filed on each U.S. patent application which was filed
abroad.

Thus, it is shown that foreign patent applications are not filed in a
vast maﬁority of the 160 plus countries of the world and in most countries
there is no patent protection on inventions made in the U.S.

However, it should be noted that if the U.S. company does not file a
foreign patent application in a particular country, the employee may do
so, and thus prevent the employer from exporting his product to that
harticu]ar country as the employer will not have a license under the
foreign patent involved. ~
There are a number of criteria for determining whether or not to file

a patent application in a foreign country. ‘One of the most important

is the substantial cost of doing so, particularly, if large numbers of
countries are involved. Thus, often even though a company plans: to
export its product to a particular country, it will not file patent
app11£ations in that country if the market in that country does not seem
to be significantly large or if the invention itself is not broad enough
to be significant with respect to that particular product. Keep in

mind my earlier statements that while there are usually a number of
patents.per product, a company might file one o} two patent applications
on a particular product and not file others in a number of foreign
countries. However, the proposed legislation would, in effect, require
a company to file in many more countries costing much more money on

something which is not useful to society.
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" Often a company wishes to 1icensebcertain technology to others. The
proposed legisiation would set up a situation where,if the employer
had. not obtained patent; on all the inventions involved in the licensed
technology, the 1licensee might be prevented from practising some of the
improvement inventions, at least in certain countries, as the employee
would own the patents covering some of the improvements. Thus, licensing
would be inhibited if this legislation is enacted.
Service Invention (Article 402(3))
The definition of service invention would be very difficult to operate
under, as it is quite vague. It is defined as an invention which
either (A) has grown out of the type of work performed by the employee
for the employer, or (B) derived from experiences gaiﬁed on the job-
related to operations carried out by the employer. The first two c1'§uses
in Section 222(4) of H.R. 3286 are a part of what would be a preferable
defintion. They are set forth as (1)} as a result of the employee's normal
or specifically assigned duties; or (2) based in significant part upon
technical data or information possessed by or acquired from the employer,
and which is not generally known to the public.
In the above service invention definition, the term "has grown out of"
is very difficult to interpret. Also, (B) referring to being "derived
from experiences...related to operations carried out by the employer"
is also far too vague. This language would seem to omit investigatory
and research activity as such work would probably not be an “"operation
carried out". Also, if one is doing a literature search, is that an
"experience"?
Often we will hear comments that it is too broad if the invention be]qngs
to the employer if it is within the scope of the company’s business,

research or investigation. Keep in mind, however, that any employee
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" of a corporation Eas access to the technical activity going on in all
parts of the corporation. He meets with employees from other divisions,
he has access to their reports, the technical 1ibrary of the corporation
often has information about all the company's products, research, etc.
For example, my company circulates abstracts of invention disclosures to
many of the other divisions for their information.

If an employee makes an invention based on the company's information,
even though it does not relate to his particular job, but he would not
have made it except for access to the information and/or what he has
learned on his job, by any reasonable criteria it should belong to the
employer.

“"Compensation for Service Inventions (Section 414) C -

This section states that the employee's compensation shall represent the fair
market value of the employer's exclusive right tp the invention adjusted to
reflect (1) the position and duties of the employee and (2) the degree to
which the operations of the employer contributed to the m. :ing of the inven-
tion. Although I have been in the patent and licensing business for nearly
30 years, I don't feel confident that I could determine an appropriate amount
of compensa~tion based on the above criteria, particularly, when the product
involved may have eight or ten inventions, with at least that number of
inventors involved. It is not particularly difficult to figure out a fair
royalty when you are purchasing technology from someone else which includes
patent rights- and know-how or, on occasion, just patent rights. Usually, one
_ ¥s ‘acquiring a package or rights and the amounts paid do not have to be broken
down for a number of individuals on a number of inventions.

Most of the time a royalty is reached by negotiations between two parties,
one of whom owns the package of rights and the other one whom wishes to use

the .package of rights. Negotiating between a number of employees and an
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employer on a number of inventions is a completely different type of
activity.

1 am concerned that this legislation will encourage antagonism between
employers and employees. I would rather encourage goodwill between them
so that the United States companies may more efficiently compete with the
Japanese, who do not seem to have our employer/employee antagonism.

1 realize that Section 437 provides for the Secretary of Labor to issue
guidelines providing specific rules for determination of the compensation,
I must admit that I have no confidence in the ability of the Secretary of
Labor to provide practical useful guidelines.

COMPARATIVELY MINOR PROBLEMS

A. "Made." T - l -
There is no definition of when an invention is "made". I realize that
H.R, 3286 defines "made" in the following manner: "An invention is
deemed to have been made when it.1s conceived or first actually reduced
to praci%ce.“ While this is the definition which has been used by the
Government for many years when dealing with contractors, it is an
unfair definition in many instances, and I would recommend strongly that

this definition not be used.

For-example, this definition would provide that if an individual conceived

an invention, filed a patent application, got an issued patent and was
later hired by an employer, and the invention was first built or "actually
reduced to practice" while the employee was workiﬁg for the employer,

and the reduction to practice was part of his job, the invention would
then become a service invention, and would belong to the employer with
a possible royalty to the employee. This would happen even though thg
employee had previously obtained an issued patent and might have even

licensed or sold it to someone else who had not yet actually reduced it

to practice.
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An improvement would be if the word "actually” were omitted which then
would provide for what is known as a "constructive” reduction to practice,
namely, the filing of a patent application in the U.S. Patent and Trade-
mark Office. However, even this can be somewhat unfair, and the best
definition would be that an invention is made when it is "conceived".

Description of the Invention (Section 411(b))

This Section.provides that the employees notice to the employer shall "contain
a complete description of the invention in the manner prescribed by the

Commissioner", ‘although the act ‘does not specify what

" 7this "manner” consistS of. If a burden is placed upon the employee to submit

a description in a manner described by the Commissioner, the description will

‘probably be similar to that of a patent application. Eased on my experience

_ 7 of nearly 30 years, this is far too much of a burden to place on the empToyée,

C.

_,'as most patent disclosures disclosed to companieg are one or two paragraphs"

with or without a simpje drawing.

Often, of course, the company's patent attorney gets further information
before the company decides what action they wish to take on the invention,
and, before‘the patent application is filed in the U.S. Patent and Trademark
Office, the patent attorney must develop substantially more information.

However, if the employee is required to submit more than a paragraph or two,

“disclosures will not be submitted, as it is too difficult and takes too much time

for employees to do this, particularly when they are not skilled in preparing
such documents.

‘Reasonable Time Before Issuance (Section 414(b)).

Often the value of an invention cannot be determined until it is known what
claims of the patent will be allowed by the Patent and Trademark Office. This
is not actually known until a Notice of Allowance is received by the patent

applicant. The patent issues a comparatively short time thereafter. It would
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be more reasonable to provide that the kind and amount of compensation should
be determined within a reasonable time after issuance of the patent.

D. Supplying the Employee a Copy of Documents (Section a23(a))
This Section provides that a copy of the patent application is supplied to the

employee inventor, who is also permitted to examine all Patent Office corres-

pondence in connection with the application. I assume this ianguage applies

to both U.S. and foreign patent applications. This would be a substantial

burden on both parties, and in the case of a 1itigious employee, it would be
extremely expensive to obtain a patent. It should be noted that it is unlikely
that a company would deliberately get less than they were entitled to in the

Patent and Trademark Office in an effort to avoid or reduce the payment to the

employee. This would reduce the éfrength of the patent with respect to their

competition, which, of course, is the major reason for obtaining a paten&.
GENERAL COMMENT

‘In general, I am conceined that this law would be very burdensome on both
employees and employers, as there are many provisions for arbitration boards,
appeals, etc., which will probably result in full scale legal proceedings which
are extremely expensive and do not serve any real useful purpose.

The present employee inveption system is preferable. Approximately 10% of
companies give significant invention awards to employees. The rest do not.
Approximately 60% of companies give awards of a few hundred dollars to employee
inventors and the rest do not. If the employee feels strongly on these points, he
is free to either start his own business or work for a company that gives signifi-
cant rewards.

In my experience, most employees, while they would 1like to have more money,

do not think that the invention situation is a big issue.- The number of employees
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who would get a substantial amount of money is extremely small because the number
of worthwhile inventions.;ntitIed to any substantial amount of money is very
small. If a company §s shortsighted enough to not reward his employee inventors -
one way or another when they make inventions, it is that company's loss.

1 do not believe the Goverrment really can solve that problem in a fair,

equitable and inexpensive manner.
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APPENDIX 13

@ 104 PATENT CONTRACTS OTHER THAN GOVERNMENT
COMMITTEE NO. 104 Epwarp G. Fiorivo, Chairman AV

u‘,
. PATENT CONTRACTS OTHER THAN GOVERNMENT Q

Scope of Commiitee: Problems arising out of domestic nongovernmental contract matters
involving the sale and license of patents and indemnity against mfnnoemem liability,
including:

(1) employer-employee relations, such as the provision of assignment agreements between
employers and employed inventors and policies relating thereto;

(2) indemnity warranties and defense agreements, including those arising out of sales or by
-reason of the Commercial Code statutes; and

(3) recommendations to improve the rights of patent owners to obtain a just return on their
patents from licensees, assignees and others with whom they may enter into agreements.
In coordination with the Committee on Cooperation with Other Bar Groups, this
committee cooperates with other Sections and Committees of the A.B.A. such as the
Section of Corporation, Banking and Business Law.

SUBCOMMITTEE A RiCHARD C. WITTE, Subcommittee Chairman Q N

Subject 1. APPORTIONMENT OF RIGHTS BETWEEN EMPLOYED INVEN-
TORS AND EMPLOYERS.

PROPOSED RESOLUTION 104-1. Councll Action: Class 1 Full Debate.

1 . RESOLVED, that the Section of Patent, Trademark, and Copyright Law
3 favors in principle the adoption, by those states which choose (o enact
3  employee investion legisistion, of the following Model State Law set out
4  below:
s | ~ PROPOSED MODEL STATE LAW REGARDING EMPLOYEE IN-.
6 VENTIONS
7 'mmvmhanmwmmumm
L] employee shall assizgn or offer to assign any of his rights in an invention
9  to his employer shall not apply o an invention that the employee
10  developed entirely om his own time without using the employer’s
1 m_«wumammmw
12 for those inventions that (i) reiste, at the time of conception of the
13 invention, to the employer’s business, or that of its parent, subsidiary or
14 reiated companies, or actusl or demonstrably aaticipated research or

1S development of the employer or said companies, or (H) result from any
16 work performed by the employee for the employer. To the extent a
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17  provision in an employment agreement purports to apply to the type of
18  imvention described, it is against the public policy of this State and is

19  unenforceable. The employee shall bear the burden of proof in estab-
20 lishing that his invention qualifies under this section.

~
[

An employer may not require a provision of an employment agree-
meat made unenforceable hereunder as a condition of employment or
continued employment. An employer, in an employment agreement,
may require that the employee report all inventions developed by the
employee, solely or jointly, during the term of his employment to the
employer, including those asserted by the employee as nonassignable,
for the purpose of determining employee or employer rights. If required
by a contract between the employer and the United States or its

agencies, the employer may require that full title to certain patents and

2 2 8 ¥ 8 R 2 U B

inventions be in the United States.

Past Action. In 1982, the Section passed the following resolution (1982SP89-R104-
2A):

RESOLVED, that the Section of Patent, Trademark, and Copyright Law opposes

in principle the enactment of any federal legislation apportioning rights between
employers and employees regarding employee inventions; and, specifically, the
Section of Patent, Trademark, and Copyright Law opposes H.R. 4732 (Kasten-
meier), 97th Congress, Ist Session (1981) and H.R. 6635 (Kastenmeier), 97th
Congress, 2nd Session (1982).

Discussion. In 1982, the Section passed Resolution 104-2A opposing in principle
the enactment of any federal legislation apportioning rights between employers
and employees regarding employee inventions. Passage of Resolution 104-2A
reflects the Section’s position that the federal forum is an inappropriate one for
regulation of what is presently an issue regulated by the states, either by
legislation or in the courts. It reflects the view that rights in inventions, patented
of not, are property rights, the ownership of which is properly a state matter. The
resolution also indicates the Section’s sense that disputes between employers and
employees regarding ownership of invention rights involve issues which may be
resolved differently by different states, and is thus best left for the states to
manage.

At the Annual Meeting in August, 1982, the Section considered and recommit-
ted two resolutions, the first opposing any legislation inequitably apportioning
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employee inventions, and the second favoring state legislation over federal
legislation apportioning rights between employers and employees regarding
employee inventions. Some members of the subcommittee believe that there is
insufficient basis for proposing another resolution at this time. They believe that
there is no pressing Federal issue to be addressed because they do not perceive a
significant likelihood that Federal legislation will be enacted, and they believe that
there is no pressing state issue because the state legislation being passed is
basically equitable. Such legislation already exists in four industrial states:
Minnesota, Washington, California and North Carolina. The statutes in these
states generally provide an equitable allocation of rights between employer and
employee by implicitly approving employer-employee agreements which include
cquitable allocations, and by declaring unenforceable employer-employee agree-
ments which involve ‘‘overreaching’’ by the employer. The statutes are quite
similar in their apportionment of employee invention rights, and thus provide a
reasonable degree of uniformity from state to state for both employers and
employees.

The remainder of the states, in which no legislation exists, provide a common
law apportionment which gives the employer limited rights to employee inven-
tions. This has been offset, in the case of almost all employed inventors, by the
use of employer-employee agreements, which give the employer rights to most
employee inventions.

Most employer-employee agreements contain clauses which: (1) require protec-
tion of trade secrets; (2) require the employee to assign inventions; (3) require the
employee to cooperate in disclosing inventive activity; and (4) require the
employee to cooperate in patent prosecution activities. While the last two items
follow a fairly standard pattern, the obligation to assign inventions varies from
contract to contract. Some agreements are limited to inventions made in the actual
course of the inventor's research, while some agreements include inventions
unrelated to the employer’s business or research and made independently by the
employed inventor. Some contracts contain trailer clauses requiring the employee
inventor to assign inventions made for a certain period after leaving employment.

Courts may construe such agreements strictly against the employer and in favor
of the employee and could, in some cases, refuse to enforce a broad contract as
unconscionable or overreaching. The current trend in the courts is to attempt to

: balance perceived inequities in bargaining position between employers and
employees, and to limit the scope of inventions covered by employer-employee
agreements to those in which the employer has a legitimate and justified business
interest. In some respects, the situation is worse than that provided by the
common law, because disputed inventions are handled on a case by case basis,
removing the certainty desired by employers, both for making R&D investment
decisions and for providing a uniform policy regarding administration of employee
inventions. Either employer or employee may end up receiving less than was
thought to be bargained for.

In view of the problems of an agreement-based apportionment system in the
common-law states, the subcommittee perceives a need for state legislation which
would preserve the fundamentally contractual nature. of the current apportion-
ment system, yet provide a greater measure of certainty in its administration, by
protecting employer-employee agreements which equitably apportion employee

“invention rights, and by setting the limits beyond which such an agreement will be
declared unenforceable.
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The subcommittee considers the Proposed Model State Law Regarding Em-
ployee Inventions (cited in the Proposed Resolution) to succinctly incorporate the
best features of the current state legislation in this area. The Model State Law is
based on the North Carolina enactment. It exempts from employer-employee.
invention assignment agreements, inventions developed by the empolyee entirely '
on his own time without using the employer’s equipment, supplies, facilities, or
trade secret information, where the invention does not relate to the employer’s
business or actual or demonstrably anticipated research or development or does
not result from any work performed by the employee for the employer. It permits
an employer to require that the employee report all inventions made by the
employee to the employer, including those asserted to be nonassignable. It also
provides that an employer may not require an employment provision made
unenforceable under the statute as a condition of employment or continued
employment. It places the burden of proof on the employee claiming ownership of
an invention under the law.

The subcommittee believes that this matter is properly regulated at the state
level. Federal policy should be to leave as much regulation of property rights to
the states as possible. Employment contracts and employer-employee bargaining
are traditionally state matters and are adequately being handled by the states.
There is no pressing federal problem which requires attention. There is significant
overlap between an ‘‘invention’’ and a trade secret. An invention can also be a
trade secret until it appears in an issued patent. Ownership of trade secrets is a
well-established, state-controlied property right. Federal interference in this is
unnecessary and improper.

\n\\
SUBCOMMITTEE B PauL M. ENLOW, Subcommittee ?hginnan
Subject 2. COMPENSATION OF EMPLOYED INVENTORS.
PROPOSED RESOLUTION 104-2. Council Action: Class 2 Approved.

. 1 RESOLVED, that the Section of Patent, Trademark and Copyright Law,
2 while fully supporting the just and proper compensation of inventors (or their
3 creative efforts, opposes i principle and practice legisiation requiring employ-

4 ers to pay compensation to employees, over and above that normally paid to
L) them for their services, in return for rights in their inventions under legally

6 enforceable obligations, and
7 Specifically, opposes the enactment of H.R. 6635 (Kastenmeler) 97th Congress,
8 2ad Session (1982).

45-025 O - 85 - 43
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Past Action. In 1970 the Section passed the following resolutions:

(1970 SP87-R26) Section disapproves legislation forcing implementation of the
principle of special recognition by corporations and other institutions of inven-
tions made by employees, whether or not these are work-related, and disapproves
legislation forcing implementation of the principle of some form of compensation
to employees over and above salary, commissions, and bonuses regularly paid to
them for their services, in return for assignment of exclusive rights in such
inventions, and specifically, the Section disapproves H.R. 15512 (Moss). 91st

Congress.

(1980 SP67-R104-1) Section, while recognizing the desirability of appropriately
compensating inventors, opposes in principle legislation requiring employers to
pay compensation to employees over and above that normally paid to them for
their_services, in return for rights in their inventions under legally enforceable
obligations.

Discussion. The subcommittee believes that there has been no demonstrated need
for legislation such as H.R. 6635. In the absence of conclusive evidence that
employed inventors creativity has been thwarted, it does not appear warranted to
adopt a legislative scheme that will add to the cost of R&D efforts without
reasonable assurance that new and competitive products will be developed;
particularly, when U.S. industry is suffering from competitive onslaughts from
abroad. The public and U.S. industry is bound to suffer from increasing the costs
of products without any commensurate benefit.

Further, the great majority of employed technical employees may suffer
because of the special treatment required for a special minority. Many important
contributions are made by employees which add significantly to the commercial
success of a product but which are not patentable inventions. Special compensa-
tion for inventors may result in reduced compensation for the great majority of
other employees, and introduce an element of secretiveness and divisiveness
amongst employees. Any disruption of the close team effort required in a
development effort may prove catastrophic.

It is also believed that attempts to determine reasonable compensation for the
value of an invention, which may be one of many used in a product or forming part
of a licensing package, will border on the metaphysical. The creation of additional
governmental organizations to delve into such issues is considered counterpro-
ductive. )
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control use of the patented product afier sale of the product, in the absence
of a patent grant directed toward the use of the product. Specifically, the
manufacturing licensee granted an exclusive field of use license to one of its
customers for the patented product sold to that customer. There was no pat-
ent coverage relating to the use itself. The Court held that the protection of
a patent monopoly on a product cannot be stretched so far as to continue
the monopoly after the sale of the product, except in unusual circumstances.
Thus, the attempted field of use limitation was forbidden by the antitrust
laws.

The decision in United States v. We:tinghomﬂecﬂcCorp 471 F. Supp.
532 (N.D. Cal. 1978) is also of interest although it primarily relates to terri-
torial licensing rather than ficld of use provisions. The Wc::bnghomeoun
cites the CIBA GEIGY case with approval for the point that restrictions
which do not enlarge the monopoly beyond that given by the patent statute
are presumably acceptable.

The subcommittee will continue to review the law and recent cases relat-
ing to field of use restrictions.

SUBCOMMITTEE B CHARLES F. RENZ, Subcommittee Chairman
Subject 2. EMPLOYEE INVENTIONS.
PROPOSED RESOLUTION 104-1.

1 RESOLVED, that the Section of Patest, Trademark snd Copyright Law,
2 ‘while recognizing the desirability of appropriately compensating investors, op-
3 poses in principle legislation requiring employers to pay compensation to em-
4 - ployees over and sbove that sormally paid (o thems for their services, in retars
S for rights In thelr laveations under legally eaforceable obligations.

Past Action. In 1970 the Section passed the followm; resolution. (1970 SP87
R26):

RESOLVED, dmmeSecnonofPawm. Trademark and Copyright Law dis-
approves legislation forcing implementation of the principle of special recognition
by corporations and other institutions of inventions made by employees, whether or
not these are work related, and disapproves legislation forcing implementation of
the principle of some form of compensation to employees over and above salary,
eommmons.mdbonmmuhﬂypadtotbmformmmhmh»
signment of exclusive rights in such inventions. SPECIFICALLY, the Section of
Patent, TndemarkdeopyrumhwdlnppmvaH.R. 15512 (Moo). 91st Coo-
gress.

Discussion. nenmnobﬂkpendm;mConmuthuumedxm to
the subject of compensation for inventors. The proposed resolution is in-
tended to supersede the 1970 resolution. The 1970 resolution opposed legis-



2578

APPENDIX 14

Trademark Trial and Appeal Board

UNITED STATES DEPARTMENT OF COMMERCE
Patent and Trademark Offics

Address : COMMISSIONER OF PATENTS AND TRADEMARKB
Washington, D.C. 20231

April 17, 1984

Hon. Robert Kastenmeier
I'. S. House of Representatives
wWashinaton, n. ¢. 20515

Near Rnb,

Tt looks like vour Patent and Trademark Office
housekeeping bills are going into the final stretch. 1In this
reaard, T am sure vou will recall my exnression of interest to
vou last vear in a legislative uparading of the grades of
memhers of mv Trademark Trial and Apneal Roard who, for too
1ong, have remained one or two grades helow their counterparts
on the anency's Patent Apprals and Patent Interference
tribunals.

We were pleased that the Senate side saw fit to add a
provigson to the Administration bill seeking to merge the Board
of Patent Appeals (30 judges) and the Board of Patent
Interferences (8 judges) that would also raise the grades of
. Trademark Roard members (7 judaes) from GS-15 to GS-16. This
provision is in S. 1538, and should stay there through the full
Judicfary Committee and Consent Calendar.

Marqaret hLaurence and I are hopeful that similar
action may result from Aeliberations on the merger bill by the
Subcommittee on Courts, Civil Liberties and Administration of
Justice. 1 understan? there is a nood chance that a rider
identical to that introduced by Senator Matthias for S. 1538
mav he nroposed from the minority side of vour Subcommittee. I
hope that it meets with general favor. The idea of upgrading
the Roard has been officially endorsed not onlv hy the U. S.
Trademark Association but also by such key patent-oriented
organizations as the American Patent Law Association (AIPIA}
and the Intellectual Property Association (IPO)}.

Tf your colleaques harbor any hesitancy about a
legislative upgrading of PPO top adjudicators, this is an issue
that the Suhcommittee will he unable to avoid when it considers
the merger bill for the Patent Boards (H.R. 4462). Although it
may not he apparent on the face of the bill and althouah the
point may not have been hiqghlighted in testimony or legislative
reps1 8, vassage nf the merger hill will automatically ovperate
to increase the grade of members of the Board of Patent
Tnter ferences from GS-16 to GS-17,

We were originally unsure of agency support at the top
for our initiative. HYowever, Secretary Baldridae and
commissioner Mossinghoff have indicated support for the S5.1538
rider (not to full parity with the patent Bnards hut .1imited to
the modest one-qrade promotion that the Senate bill mandates).
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Accordinaly, we've got our fingers crossed that the House, like
the Senate, will look kindly on the Board upgrading proposal.
It is long overdue and really makes sense, both in terms of
internal equity and the interests of the public in attracting
high qualitv adjudicative talent to the Trademark Board.

I hope all goes well, personally and professionally.
I know that vou must be busier than ever and have always
wondered at the bhreathtaking scope of your Subcommittee's
jurisdiction, which I recall so well from the old LFAA days.
My sojourn with the Trademark Board is nearing its second
anniversary and has met with good fortune, Our backlogs (1
year when I came on) have heen totally eliminated and we now
decide cases and issue opinions within 3-6 weeks after hearings
are held (the hest waiting period in the Board's 25-year
history). We are probably the "fastest gun® in the federal
administrative judiciary and I like to think that our work has
held up on the quality side as well.

Cordially and with appreciat your inte

this matter.

iel I.. Skoler
Chairman, Trademark Trial and
Appeal Board
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SUBSTITUTE PROPOSED RESOLUTION 101-3

RESQLVED, that the Section of Patent, Tradem;rk and
Copyright Law favors in principle the enactment of
legislation which provides that whoever without
authority uses or sells within, or imports into, the
United States during the term of a United States
process patent a product produced by such patented
process, infringes the process patent, provided,
however, that no damages for such infringement

shall be recovered by the process patentee from any
person thereby made an infringer of the process patent
except on proof that such infringer knew of or was
notified of the infringement and continued to infringe
thereafter, in which event damages shall be recovered
only for infringement occuring after such knowledge or

notice.



2581

@Lusb Alted Corporaton e

1150 Connecticut Averug, N.W.
Washington, D.C. 20038 4
{202) 296-3380

September 25, 1984 RECEIVED

SEP 26 1984
The Honorable Peter W. Rodino, Jr.
2462 Rayburn House Office Building
wWashington, D.C. 20515

Dear Mr. Rodino:

Allied Corporation supports H.R. 6286, reported by the
Subcomittee on Courts, Civil Liberties and The Administration of
Justice, which makes significant improvements in patent law. In
particular, we applaud one section which provides process patents
protection against foreign infringement similar to that now
provided product patents.

As reported from subcommittee, however, the process patent
section only applies to patents granted after date of enactment.
This section should be amended so that it would apply to
processes which are used to manufacture a product after date of
enactment. This would provide protection to current patents
without harming importers who have relied on current law.

The only current remedy against a company which violates a U.S.
process patent to make a product in a foreign country and ships
that product to the U.S. is to file an unfair trade practice
action at the International Trade Commission. Allied Corporation
filed such an action in March 1983, and in May 1984, a process
patent was found to have been infringed. However, a final
exclusion order has not been granted yet, and then the order must
be acted on by the President. No damages are available. This
remedy is inadequate. However, Allied Corporation is not asking
for retroactive application to such a case. We only ask for
protection against future infringements after date of enactment.

.Allied Corporation believes the future lies in research and
development. The company received 187 patents in the first half
of 1984. Altogether it owns 7545 patents. A random survey
indicated that more than fifty percent were process patents. In
such fields as metallurgy, chemistry and biotechnology, "high
technology,"™ the cutting edge of the future, depends on adequate
protection for process patents.

Please support an amendment to H,R. 6286 which would provide this
protection to current process patents.

yn(_grely,
;7C§Zz ett
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AMERICAN INTELLECTUAL PROPERTY LAW ASSOCIATION

SUITE 200 * 2001 JEFFERSON DAVIS HIGHWAY, ARLINGTON, VA 202

Telephone (A1) 521-1680

September 27, 1984

The Honorable Robert W. Kastenmeier

Chairman Subcommittee on Courts, Civil
Liberties, and the Administration of Justice

Committee on the Judiciary

U.S. House of Representatives

Washington, DC 20515

Re: Amendments to the Patent Law (H.R. 6268)

Dear Mr. Chairman:

The American Intellectual Property Law Association
(AIPLA) is a national bar association of attorneys en-
gaged in the practice of patent, trademark, copyright and
other laws affecting intellectual property.

The AIPLA enthusiastically supports H.R. 6268, "Amend-
ments to the Patent Law,"” which you have introduced. The
bill corrects a number of defects in the Patent Code and
will improve the ability of the Patent and Trademark
Office (PTO) to serve the public. Of particular importance
and timeliness is the provision which will protect
American process patent owners from unfair foreign com-
petition.

H.R. 6268 will strengthen our patent system. In doing
so, innovation in the American business community will be
encouraged. The ability of U.S. companies to compete in
domestic and foreign markets for high technology products
and staple goods produced by new and advanced processes
will also be enhanced.

We commend you, Representative Carlos Moorhead, and
the other members of the Committee on the Judiciary who
assumed a leadership role in developing this meaningful
economic legislation.

Sincerely,

LA thad

BRP :bw B. R. Pravel
President

cc: Members of the Judiciary Committee

Formerly AMERICAN PATENT LAW ASSOCIATION
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FaeTOtice

Post Office Box 25, Arlington Virginia 22202

April 17,1984

The Honor'able Robert W. Rastenmeier, Chairman o,
Committee on the Judiciary 7. .
Subcommittee on Courts, Civil Liberties

and the Administration of Justice

U.S. House of Representatives

washington, D.C. 26513

Subject: Recommendations for
H.R.2618 and H.R.4462

Dear Congressman Kastenmeier:

The Patent Office Professional Association (POPA) represents
all patent examiners in the Patent and Trademark Office (PTO)
including examiners-in-chief and examiners of interferences.

POPA strongly supports all efforts which increase the
efficiency and effectiveness of PTO operations. However, certain
provisions of H.R.2610 and H.R.4462 are likely to have exactly
the opposite effect since they ignore the expertise of primary
examiners.

Primary examiners are the cornerstone of our examination
system. They are persons who, through a long period of
progressively more responsible apprenticeship, and after careful
scrutiny of their work during trial periods by multiple
supervisors, have attained recognition for their scientific and
legal competence. By concentrating in a relatively narrow area
of technology for many years, they have the experience necessary
to qualify as experts.

Consequently, to utilize appropriately the accummulated
experience and demonstrated judgement of primary examiners, POPA
recommends the following amendments:

l. In H.R,2618:

a) Strike out the proposed change to Section 134 of
Title 35, USC, so that the designation "primary"
is retained. Keep Section 134 as it is.

b) Instead, in Section 132 of Title 35, USC, insert
the words "by a primary examiner" after "reexamined.”

Proessional Representation for Patent Professionals
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2. In H.R.4462:

a) In proposed Section 7 of Title 35, USC, strike out
"and patentability” in the third sentence.

b) In proposed Section 135(a) of Title 35, USC, strike
out "and patentability” in the second sentence.

Protecting Applicants From Prolonged Prosecution

H.R.2610's proposed modification of Section 134 is intended
to provide a remedy for an applicant who receives a second
rejection from an examiner with partial signatory authority. The
remedy is an appeal to the Board of Appeals, a time consuming and
expensive procedure for both the applicant and the PTO.

our recommendation, to require that all second rejections be
issued by a primary examiner, is a better remedy. A primary
examiner is more likely to avoid an unnecessary appeal than an
examiner with lesser signatory authority. Purthermore, since a
primary examiner is responsibile for an examiner's answer on
appeal, the primary should also control that which is being
appealed. Lastly, since most second rejections already require
the attention of a primary, extending this attention to all
second rejections would not be an undue burden, It is obviously
more cost effective to prevent, rather than to prosecute, an
appeal.

Patentability Decisions In Interferences

Current practice requires that patentability issues which
arise during the course of an interference proceeding be remanded
to the primary examiner for decision. Our recommendation. is to
retain this practice.

As presently written, H.R.4462 proposes not only to merge the
exigsting functions of the Board of Appeals and the Board of
Patent Interferences, but also to add the function of initially
deciding matters of patentability which arise dquring the course
of an interference. To assign the primary examiner's job of
generating an initial decision to an appeals body has two
drawbacks.
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First, by eliminating the primary's role in the proceeding,
the technological expertise of that primary is also abandoned.
Because of the vast array of arts they are required to consider,
members of the combined Board must be generalists., Primary
examiners, by comparision, are experts due to their daily contact
with applications in a narrow specialization, While a generalist
may be competent to review the decision of an expert, the
generalist will not be in as good a position to generate an
initial analysis.

Secondly, eliminating the primary's role also eliminates the
opportunity for an independent administrative review.
Traditionally, an applicant has been afforded at least one
administrative appeal prior to final agency action.

We hope these recommendations will assist you in your

deliberations on these bills. Thank you for giving us this
opportunity to present our views.

Respectfully submitted,

Ronald J, Stern, President
Telephone: 557-2975
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Post Office Box 2745, Arlington.Virginia 22202

4 May 1984
’ % g
The Honorable Robert W. Kastenmeier RAERY
Chairman . - SATS
Committee on the Judiciary i

Subcommittee on Courts, Civil Liberties

and the Administration of Justice
U.S. House of Representatives
Washington, DC 20515

Subj: Recommendations for H.R.2610 and H.R.4462
Dear Congressman Kastenmeier:

We request the opportunity to testify, on the recommendations
on these pending patent bills in our letter to you of 17 April
1984, and answer any questions the subcommittee may have. We
hope our letter has been helpful and that our testimony would
further assist the subcommittee in its deliberations on H.R.
2610 and H.R.4462.

Very truly yours,

RN B

Ronald J. Stern
President
Telephone: 557-2975

RS:blp

Professional Representation for Patertt Professionals
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Stauffer Chemical Company

Weatport, Connectlcut 08881 / Tel. (203) 222-3000 / Cable “Staufchem”

April 6, 1984

Michael Remington, Esq.

Counsel

Courts, Civil Liberties and
Administration of Justice

2137 Rayburn House Office Building

Washington, D.C. 20515

Dear Mike:

I want to thank you very much for the time you spent with
Allan Noe and myself on Tuesday, April 3. I enjoyed it very
much and your suggestions were very helpful.

In accordance with your recommendation, I am enclosing
herewith my comments on H.R. 4524. While I have similar com-
ments in respect to retroactivity to the other House bills
which are counter-parts to S. 1535, I have not addressed these.

I would greatly appreciate it if you would see that my
comments are placed in hearing record of H.R. 4524.

I have copied Gerald Mossinghoff, Mike Kirk, Tom Mooney
and Ralph Oman on this letter.

I am also enclosing, for your information, a copy of the
comments I sent to Ralph Oman in respect to S. 1535.

Sincerely,

obert C.-Sullivan
Director
Patent Department

RCS/rj
Attachments
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Stauffer Chemical Company

Waestport, Connecticut 08881 / Tel. (203) 222-3000 / Cable “Staufchem”

april 6, 1984

Michael Remington, Esq.

Counsel

Courts, Civil Liberties and
Administration of Justice

2137 Rayburn House Office Bldg.

Washington, D.C. 20515

Subject: Opposition to H.R. 4524

Dear Mr. Remington:

As Director of the Patent Department at Stauffer Chemical
Company, I am sending this letter on behalf of my company with
the request that it be placed in the record of the hearing for
H.R. 4524 for review by the subcommittee.

H.R. 4524 is retroactive legislation and, consequently, can
result in far-reaching unforeseeable effects well beyond what it
purports to accomplish. Por this reason, it is potentially
unfair. To the extent that it is retroactive in nature, we believe
that it fails the test of John Stedman that it must benefit the
public. It is not believed to stimulate innovation to the extent
that it applies to past inventions beyond hope of stimulation.

If this bill were amended to make it only prospective in
nature, we could support it, as our objections are not to the
concepts expressed, but only to its retroactive application.
However, there is a question that even prospectively this bill
might encourage repeated carelessness in respect to foreign
patent practice vis-a-vis 3508C 184 et seq.

My company is party to patent litigation filed more than a
year ago. The history of the patent involved appears to have
many facts in common with the Gaertner case 202 USPQ 714 (1979).
We have claimed a defense under 35 USC 184 and 185. If H.R. 4524
becomes.law in its present form, this defense might well be
eliminated. This will possibly benefit our opponent. It could
damage us. It cannot be said to benefit the public or stimulate
innovation. It is not known how many other such cases exist,
or where else it will affect the rights of U.S. companies.

This legislation will change the standards or tests by which
the sanctions of 35 USC 184 et seqg. can be avoided. The standards
should be changed prospectively. The results of retroactive
legislation are unpredictable and, worse, will be unintended.
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The results can be inequitable as they are designed to help
those who cannot meet the present standards to the detriment of
others who are acting in reliance on the present tests. Ex post
facto deprivation of rights could result, from those relying on
the current law.

Section 4 of this proposed bill is directed to patents past
and future and, consequently, in both instances can be retro-
active.

It is respectfully requested that Section 4 of the subject
proposed bill be deleted in its entirety and be replaced by the
following:

"The amendments made by this act shall apply to any
United States Patent application having a filing
date or claiming the benefit of a filing date sub~-
sequent to the enactment of this act and patents
issuing on such applications.”

By limiting Section 4 to patent applications with a filing
date subsequent to the date of the act, it will make the act
prospective. By including patent applications claiming the
benefit of a filing date after the date of the act, it will pre-
vent continuation ‘applications or continuation-in-part applica-
tions from being used to obtain the benefit of the act for old
cases through fortuitous pending applications. In summary, it
will make this act equitable and prospective in nature. It will
no longer be retroactive and we would then support it.

This submission represents a personal and corporate view of
the subject legislation. It is not intended in any way to
criticize the substantial efforts of those who have proposed or
supported this legislation.

Most respectful sybmitted,

wr

Robert C. 1livan
Director,
Patent Department

RCS/rj

cc: G. Mossinghoff
M. Kirk
T. Mooney
R. Oman

H.R. 4524

Page 2
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‘@] §tauﬁer Chemical Company

port, Cor icut 06881 / Tel. (203) 222-3000 / Cable “Stautchem™

" April 6, 1984

Ralph Oman, Esq.

Chief Counsel

Patents, Copyrights and Trademarks
SD~137 Dirksen Senate Office Bldg.
washington, D.C. 20510

‘Subject: Opposition to S. 1535

Dear Mr. Oman:

As Director of the Patent Department at Stauffer Chemical
Company, I am sending this letter on behalf of my company with
the request that it be placed in the record of the hearlng for
S. 1535 for review by the subcommittee.

S. 1535 is retroactive legislation and, consequently, can
result in far-reaching unforeseeable effects well beyond what it
purports to accomplish. For this reason, it is potentially
unfair. To the extent that it is retroactive in nature, we
believe it fails to benefit the public and it will also fail to
stimulate innovation, at least to the extent that it applies to
past inventions beyond hope of stimulation.

If this bill were amended to make it only prospective in
nature, we could support it. As our objections are not to the
concepts expressed, but only to its retroactive application.

Since we have a direct interest in those sections of the
bill establishing a new standard under Section 184, 185 and 186
of title 35 USC, I would address this section of the bill
specifically, although it is believed that every section of this
bill should be made prospective. It is believed that this can be
easily accomplished by amending Section 11 of this bill in a
manner as set forth below.

My company is party to patent litigation, filed more than °
a year ago. The history of the patent involved appears to have
many facts in common with the Gaertner case 202 USPQ 714 (1979).
We have claimed a defense under 35 USC 184 an . I
becomes law in its present form, this defense might well be
elimninated. This will possibly benefit our opponent. It could
damage us. It cannot be said to benefit the public or stimulate
innovation. It is not known how many other such cases exist or
where else it will affect the rights of U.S. companies.
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This legislation will change the standards or tests by which
the sanctions of 35 USC 184 et seq. can be avoided. The standards
should be changed prospectively. The results of retroactive
legislation are unpredictable and, worse, will be unintended.

The results can be inequitable as they are designed to help those
who cannot meet the present standards to the detriment of others
who are acting in reliance on the present tests. Ex post facto
deprivation of rights could result from those relying on the
current law.

Section 11 of this proposed bill is directed to patents past
and future and, consequently, in both instances can be retro-
active.

It is respectfully requested that Section 11 of the subject
proposed bill be deleted in its entirety and be replaced by the
following:

"The amendments made by this act shall apply to any
United States patent application having a filing
date or claiming the benefit of a filing date sub-
sequent to the enactment of this act and to patents
issuing on such applications.”

By limiting Section 11 to patent applications with a filing
date subsequent to the date of this act, it will make the act
prospective. By including patent applications claiming the
benefit of a filing date after the date of the act, it will pre-
vent continuation applications or continuation-in-part applica-
tions from being used to obtain the benefit of the act for old
cases through fortuitous pending applications. In summary, it
will make this act equitable and prospective in nature. It will
no longer be retroactive and we would then support it.

I would further note that there is an additional question
in respect to this area. By changing the standards, it might
well encourage repeated carelessness in respect to foreign patent
practice vis-a-vis 35 USC 184 et seq. Congress should be well
aware of the full ramifications of this change.

While the other sections of this act do not have an immediate
impact on our company, I feel the same limitations should apply
to the other provisions and they should be prospective in nature.
Retroactive effect can be inequitable to those who have acted
within the law and have adopted a position in reliance upon it.
It could result in increased litigation and constitutional
questions could certainly be raised. Consequently, I urge the
subcommittee to amend Section 11 of S. 1535 as indicated above.

S. 1535
Page 2

45-025 O - 85 - 44
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This submission represents a personal and corporate view
of the subject legislation. It is not intended in any way to
criticize the substantial efforts of those who have proposed or

supported this legislation.
/ :

obert C. Sullivan
/ Director
‘Patent Department

RCS/rj

cc: G. Mossinghoff
M. Kirk
T. Mooney
4. Reningtong

S. 1535 .
Page 3 .
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Stauffer Chemical Company

Westport, Connecticut 08881 / Tel. (203) 222-3000 / Cable “Staufchem”

April 6, 1984

Ralph Oman, Esq.

Chief Counsel

Patents, Copyrights and Trademarks
SD-137 Dirksen Senate Office Bldg.
Washington, D.C. 20510

Subject: Opposition to S. 1535

Dear Mr. Oman:

As Director of the Patent Department at Stauffer Chemical
Company, I am sending this letter on behalf of my company with
the request that it be placed in the record of the hearing for
S. 1535 for review by the subcommittee.

S. 1535 is retroactive legislation and, consequently, can
result in far-reaching unforeseeable effects well beyond what it
purports to accomplish. For this reason, it is potentially
unfair. To the extent that it is retroactive in nature, we
believe it fails to benefit the public and it will also fail to
stimulate innovation, at least to the extent that it applies to
past inventions beyond hope of stimulation.

If this bill were amended to make it only prospective in
nature, we could support it. As our objections are not to the
concepts expressed, but only to its retroactive application.

Since we have a direct interest in those sections of the
bill establishing a new standard under Section 184, 185 and 186
of title 35 USC, I would address this section of the bill
specifically, although it is believed that every section of this
bill should be made prospective. It is believed that this can be
easily accomplished by amending Section 11 of this bill in a
manner as set forth below.

My company is party to patent litigation, filed more than
a year ago. The history of the patent involved appears to have
many facts in common with the Gaertner case 202 USPQ 714 (1979).
We have claimed a defense under 35 USC 184 an . I
becomes law in its present form, this defense might well be
eliminated. This will possibly benefit our opponent. It could
damage us. It cannot be said to benefit the public or stimulate
innovation. It is not known how many other such cases exist or
where else it will affect the rights of U.S. companies.
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This legislation will change the standards or tests by which
the sanctions of 35 USC 184 et seg. can be avoided. The standards
should be changed prospectively. The results of retroactive
legislation are unpredictable and, worse, will be unintended.

The results can be inequitable as they are designed to help those
who cannot meet the present standards to the detriment of others
who are acting in reliance on the present tests. Ex post facto
deprivation of rights could result from those relying on the
current law.

Section 11 of this proposed bill is directed to patents past
and future and, consequently, in both instances can be retro-
active. :

It is respectfully requested that Section 11 of the subject
proposed bill be deleted in its entirety and be replaced by the
following:

"The amendments made by this act shall apply to any
United States patent application having a filing
date or claiming the benefit of a filing date sub-
sequent to the enactment of this act and to patents
issuing on such applications.”

By limiting Section 11 to patent applications with a filing
date subsequent to the date of this act, it will make the act
prospective. By including patent applications claiming the
benefit of a filing date after the date of the act, it will pre-
vent continuation applications or continuation-in-part applica-
tions from being used to obtain the benefit of the act for old
cases through fortuitous pending applications. In summary, it
will make this act equitable and prospective in .nature. It will
no longer be retroactive and we would then support it.

I would further note that there is an additional question
in respect to this area. By changing the standards, it might
well encourage repeated carelessness in respect to foreign patent
practice vis-a-vis 35 USC 184 et seq. Congress should be well
aware of the full ramifications of this change.

While the other sections of this act do not have an immediate
impact on our company, I feel the same limitations should apply
to the other provisions and they should be prospective in nature.
Retroactive effect can be inequitable to those who have acted
within the law and have adopted a position in reliance upon it.
It could result in increased litigation and constitutional
questions could certainly be raised. Consequently, I urge the
subcommittee to amend Section 11 of S. 1535 as indicated above.

S. 1535
Page 2
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This submission represents a personal and corporate view
of the subject legislation. It is not intended in any way to
criticize the substantial efforts of those who have proposed or

supported this legislation.
12
/ -

bert C. Sullivan
Director
Patent Department

RCS/rj
cc: G. Mossinghoff
M. Kirk
T. Mooney
M2 Remingtorny,
S. 1535

Page 3
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LAW OFFIGES OF

MARTIN LOBEL LoBEL, NoviNs & LAMONT

ALAN S, NOVINS 1523 L STREET, N.W.
WILLIAM JOHN LAMONT

JIM GUY TUGKER WASHINGTON, D.G. 20005
JAMES F. FLUG
HENRY M. BANTA (202) 628-0066

LEE ELLEN HELFRICH
PAULA DINERSTEIN

April 24, 1984

T0: David Beier
FROM: James F. Flug C)qq'

RE: S.1535/H.R.4526

Enclosed is Al Engleberg's recent testimony on process patents, in

case you haven't seen it yet.
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: - Ly
“ THE ASSOCIATION OF THE BAR
OF THE CITY OF NEW YORK
42 WEST 44aTH STREET

- -
NEW YORK 10036 >\ Lé;
!
/

COMMITTEE ON PATENTS

/W

DAVID W. PLANT. CHAIR

——
JESSE J. JENNER. SECRETARY E;ngf
875 THIRD AVENUE
29THFLOOR
NEW YORK 10022
(212) 715-0600

March 7, 1984

Re: Titles III, IV, and V of the
National Productivity and
Innovation Act of 1983 (S. 1841)

Honorable Peter W. Rodino, Jr. -

Chairman A

Committee on the Judiciary v

United States House of
Representatives

2333 Rayburn House Office Building

Washington, D.C. 205125

JUD e s £o1s
ULICiARY Cotax TEs

Dear Representative Rodino:
Enclosed is a copy of a report adopted by the Committee

on Patents of the Association of the Bar of the City of New York
on Titles III, IV and V of the National Productivity and

Innovation Act of 1983 (S. 1841). Title een considered
by the Association's Committee on Trade Regulation _and is the
subject arate report sent to you on December 27, 1983.

For the reasons set forth in the report, while we
support Congress' attention to these issues, we respectfully
recommend your consideration of the comments and suggestions set
forth in our report. If you or any member of your staff would
like further explanation of our views, please-do fot hesitate to

contact me.
Resgfcti:iir, /

Ja 1 e . T ewch—

David W. Plant

DWP:rt
Enclosure
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REPORT ON
TITLES 1II, IV and V OF THE PROPOSED
NATIONAL PRODUCTIVITY AND INNOVATION ACT

by THE COMMITTEE ON PATENTS

Titles III, IV and V of S. 1841, 98-Cong., 1st
Session (1983) are part of the Reagan administration's
proposal to encourage technological development by (1) pro-
viding that agreements which convey rights to intellectual
property shall not be subject to a per se rule of illegality,
(2) eliminating treble damages for antitrust violations
based upon agreements which convey rights in intellectual
property, (3) abolishing patent misuse as a defense in
certain circumstances unless the conduct violates the
antitrust laws and (4) granting U.S. process patent owners
the right to exclude others from using or selling goods
produced by the patented process.*

This proposed legislation was analyzed by a
joint subcommittee §f members from the Association's
committee on Patents and the Committee on Trade Regula-
tion. The Committee on Patents and the Committee on
Trade Regulation separately considered the subcommittee's

recommendations set forth herein.

* - This report does not deal with Title II of the pro-
posed National Productivity and Innovation Act, which is
being considered by The Committee on Trade Regulation.
That Committee has issued a separate report which was
sent to Congress on December 27, 1983.
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For the reasons that follow, the Committee on
Patents recommends that a modified version of such a
bill be adopted. The Committee on Trade Regulation con-
curs in these recommendations, except as noted with
respect to Point 4. Our recommendations are as follows:

1. Modify proposed Title III to provideAthat

a rule of reason analysis be required with respect to all

intellectual property licensing agreements where the

conduct complained of is a patent licensing or enforcement

practice and not other conduct to which the intellectual

property license is merely incidental. The Committee

favored the rule of reason test for intellectual property
licensing agreements. Concern was expressed, however,

that the intellectual property license may meely bé
incidental to, or a cover for, anti-competitive agreements
between competitors, for example, horizontal price fixing,
which iq the Committee's view should continue to be subject
to a per se rule.

This proposed legislation should also make it
clear that the rule of reason analysis of tying arrangements
involving patented tying products should be based on an
evaluation of the actual market power rather than on a
presumption of sufficient market power. Patented products
are often in competition with products not covered by
the patent. Therefore, the patent may not provide the

requisite market power.
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2. Delete the provision in Title III of the

proposed Act that eliminates treble damage liability with

regpect to antitrust violations based upon agreements to

convey rights in intellectual property. The Committee

unanimously rejected the proposal to eliminate treble
damages, and a majority opposed a proposal which would
give Courts discretion to impose treble or lesser damages.
The Committee is not necessarily opposed to the principle
of elimination of treble damages, but a majority believes
that piecemeal elimination of treble damages from the
antitrust laws is not appropriate. It is the Committee's
unanimous recommendation that Congress consider directly
and in an integrated way the desirability of eliminating
or limiting treble damages under the antitrust laws as a
whole. *

3. Delete the provision of Title IV of the

proposed Act that abolishes misuse as a defense to patent

infringement unless the conduct violates the antitrust laws.

The Committee views the present misuse doctrine as an
effective check on what could be an abuse of the patent
power. As explained in detail in the Subcommittee's
analysis in the attached memorandum, many of the proposed
changes have little impact and are therefore, in view of
the Committee, unnecesséry. Other proposed changes could

have a significant impact, but the sponsors of this

* This is currently being considered by the Association's
Committee on Trade Regulatlon.
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proposed legislation have not yet demonstrated the desir-
ability of these changes.

The legislation is also somewhat vague -- it
is not clear whether certain misuse defenses would be
eliminated. Thus, for example, it is not cleér whether
or not this legislation would abolish the proscription
against post-expiration royalties in patent licenses

established by Brulotte v. Thys Co. 379 U.S. 27 (1964).

In the Committee's view, this would be an undesirable
result.

The Committee recommends that Congress investi-
gate and analyze the doctrine of misuse thoroughly and
thereafter propose legislation directed to the specific
aspects of the doctrine that Congress considers to be
undesirable.

4. Modify the provision of proposed Title V

to limit the remedy to circumstances where the patented

process is practiced outside the United States and the

resulting goods are imported. The Committee opposed

the current proposal which would empower process patent
owners to prevent others from using or selling goods
produced by the process, and endorsed a similar provision
(HR-4524) which would limit the remedy to circumstances
where the patented process is practiced outside the
United States and the resulting goods are imported. The
Committee endorsed this modified version of the proposed

legislation because it would give U.S. patent owners a
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remedy which is now available to patent owners in most
foreign countries. 4
The Committee on Trade Regulation opposed passage
of either proposal. That Committee noted that many foreign
countries which have similar provisions also have “"working"
requirements and compulsory licensing, which assure that
the patented process can be utilized in such countries.
In contrast, the U.S. has neither "working" requirements
nor compulsory licensing. Consequently, the proposed
changes would permit a U.S. process patent owner =-- even
a foreign entity -- to prevent importation into the U.S.
of goods made by the patented process; while also preventing
anyone in the U.S. from practicing the patented process.
In addition, since infringement of a process patent may
. not be established by examination of the product itself,
this provision might require a foreign manufacturer to
disclose its processes in order to rebut a claim or infer-
ence of infringement. Rather than disclose such proprietary
information, the foreign manufacturer may choose to .forego
importing into this country. The Trade Regulation Committee
also voiced concern that the House version (HR-4524),
which would limit the remedy to circumstances Qhere the
patented process is practiced abroad, might violate the
General Agreement on Tariffs and Trade.

5. Delete the provision in Title V which would

create a presumption of infringement if the patent owner

cannot directly prove infringement outside of this country,
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has exhausted available discovery techniques and has shown

a likelihood that the patented process was used. The

rebuttable presumption is objectionable because the buyer

of the product may not be in any better position to deter-
mine how the product was made than the patentee. 1In a
typical situation, the buyer may neither know nor care
about the methods actually used by its supplier to make
the product. Suppliers often maintain the process infor-
mation as a trade secret and are often reluctant to dis-
close the process details even to its customers for fear
that it would eventually lose its competitive edge.

Given this fairly typical set of facts, the Committee
believes that the burden of proving noninfringement of a
patent should not be on the innocent buyer of imported

goods.

CONCLUSION
wWhile the Committee believes it appropriate

for congress to act in this area, we respectfully submit
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that Congress.should consider acting in accord with the

suggestions set forth in this Report.

Respectfully submitted,

COMMITTEE ON PATENTS

David W. Plant, Chair

‘Herbert Blecker ,

william F. Eberle
Paul M. Enlow*x
John A. Fogarty, Jr.
Kenneth A. Genoni*
Theresa M. Gillis
Jules E. Goldberg
Martin E. Goldstein
Beverly B. Goodwin

Elizabeth Manning
Robert McKay
David J. Mugford
Gregor N. Neff
Pauline Newman
Lawrence F. Scinto
Jules H. Steinberg
John F. Sweeney
Mary-Ellen Timbers

Jules P. Kirsch

walt T. Zielenski
- Stanley H. Lieberstein

* Subcommittee Chair

falad Subcommittee member (also: Jesse J. Jenner, .secretary
of Committee on Patents; and Zachary Shimer and William F.
Sondericker of the Committee on Trade Regulation).
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SUMMARY OF STATEMENT OF ALFRED B. ENGELBERG RE S1535

FOR_HEARING OF APRIL 3, 1984

We are opposed to the proposed amendment to Section 271
of Title 35 which would extend patent infringement liability to
the practice of patented processes in foreign countries for the
following reasons:

1. The provisions of the Tariff Act (19 U.S.C. 1337)
provide adequate protection for U.S. manufacturers in those in-
stances where the infringement of a patented process causes in-
jury to a domestic industry.

2. A substantial number of U.S. patents are owned by
foreign applicants who do not practice the patented inventions in
this country. The proposed law would actually provide greater
protection to these patent owners than the laws in any other
industrial nation. Most other countries require that the patent
owner actually "work"” the patent in that country as a pre-condition
of injunctive relief. Otherwise, a patent may be subject to
compulsory licensing. These provisions are similar in spirit to
the provisions of the Tariff Act.

3. Process information ‘is normally retained as a
trade secret by its owner and is the lifeblood of many businesses.
A U.S. importer charged with infringement will normally have no
knowledge of the process used to make a product and no means of
gaining access to that knowledge. Foreign manufacturers may )
refuse to defend infringement cases, rather than risk disclosure
of trade secrets unless substantial amounts of business are in-
volved even though meritorious defenses exist. Thus, domestic
businesses (and jobs) could be needlessly put at risk.

4. The Patent Law deprives foreign inventors of the
right to prove prior invention or invalidity of a patented inven-
tion based upon prior use or sale in a foreign country. If
foreign acts can form the basis for a charge of infringement, it
must logically follow that foreign activities should be available
to prove invalidity or prior invention.
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STATEMENT OF

ALFRED B. ENGELBERG

8

PATENT COUNSEL

GENERIC PHARMACEUTICAL INDUSTRY ASSOCIATION

BEFORE THE

SENATE COMMITTEE ON JUDICIARY

SUBCOMMITTEE ON PATENTS, TRADEMARKS AND COPYRIGHTS

UNITED STATES SENATE

APRIL 3, 1984
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My name is Alfred Engelberg, and 1 am Patent Counsel to
the Generic Pharmaceutical Industry Association and a partner in
the firm of Amster, Rothstein & Engelberg of New York City. I
have been engaged in the practice of patent law for over twenty
years and during that time period, have been a Patent Examiner in
the United States Patent and Trademark Office, a patent attorney
for a large multi-national corporation, a patent trial attorney
for the United States Department of Justice, and a private
practitioner.

As you know, there is already an existing law which
protects domestic manufacturers from foreign imports made by
infringing processes abroad. Under 19 U.S.C. 1337(a), the ITC
can exclude imported products which infringe a patent, but only
if "the effect or tendency...is to destroy or substantially in-
jure an industry efficiently and economically operated, in the
United States, or to prevent the establishment of such an in-
dustry, or to restrain or monopolize trade and commerce in the
United States...".

In my opinion, the Tariff Act provisions strike the
appropriate balance by protecting patent owners from foreign
infringement only if they are actually engaged.in the domestic
exploitation of a process patent. 1If, in fact, the primary pur-
pose of the legislation is to protect domestic jobs and industries,
then there is no reason for a broader-based process patent in-
fringement bill, It must be borne in mind that a substantial
percentage.of all U.S. patents are now granted to foreign appli-

cants. Certainly, peimitting foreign (or multi-national) patent

45-025 0 - 85 - 45
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owners to enforce U.S. process patents in order to protect

foreign manufacturing activities will not create domestic jobs
unless those process patents are actually being exploited in the
United States. Indeed, it would be somewhat anomalous for Congress
to give foreign patent owners greater protection at a time when

it is considering "domestic content" legislation which would

limit foreign imports by requiring products such as automobiles

to be made from parts manufactured in the U.S.

Many of the proponents of this legislation have argued
that U.S. Patent Law is out of step with the rest of the world in
refusing to enforce process patents more broadly. This, in fact,
is not the case. The patent laws of most countries, such as
England, Germany, Holland, Japan and the rest of the industrialized
world, require that a patent be "worked®” by actual use of the
patented invention in that country. Compulsory licensing may be
ordered if a patent is not "worked.®” 1Indeed, in England, for
example, compulsory licensing may be ordered even in those in-
stances where the patent is being "worked® but production is
insufficient to make products available at reasonable prices.
There are also other public interest situations where compulsory
licensing may be invoked--patents covering drugs is one such
areal 1In the final analysis, these economic-overrides on the
operation of the patent system are comparable to the fundamental
purpose underlying the Tariff Act. It is for that.reason_that
Congress hss consistently rejected earlier attempts to enact this

type of legislation.*

*A formal memorandum prepared by GPIA which deals with the Tariff
Act, as well as previous attempts to enact  similar process patent
infringement legislation is annexed to this statement as an Appendix.
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The pending ITC proceeding involving the prescription
drug known as indomethacin demonstrates why the Tariff Act pro-
vides adequate protection. For 17 years, Merck owned a product
patent covering this anti-arthritic drug and properly reaped
hundreds of millions of dollars in monopoly profits. The product
patent has now expired and generic drug companies are preparing
to import indomethacin. Merck has now purchased a U.S. process
patent issued to a Japanese chemical company and is seeking to
prevent importation of indomethacin based on that newly acquired
patent. 1In the ITC, the case can be defended on the ground that
there is no injury to Merck and a substantial benefit to the
_ public.- No such defense is available under the proposed legis-
lation. Given the substantial monopoly which Merck has already
enjoyed, there is no reason to eliminate the defenses which are
provided in an ITC proceeding.

It has also been argued that proceedings before the
Tariff Commission are cumbersome. There is, in fact, no real
evidence to support that assertion. To the contrary, the use of
ITC proceedings to enforce patents against foreign infringers is
very much in vogue. This is due to the vlgorouslf enforced
statutory time limits which assure patent owners of a speedy
result. The real reason why Merck and others seek the present
legislation is to avoid the legitimate economic defenses which
can be asserted in ITC proceedings. '

Wholly apart from the fotegolng; in the typical buy/sell
situation, the buyer may neither know nor care about the process

actually usec by its supplier to produce the product being sold.
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Indeed, suppliers ordinarily maintain process information as a
trade secret since manufacturing methods are the lifeblood of
many businesses. Many suppliers are very reluctant to disclose
any process details to their customers for fear that they will
eventually lose their competitive edge (and their customers) as a
result of such disclosure. Given these fairly typical facts, it
makes no sense to put the burden of proving non-infringement of a
patent on the innocent importer of products. 7Yet, by charging
the importer with infringement of a process patent, the burden of
proving non-infringement may fall on the importer. 1Indeed, the
Commissioner of Patents supports a proposai before the House of
Representatives (H.R. 3577) which would formally shift the burden
of proof to the importer. That proposal is based on the er-
roneous belief that the importer's leverage as a customer of the
accused infringer can be used to force the accused infringer to
disclose the details of the accused process. In practice, it is
noé likely to work in that manner. Rather, the accused infringer's
decision to defend patent infringement litigation may well be
based on other factors such as the amount of business involved;
the value of the trade secrets involved; the identity of the .
patentee; and the nature of the worldwide competition between' the
patentee and the accused infringer.’ In;ocept buyers may well
lose access to valuable sources of supply, even though there is
no actual infringement, simply because a fpreign manufacturer
1egitimate1f~refuses to make a disclosure of trade secrets to a

competitor.
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Those who would argue that any disclosure problems can
be solved by the use of protective orders in litigation are simply
not being realistic. Protective orders are largely distrusted by
the business community, and no ‘one believes that they completely
prevent the flow of valuable information to clients who are
directly involved in a litigation. Important bits of confidential
information can ®"slip out® all too often despite the good faith
efforts of counsel. Clearly, the best protective order is non-
disclosure.

The expansion of the definition of process patent in-
fringement is also clearly inequitable given other provisions of
the patent law relating to activities in foreign countries. For
example, under 35 U.S.C.ASIO4, a foreign applicant may pot rely
on any activities in a foreign country for the purpose of
establishing priority of invention. Similarly, under 35 U.S.C.
§102(a) and (b), the prior use or sale of an invention in a
foreign country cannot be relied upon as prior art for the pur-
pose of establishing patent invalidity. These statutory pro-
visiéns have their roots in the long held belief that the
development and verification of evidence relating to foreign .
activities is too difficult and such evidence is inherently un-
reliable. Logic would appear to dictate that precisely the same
evidentiary barriers exist with respect. to proving infringement.
In any event, if the expanded process infringement legislation is
ehacted without changing other parts of the patent law, it would

be possible to find a foreign manufacturer guilty of infringement
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even though that manufacturer was the first inventor of the
patented subject matter, or had Been engaged in the actual use of
the patented subject,ﬁatter for many years prior to the issuance
of the U.8. patent. The inequity in such a result is self-
evident. Moreover, that inconsistency demonstrates the difficulty
in attempting to make important substantive modifications to the
patent law on a piecemeal basis or on the basis of alleged parity
with the patent laws of other countries. In that regard, it
should be noted that many of the countries which enforce process
patents ;here production occurs in a foreign country also permit
reliance on prior public use or sale in a foreign country to
establish patent invalidity.

In summary, our present law already provides for the
enforcement of process patents against importeé products and
strikes an appropriate balance between the enforcement of patent
rights and the protection of domestic industries. Unless and
until a body of economic information is developed which would
establish that a braoder enforcement of U.S.. patent rights would
be beneficial to U.S. industries and U.S. jobs, there is no

reason to go any further. - .
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% American Chemical Society
OFFICE OF THE 1155 SIXTEENTH STREET, N.W.
PRESIDENT WASHINGTON, 0.C. 200368
‘Warmen D. Nisderhauser Phone (202) 872-4600
Presxont-Elect, 1963
Presden, 1084
trenediate Past President, 1585 June 5’ 1984

The Honorable Robert W. Kastenmeier

Chairman Subcommittee on Courts, Civil
Liberties, and the Administration of Justicé

Comnittee on the Judiciary

U.S. House of Representatives

Washington, D.C. 20515

" Dear Congressman Kastenmeier:

The American Chemical Society favors efforts to improve the U.S. patent
laws by appropriate and prudent amendments. In H.R.2610, “Patent Law Amend-
ments of 1983," Sectfons 5-9 are proposals that eliminate or reduce obstacles
to the implementation of the Patent Cooperation Treaty. The ACS supports these
provisions since they enable the new patent system to be more useful for the
public good. However, Sections 2-4 of the bfll are of concern to the Society
and are discussed below.

Issuance of Patents Without Examination

Section 2 would amend Chapter 14 of 35 U.S.C. by adding a provision for the
issuance of patents without examination. The stated objectives of the section--
a cheaper, faster form of protection for inventors and the saving of time and
expense for the government--are desirable. The realities, however, may be
otherwise. The basic philosophy of the patent system contemplates the full
disclosure of advances in science to the public in return for a 1imited mono-
poly. Section 2 of H.R.2610 would establish a category of patents, indistin-
guishable from traditional patents except for their use as a purely defensive
measure, without the safeguards provided by fulfillment of the standards of
patentability required for other patents. There is a serious question as to
whether the proposed provision is consistent with Article 1, Section 8, Clause
8 of the Constitution.. This Clause empowers Congress "to promote the progress
of science and useful arts, by securing for limited times to authors and
inventors the exclusive right to their respective writings and discoveries.”

The most distinguishing characteristic of the patents proposed under
Section 2 is that they would not secure exclusive rights for anyone, because
they would require a waiver of the right of exclusivity as a condition for
obtaining the patent. Congress, therefore, would not be complying with a
necessary condition required by the enabling Clause, {.e., the securing of
exclusive rights for inventors.
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Apart from the Constitutional issue, there are other cogent reasons for
not supporting the adoption of this provision. If no more than defensive
protection is being sought, this could be achieved through the already exist-
ing defensive publication procedure. This procedure gives an inventor the
right to contest priority of inventions with a contemporaneous or subsequent
applicant. The present procedure, therefore, grants an inventor the same
degree of protection as would be afforded by the proposed legislation.

The new defensive patent would be available as prior art as of its filing
date, rather than as of the date of its publication. The principal effect of
this provision would not be felt by the holder of the unexamined patent, but
by other inventors. Since this type of patent would not be required to meet
the requisite standards of patentability, such as novelty, unobviousness and
utility, the ACS has serious reservations as to whether an application should
be accorded the status of prior art with respect to other pending applications,
particularly when it was, in fact, unavailable to the public between the time
of filing and publication.

The ability tq obtain a patent without complying with current patent-
ability requirements would tend to clutter the scientific literature. These
disclosures, in many instances, would not be able to meet either the test of
peer review required for publication in scientific journals or the test of
patentability required for a traditional patent. The likely result would be a
proliferation of patents that would increase rather than decrease, the operat-
ing costs of the Patent Office, and would add nothing of value to the inventor
that is not already available.

The ACS is not opposed to providing defensive protection to inventors at
minimal cost. However, the Society does believe that there are better means
for accomplishing the same result without distorting the patent system by the
issuance of non-examined patents.

Primary Examiners

Section 3 of the bil11 would amend Section 134 of 35 U.S.C. to read as
follows: "An applicant for a patent, any of whose claims has been twice
rejected, may appeal from the decision of the examiner to the Board of
Appeals, having once paid the fee for such appeal.*

Under the rules of practice presently in effect, a second (or any sub-
sequent) rejection of any claim by an examiner may be made final by the
examiner, in which case the only recourse for the applicant is to appeal to
the Board of Appeals. In addition, an applicant whose claim has been rejected
twice, even though the examiner has not characterized the rejection as final,
may appeal to the Board of Appeals. The American Chemical Society is con-
cerned that the proposed omission of the word “primary" which precedes the
word "examiner® in the current text of Section 134 might lead to a less care-
ful issuance of ‘a final rejection. A primary examiner may be expected to
bring a higher degree of expertise to bear on both the merit and subject
matter of the pending application than an examiner of less signatory authority.
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A final rejection puts a considerable burden on the applicant in terms of
either pursuing an appeal or drafting a new application. It is therefore of
paramount importance that a primary examiner sign such a rejection to indicate
that a full review of the application on its merits has been made. According-
1y, the ACS proposes to add the following sentence to Section 134: "A final
rejection shall be reviewed and signed by a primary examiner.®

Issue Fees

Section 4 of the bill, amending Section 151 of 35 U.S.C., would provide
the Commissioner with authority to set a period as short as one month after
the notice of allowance for the payment of an issue fee. Normally, the
Society would be sympathetic to efforts directed toward reducing the time to
issue patents. In this instance, however, the American Chemical Society
opposes such a change.

The current three month statutory period allows the inventor's patent
counsel adequate time to assess: (1) the coverage of allowed claims with the
inventor and management personnel; and, (2) the necessity of refiling or
filing divisional applications if important new technology is brought to the
attention of counsel or if technical errors are present that would possibly
affect the validity of the patent. Adequate time also is allowed under the
current three month statutory period for delays in completing the foregoing
evaluations in the face of vacation time, business travel, and other commit-
ments on the part of counsel, inventor(s), and management. Reduction of the
time period would subject both inventors and counsel to unnecessary pressure
without adequate countervailing advantage.

The preceding comments address the obvious problems that would be posed by
the enactment of H.R.2610. The Society hopes these comments, which have been
approved by the ACS Board of Directors, will assist the Subcommittee in its
deliberations on the bill.

Sincerely yours,

(i P Drcestirdiause

Warren D. Niederhauser
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% _ ‘American Chemical Society
OFFICE OF THE 1155 SIXTEENTH STREET, NW.
PRESIDENT WASHINGTON, D.C. 20036
Warren D. Niederhauser Phone (202) 872-4600
Prasident-Elect, 1983
President, 1564
Immediats Past President, 1985 Aprﬂ 20‘ 1984

The Honorable Robert W. Kastenmeier

Chairman

Subcommittee on Courts, Civil Liberties,
and the Administration of Justice

Committee on The Judiciary

U.S. House of Representatives

Washington, D.C. 20515

Dear Congressman Kastenmeier:

The American Chemical Society favors efforts to improve the U.S. patent
laws through appropriate and prudent amendments as proposed in the series of
bills you introduced recently (H.R.4524 - H.R,4529). These provisions would
enable the patent system to be more useful for the public good. The ACS
supports the principles contained in these bills. The following elaborates
upon the Society's position.

License for Foreign Filing (H.R.4524)

The purpose of the present Sections 184 and 185 of 35 U.S.C. is to prevent
the transmittal abroad of information that might possibly be detrimental to
national security. The Society believes that the proposed modification of the
statute to accommodate errors of judgment, as well as pure inadvertence, is
desirable where the subject matter is not under a secrecy order. The ACS
understands that information which has been designated by the government as a
security risk would not be affected by the proposed amendments.

H.R.4524 would eliminate the requirement that a license be obtained before
an applicant can file amendments to a patent application in a foreign country, -
vhen these amendments disclose only information that has already been dis- -
closed in the application. This amendment would clarify a present area of
uncertainty, and would eliminate a great deal of paperwork at the Patent and
Trademark Office.

Penalty (H.R.4524)

H.R.4524 would amend 35 U.S.C. 186 to limit the penalty imposed for viola-
tion of the secrecy provisions of 35 U.S.C. 18], The Society believes that
the imposition under 35 U.S.C. 186, as currently written, of a substantial
fine and possible imprisonment for inadvertent filing of a foreign patent
application without the proper foreign filing license is excessive. Thus, the
ACS supports the amendment proposed in this bi1l.
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Prior Art (H.R.4525)

The inventive process is evolutionary. The last step of that process--
between a certain level of technology (base technology) and an invention--may
turn out to be, on subjective analysis, an obvious step. If the base tech-
nology is known to the public, then Section 103 of 35 U.S.C. would apply and
no invention is deemed to have occured. However, if a research organization
has built the base technology and has not disclosed it to others, the ACS
believes that organization should not be precluded from obtaining a patent for
the invention. In proposing this modification, H.R.4525 would accomplish a
number of objectives: (1) promote the free exchange of ideas and concepts
within a research team; (2) encourage the publication of inventions through
the patent system, and (3) provide an incentive for investment in research and
development. The-ACS recommends the following amendment prepared by the
American Intellectual Property Law Association as preferable to the current
language in H.R.4525:

"That Section 103 of Title 35, United States Code, is amended by adding
at the end thereof the following:

In addition, subject matter developed by another, which
qualifies as prior art only under Section 102(f) or (g) of
this title, shall not negative patentability under this
section where the subject matter and the claimed invention
were comonly owned at the time the invention was made".

Process Patents (H.R.4526)

The American Chemical Society agrees with the proposed addition of subsec-
tions (e) and (f) to 35 U.S.C. 271. These amendments are a proper extension
of existing law, and would provide better protection of process patents. A
manufacturer can no longer circumvent a patent by having component parts of a
product assembled outside the United States.

Joint Inventorship (H.R.4527)

The proposed modification of Section 116 of 35 U.S.C. is appropriate and
Just, for 1t recognizes that much research that results in an invention is
conducted on a team basis. Team members may each contribute to a significant
stage of the research, but seldom does each team member contribute to each
stage. The ACS supports this modification for it removes the inequity of
depriving an individual of the status of joint inventor when that person was a
significant contributor to an invention. )

Interference Practice (H.R.4528)

The ACS supports proposals which simplify the often involved patent inter-
ference process and which seek alternatives to determining prior inventorship
through the discovery and deposition process. The proposed wording changes
for Section 135(c) of 35 U.S.C. are in keeping with the intent to promote
agreement between parties to an interference. This modification will make it
less likely for involved parties to encounter difficulties arising from inno-
cent oversights or undue time constraints.



2618

Licensee Estoppel (H.R.4529)

The objective of H.R.4529 is to codify, generally, judicial holdings
against 1icensee estoppel and to include a license termination provision
related thereto. The principles established in this bill are supported by the
Society. However, the ACS does believe that clarification of the intent of
the proposed subsection (b) of 35 U.S.C. 295 is warranted. For example, as
presently drafted this subsection would make the following scenarfio possible.
A licensee challenges the validity of a licensed patent, and the license is
terminated in accordance with the provisions of subsection (b). The licensee
then continues production. If subsequently the patent s found to be valid,
the now terminated licensee probably will be found 1iable for infringement.
The intent of this subsection needs to be further clarified relative to: (1)
the mere existence of a license; (2) the good faith of the validity contest;
(3) the identity of the terminating party; and (4) the relationship of these-
factors tocthe damages and accelerated damage awards provisions of Section 284
of 35 U.S.C. :

The American Chemical Society reiterates its support of this series of
bills and hopes these comments, which have been approved by the ACS Board of
Directors, will assist the Subcommittee in its deliberations.

Sincerely yours,

Warren D. Niederhauser
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INTELLECTUAL 1000 M STREET, NW.

PROPERTY SUITE 1030N

OWNERS, INC. WASHINGTON, DC 20038
TELEPHONE [202) 485-2396
TELECOPIER 202-833-3838
TELEX 248959 NSPA UR

HWECEIVED
Do . Dot
Weaaringron, OC ngmm 1984

The Honorable Peter W. Rodino, Jr.
Chaiman, House Judiciary Comittee

froniebor-nedii U. S. House of Representatives

B Lo 8O 2137 Rayburm House Office Building

— Waghington, DC 20515

ot it B Dear Chaimman Rodino:

San Franciscn CA

Larry W. Evana

e Re: H. R. 6286, "Patent Housekeeping Bill"
Clwpinnd, OH

& Compasry 1 am writing on behalf of Intellectual Property Owners, Inc.
Wamingpon, 0€ in support of the subject legislation, which was reported
fimplrrimap-ssid last week by the House Judiciary Subcommittee on Courts,
Phiegennia, PA Civil Liberties, and the Administration of Justice.
Harry F. Mantach
Qo e Commry We believe the changes in the United States patent law made
by this bill will strengthen incentives to create and
A'Z;‘c.w:-" camercialize new technology. We also support an amenduent
MO,

to the effective date provision of the bill which we
Cumertl Mote understand may be proposed by Subcamnittee Chaimman
Carpoaion Kastemmeier and Ranking Minority Member Moorhead.

Petatarch, PA

e Supporters of the key elements of this legislation in the

ul—i-; intelleccual propercy field--in addition to Intellectual

Crom Property Owners, Inc.--include the American Intellectual

frysiimonsd Property Law Association, the Ad Hoc Committee to Improve the

Phitedecaria. PA Patent Laws, the Patent, Trademark and Copyright Law Section

W €. Bctwryter, 3. of the American Bar Association, and mumerous state and local

vesspingion, 0C patent law associations. The bill also is supported by the

e vamres C gy National Association of Manufacturers, the U. S. Chamber of

Weapon, CT Camerce, and several other trade assoclations. The Senate

Facherd C. watermen may pass a similar measure, S. 1535, within a few days.

R-Dﬂmalm

P We understand action may be taken on H. R. 6286 next week.
Gamtse Capany We urge you to help secure the enacament of thls important

e measure

DECUTIVE DIRECTOR

Horben C. veamley Sincerely,

‘Washingten, OC

Donald W, Barmer
W WEE NP CHATRRRAN Presida‘c

lennc Fimctumans

Fote Cousch, VA
DWB/111

A NONPROFIT ASSOCIATION REPRESENTING PATENT, TRADEMARK AND COPYRIGHT OWNERS
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PATENT, TRADEMARK axo COPYRIGHT LAW SECTION

THE BAR ASSOCIATION
of e DISTRICT of COLUMBIA

1819 H STREET, N.W,, SUITE 300
WASHINGTON, D.C. 20006
202) 223-1420

MICHAEL
224 Exst Capital Sureet
Washingion, D.C.
(202) 547-131
Chalman-tlect
ALFRED N,

202) 639-9076

Secretary
HOWARD A. MACCORD, {R.

1819 H Street, NW.,
Wi

‘ashington, D.C.
202) 659-2811

Washington, D.C. 20006
202) 7851252

COUNCIL

CYNTHIA C. DALE
JOSEPH M. POTENZA
SAMUEL C. MILLER
STEPHEN L. PETERSON
PETER W. GOWDEY
ARCHIE W. UMPLETT

Section Representative on
Board of Directors of the
Bar Association

JAMES N.
02} 659-2811

May 21, 1984

Micheel Remington, Esq.
House Judiciary Subcommittee

on Courts, Civil Liberties,

and the Adminstration of Justice
U. S. House of Representatives
Washington, D.C. 2051§

Dear Mr. Remington:

I am pleased to enclose a statement on behalf
of the Patent, Trademark and Copyright Law Section
of the Bar Association of the District of Columbia
on H.R. 2610. I would be most appreciative if you
would inelude this statement in the record.

Sincerely yours,

ekl Ona
/N 7

. Michael Clear
Chairman

Enclosure
JMC/eve
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Statement on Behalf of the Patent, Trademark
and Copyright Law Section of the
Bar Association of the District of Columbia
’ On H.R.2610

The Patent, Trademark and Copyright Law Section of the
Bar Association of the District of Columbia is a non-profit
membership organization of over 250 attorneys interested in all
aspects of intellectual property law, including patents and related
anti-trust and ynfair competition concepts. Section membership is
not restricted to any segment of the profession, and its members and
their clients thus represent widely divergent interests and views.
Section members, who include attorneys in private practice as well
as those employed by corporations and those in government, regularly
represent patentees and accused infringers and are thus concerned
both with enforcement of patents and with challenges to patents.
This Statement is made on behalf of the Patent, Trademark and
Copyright Law Section. .

The Patent, Trademark and Copyright Law Section
appreciates having the opportunity to present its views on
H.R.2610. We applaud the Administration's interest in and effort
toward improving the patent law of the United States. The patent
law is a vital part of the stimulus to economic growth of the
country. Many of the provisions of H.R.2610 are directed to
improving this important law. However, we believe that Section 4 of
H.R.2610 is inappropriate because it would not improve the nation's
patent system but instead would possibly weaken it. Also, we
believe that in its present form Section 2 of H.R.2610 has great
potential for weakening the patent system. By a minor amendment,
Section 2 can be made to have its desired effect and can strengthen
the patent system.
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1. Payment of The Patent Issue Fee Within One Month

Section 4 of H.R.2610 proposes to amend Section 151 of
Title 35 to make a minor housekeeping change and also to authorize
the Commissioner of Patents and Trademarks to require payment of the
issue fee for an allowed patent application within one month of
allowance. We expect that if given this authority, the Commissioner
would likely make such a requirement standard. We believe that,
given the realities of the practice of patent law, one month is
wholly insufficient for this function.

The decision to pay the issue fee, and so to have the
patent issue, is not simply ministerial once the patent application
is allowed. Substantive decisions must be made by the attorney and
the applicant. The scope of protection of the allowed claims of the
patent application must be carefully compared with the commercial
form of the invention, which may have changed since the patent
application was filed, to determine whether that protection is
adequate. If the allowed claims do not cover the commercial form of
the invention and viable variations of it, a review must be made to

determine whether broader protection might be available in view of
the prior art which was uncovered during the prosecution of the
patent application. A decision that better protection may be
available could result in a decision not to pay the issue fee, but
instead to file a continuing application in order to seek that
broader protection. Such broader protection is clearly appropriate
and helps stimulate innovation. Alternatively, the review may show
that further improvements have been made which call for the filing
of another application even if the allowed application is permitted
" to issue. However, that new application must be prepared and filed
before the allowed application is issued as a patent in order to be
pending at the same time and so obtain the benefit of the allowed
application's filing date as to common subject matter. On the other
hand, in certain circumstances a decision that better protection is
not available could result in a decision not to pay the issue fee,
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but instead to permit the allowed application to become abandoned
and to protect the invention as a trade secret. Again, the
protebtion thus obtained helps stimulate innovation.

Review of the. application and the technology may show
that an amendment is required to the application even though it has
been allowed. This is particularly likely for the applications
allowed on the first action by the Examiner. Many applications from
foreign applicants require such amendments due to not being in
idiomatic English or not being in altogether correct form under
United States patent practice.

In numerous situations, for example a large corporation
having decentralized research and development activities and a
centralized patent staff, such review and decision making cannot be
completed in one month. As another example, an applicant may deal
directly with an attorney in general practice who forwards
correspondence from the patent attorney to the applicant and
instructions from the applicant to the patent attorney, perhaps
adding his own comments and suggestions. Similarly, foreign patent
applicants are often represented by a United States patent attorney
who corresponds with the applicant through a patent agent or
attorney in the applicant's home country. Such corresponding
attorneys add at least one layer to the correspondence that is
required, again making it impossible to complete the necessary
review and make the required decision in only one month. The
attorney to whom the Notice of Allowance is sent by the Patent and
Trademark Office, initiating the proposed one-month period, may be
out of his office on business for several days, delaying the
forwarding of the Notice to those who must participate in the
review. Postal delays within the United States, as well as between
the Unitéd States and some foreign countries, make obtaining even a
ministerial decision difficult. During holiday periods mail may be
particularly slow. Furthermore, during holiday or vacation times
such as late December and mid-summer, people who must participate in
the review and decision making may not be available for extended
periods.

45-025 O - 85 - 46
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Certain other activities often must take place during
the period provided for payment of the issue fee. These include
having made any drawing corrections which may have been approved
during the examination of the application, obtaining and recording
any assignment of the application to assure issuance of the patent
to the assignee and obtaining and filing a small entity
declaration. Obtaining approval for and completing these acts can
be time consuming, requiring more than one month.

A practical effect which a one month period would bring
about would be to make the attorney representing the small,
moderately financed applicant into a banker on behalf of such
applicant, at the attorney's risk and, all too often, loss. Small
applicants, with limited funds, must be particularly concerned about
whether the patent proctection to be obtained by payment of the
issue fee is economically justified. Some applicants may be asked
to submit the money for such fee, or any other fee, in advance of
the fee being paid by the attorney. If the fee must be paid within
one month, the attorney is going to be faced with the decision of
whether to pay the fee or whether to permit the allowed application
to be abandoned before the attorney can receive authorization from
the small applicant or payment from the applicant. The attorney may
conclude that ethically the attorney must pay the fee in the absence
of contrary instructions from the applicant. If the applicant then
decides that he or she does not want to expend his or her limited
funds on the issue fee, or if the applicant does not reimburse the
attorney, the attorney will bear the loss, which when multiplied by

~the number of applicants represented By an attorney, can clearly be
significant.
The Commissioner of Patents and Trademarks has committed the
Patent and Trademark Office-to reducing the average time between
filing of a patent application and_issuance of a patent to eighteen
months. We commend this goal. However, its achievement must not be
accomplished, even in part, by gaining a critical two months in
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this manner. Requiring payment of the issue fee within one month
might bring the Patent and Trademark Office two months closer to its
goal of eighteen month average pendency time by 1987, but it would
significantly weaken the patent system.

For all the above reasons, we urge that the Commissioner
not be given authority to require payment of the issue fee within
less than the statutorily stated three months. To this end, we urge
that Section 4 of H.R.2610 be amended by changing the comma on page
2, line 25 to a period and by deleting the remainder of that line
25, all of Vine 1 of page 3, and everything through the period in
line 2 of page 3.

2. Defensive "Patents"

Section 2 of H.R. 2610 proposes to add to the patent
statute provisions under which, on request of an applicant, the
Patent and Trademark Office would be authorized to issue a patent
without examination as to the merits of the invention, provided the
applicant waives all rights to enforcement of the patent against

infringers. The original idea of such unenforceable patents is
understood to have ‘been with reference to inventions owned by the
United States Government, since the Government seldom seeks to
enforce its patents. The idea has since been expanded to permit any
applicant to obtain such a patent.” Such expansion to cover all
applicants is appropriate since any applicant may have a reason for
dgesiring a patent as available under present law, even though the
applicant has no interest in preventing infringement of the patent
or otherwise keeping third parties from practicing the invention.
Such patents are often sought for defensive purposes--to assure that
some latér inventor of the same invention does not obtain a patent
which would prevent the first inventor from practicing the
invention. In this respect, the first inventor uses the patent as a
publication to prevent the later inventor from obtaining a patent.
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Such use of present day patents is often referred to as a defensive.
use. Thus, the proposal for unenforceable patents has come to be
known as a proposal for "defensive patents.”

Section 2 of H.R. 2610 seeks to implement this
proposal. We feel that the proposal for issuance of a defensive
document is good and should be enacted. However, as presently
worded, H.R.2610 refers to these documents as “patents” and it is
possible that the Patent and Trademark Office will designate them as
“Defensive Patents" should Section 2 of H.R.2610 be enacted in its
present wording.

We are concermed that designating these documents as
‘patents“ weakens the United States patent system. Such defensive
patehts would not be based on Article I, Section 8 of the .
Constitution, since they would not secure to their inventors the
exclusive right to their respective discoveries or inventions, even
for a iimited time.- If a class of patents that are. not examined as
to the merits of the invention is created, all patents are likely to
be less respected. Courts before which enforceable patents, issued
from thoroughly examined applications, are brought for enforcement
may become confused as to the weight to be given to the issuance of
the patent .by the Patent and Trademark Office. Foreign governments
and their patent offices are likely to fail to distinguish betweén
enforceable patents and defensive patentg and so will lose respect
for the entire United States patent system., Furthermore, we believe
that a serious question exists as to whether such a document would
meet the definition of a “patent® which has been proposed for

_incorporation into The International Union for the Protection of

Industrial Property (popularly known as the Paris Convention) and -
that labéling these documents as any type of patent would create
questions and confusion with regard to the right of priority given
patent applications under The Paris Convention.

In sum, we fear that labeling these worthwhile documents
as any type of “patent® will have a negative effect on the United
States patent system.



2627

This potential problem can be avoided by substituting
another designation for "patent," and for this purpose we suggest
“certificate."”

To achieve this, we suggest that Section 2 of H.R.2610
be amended as follows:

a) Page 1, line 8; page 2, line 15; and page 2,

between lines 17 and 18,
change "patents® to "certificates®.
b) Page 1, line 10 and page 2, lines 10, and 14,
~ change “"patent" to “certificate”.
c) Page 2, line 5,
change “"patent and any reissue thereof, arising"
to "invention which otherwise might arise".

Summary
In summary, we believe most of the objectives of

H.R.2610 are commendable. However, we urge that the Commissioner-
not be given the authority to require payment of the issue fee
within one month. We further urge that applications issued without
examination as to the merits of the invention be designated
'pub]icationé“ or “defensive publications* and not any form of
patent.

Thank you for the opportunity to present our views. .
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American Bar Association

.

BT AR, January 25, 1984

The Honorable Robert W. Kastenmeier
United States House of Representatives
Washington, D.C. 20515

Re: H.R. 4524 Kastenmeier
Dear Chairman Kastenmeier:

I am writing in my capacity as Chairman of the
American Bar Association Section of Patent, Trademark
and Copyright Law, in support of H.R. 4524 which would
alleviate some of the unnecessarily harsh effects of the
requirement for obtaining a license before filing a
patent application abroad. These views are being
presented only on behalf of the Section of Patent,
Trademark and Copyright Law and have not been approved
by the House of Delegates or the Board of Governors of
the American Bar Association, and should not be
construed as representing the position of the ABA,

At the 1983 Annual Meeting in Atlanta the
Patent, Trademark and Copyright Section adopted the
following two resolutions:

RESOLVED, that the Section of Patent,
Trademark and Copyright Law favors in
principle a broadening of the remedjal
provisions for retroactive grant of
license for foreign filing under 35
U.s.C. §184, and

Specifically, the Section favors
legislation amending 35 U.S.C. §184 to
provide that the license may be granted
retroactively where an application has
been filed abroad through error without
any deceptive intent and the application
does not disclose an invention within the
scope of Section 181 of this title.

SECTION OF PATENT, TRADEMARK AND COPYRIGHT LAW 1983-1984
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RESOLVED, that the Section of Patent, Trademark and
Copyright Law favors in principle an amendment to 35
U.S.C, §184 clarifying the circumstances in which an
applicant for patent shall be relieved of the obligation
to seek a license with respect to any modifications,
amendments, or supplements to an earlier filed
application, and

Specifically, the Section favors legislation amending 35
U.S5.C, §184 to add the following further, and final
sentence:

“In the case of an application for which a license has
been obtained, or which has been filed in the United
States for more than six months, a license shall not be
required for any modifications, amendments, or
supplements to said application, provided that such
modifications, amendments, or supplements only
illustrate, exemplify or explain such matter previously
disclosed, specifically or generically, in said
application.”

These resolutions are thus in support of the provisions of
H.R. 4524, and for the record I would like to state the reasons why we
believe such legislation is needed.

Under 35 U.S.C. 184, as it now stands, a foreign patent
application may not be filed on an invention made in the United States
until six months after the U.S. application has been filed on the
invention, unless an express license has been obtained from the
Commissioner of Patents and Trademarks authorizing earlier foreign
filing. The penalty for filing a foreign patent application within the
six month period without a license from the Commissioner is harsh. The
right to obtain the United States patent is lost, and if the United
States patent has issued, it becomes invalid. There is also a criminal
sanction although it is rarely, if ever applied, except possibly for
violations involving national security.

The Patent Code does contain amelioration in that the
Commissioner may grant the foreign filing license retroactively where
an application has been inadvertently filed abroad and the application
does not disclose an invention involving national security. However,
as the case law has developed, the statutory requirement of
inadvertence has prevented the Commissioner from granting relief for
certain unintentional violations which have no effect on national
security. Also, the license requirement may necessitate a new license
be obtained if ghanges need to be made in foreign applications after
they are filed.
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H.R. 4524 would overcome the difficulties and unfair results
of the present law, amending the Patent Code in respect to licenses for
foreign filing.

The change in the standard for the grant of a retroactive
license to be effected by Sec. 1 paragraph (1) of the Bill from one of
inadvertence to one of error with no deceptive intent is significant.
It is supported by our first Resolution and it would, for example,
relieve the harshness to an applicant or patentee in situations such as
that presented in In _re Gaertner, 604 F.2d 1348, 202 U.S.P.Q. 714
(C.C.P.A. 1979). 1In that case, an applicant's continuation-in-part
patent application was rejected because foreign counterparts of the
continuation-in-part patent had been filed without a license within six
months of its U.S. filing. However, the U.S. patent or original
application had been on file by that time for more than six months.

The continuation-in-part patent application differed from the parent
application only by adding an example showing the use of a known
starting material to produce compounds, which material was not
disclosed in the original application, but was well within the generic
claim already present in the parent case. Gaertner's counsel, as
discussed in fn. 6 of the reported decision, had considered whether a
license was necessary and had come to the good faith conclusion that it
was not.. Applying a strict construction to the license-to-file
statute, the C.C.P.A, affirmed the rejection of all claims in the
application.

The present language, which permits retroactive grant of the
license where an application has been "inadvertently" filed abroad
without grant of a license, does not provide relief for an applicant,
such as Gaertner, who had considered whether a license was necessary
and intentionally but mistakenly decided that it was not. Changing the
requirement from inadvertence to "error without deceptive intention*
would broaden the availability of a retroactive license, applying the
C.C.P.A, constructions of that term as found in its reissue cases.
Such cases extend to an intentional act which is erroneous but not
motivated by deception, In re Wadlinger, et al.,, 496 F.2d 1200, 181
U.S.P.Q. 826 (C.C.P.A. 1974).

Thus, the changed standard provided by paragraph (1) of
Section 1 of H.R. 4524, which is also applied to issued patents under
Section 2 of the Bill, is a most desirable modification of the Patent
Law.

The amendment provided by paragraph (2) of Section 1, which
is supported by our second Resolution would relieve the overly strict
requirement of 35 U.S.C. 184 that a Commissioner's license must be
obtained for any modification or supplements to the foreign
applications. The proposed amendment provides some latitude to allow
for - changes which only illustrate or exemplify the matter previously
disclosed, specifically or generically, in the earlier application,
thereby to avoid the harshness of the result obtained in Gaertner.
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Such changes while providing more detail and being helpful to the U.S.
applicant in his quest for foreign patent coverage are by their nature
not of concern to national security, and there is no reason to continue
any requirement for a Commissioner's license to be obtained before they
can be made. The amendment to the statute would eliminate senseless
paper work for both the applicant and the Patent and Trademark Office,
and will remove an unjustified risk from the shoulders of United States
applicants who also file abroad.

In my view, Sec. 3 of the Bill is also very desirable in its
proposal to remove the present criminal sanctions unless national
security is involved.

In summary, it is believed that legislation is particularly
appropriate at this time of expanding worldwide markets to enable
United States inventors to solicit foreign patent coverage effectively
without risking a bar to their U.S. patent rights for conduct which
does not involve national security. FPFailure to procure a license
because of error without deceptive intent, and minor changes to a
foreign application should no longer be allowed to be the cause for an
applicant to lose his United States patent rights.

FPor the above reasons, our Section strongly supports
H.R, 4524, We would also appreciate the opportunity to testify should
a hearing or hearings be held on any bill relating to the resolution.

Sincerely yours,

’
[l

s -/

/

bl Ly pren—
JAohn C. Dorfman

JCD: jme

cc: Rudolph J. Anderson, Jr.
Julius Jancin, Jr.
Ronald B. Coolley
William B, Schuyler, Jr.
W. Thomas Hofstetter
Thomas P. Smegal, Jr.
Harry FP. Manbeck, Jr.
Donald R. Dunner
Michele A. Kukowski
William H. Neukom
ABA Office of Policy Administration
ABA Director of the Governmental Relations Office
Michael W. Blommer
B. R. Pravel
Honorable David Ladd
Denise A. Cardman
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This resolution is in direct support of the provision of H.R.
4526 pertaining to the scope of protection afforded to United States
process patents. Specifically, it is an endorsement of the first
paragraph of Section 1, which would amend §271 of Title 35 of the
United States Code to include in it the following new provision:

(e) Whoever without authority imports into or sells or
uses within the United States a product made in another
country by a process patented in the United States shall
be liable as an infringer, if the product is made during
the term of such process patent.

We feel strongly that legislation is needed to provide the
owners of process patents with adequate remedies so that foreign
manufacturers cannot use the patented processes to make products
without liability for sale in the United States.

Many of today's significant inventions involve new processes
used to make existing--and, therefore, unpatentable--products. These
new processes may be extremely valuable, as, for example, can be seen
from the litigation, United States v. Studiengesellschaft Kohle, Gmbh,
670 F2d 1122 (D.C, Cir. 1981), arising out of a new process for making
aluminum tri-alkyls. The relevant process, known as the Ziegler
process, revolutionized the tri-alkyl industry even though the end
product was the same as before.

A manufacturer in the United States seeking to use a new
patented process, such as the Ziegler process, must, of course, reach
an accommodation with the patent owner by licensing or otherwise. But
a foreign manufacturer using the new process to make products for sale
in the United States has no liabilty under the United States process
patent. The foreign manufacturer can produce abroad with no liability,
and import and sell here without liability; the United States patent
simply does not reach those activities.

This unfortunate circumstance occurs because process patent
protection under current United States law does not extend to the
product of the patented process., As a result, an unpatented product
made offshore by a patented process can be sold here without
constituting an infringement. In contrast, the domestic patent law of
other major countries would prevent similar importation into those
countries by a United States manufacturer. For example, the European
Patent Convention states: *If the subject matter of the European
patent is a process, the protection conferred by the patent shall
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extend to the products directly obtained by such process."™ Convention
on the Grant of European Patents, Art. 64(2). If the product produced
by the patented process is itself novel, the defendant is burdened in
many of these countries with proving that his product was not produced
by that process.

In certain circumstances the importation of products produced
offshore by a U.S. patented process may be actionable in this country
before the U.S. International Trade Commission as an unfair method of
competition. The ITC proceedings under 19 U.S.C. 1337(a) provide for
an exclusion order to be issued against the products made abroad by a
process covered by a United States process patent, but these
proceedings are not a completely satisfactory remedy for the process
patentee for a number of reasons.

First of all, the patentee must prove that there is an
efficient and economically operated industry in the United States
operating under the patent. This is difficult at best, particularly
- for individual and small business patentees, and also, it may require
the disclosure of financial information which the United States patent
owner wishes to preserve on a confidential basis. The latter reason is
one why some companies refuse, or are reluctant, to use the ITC
proceedings.

A second reason why the ITC proceedings are unsatisfactory is
that they do not provide for the recovery of damages suffered by the
patentee. The foreign user of the patented process can send
significant amounts of goods into the country before being subjected to
an exclusion order. It can thus take a large part or, conceivably even
all, of the market for an extended period without ever having to
respond in damages.

The ITC proceedings are further nonsatisfactory to some
companies because of the active participation in them by the sttaff of
ITC. Instead of the patentee being able to handle the case in the way
it chooses in its own best interests, it may find the time schedules,
proofs and even settlement discussions subject to monitoring and
perhaps interference from the ITC staff.

Still another undesirable aspect of the ITC proceedings is
- they result only in an exclusion order subject to Presidential
disapproval. The President, if he is unwilling to allow the exclusion
order perhaps for some policy or political reason, may disapprove the
order and the patentee gets no relief.
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Given these problems with the ITC proceedings and the lack of
any sanctions under the patent law, it is the position of the Patent,
Trademark and Copyright Section that remedial legislation is eminently
in order. 1In fact, it is believed that legislation is particularly
appropriate at this time of ever increasing worldwide competition so as
to close the loophole which allows foreign manufacturers to avoid the
effects of the United States process patents to which their American
competition are subject.

The need for appropriate legislation to amend the Patent Code
is recognized and supported by the present Administration. The
Honorable Gerald J. Mossinghoff, Commissioner of Patents and
Trademarks, in a speech before the Patent, Trademark and Copyright
Section at the ABA Annual Meeting on August 7, 1982, expressed the
support of the Patent and Trademark Office for an amendment of 35
U.S.C. 271 to close the gap in United States process patent protection,
and there are now at least three other bills pending in Congress that
would amend the scope of process patent protection according to a
specific proposal of Administration. These bills are H.R. 3577 -
Moorhead, S. 1841 ~ Thurmond, and H.R. 3878 - Moorhead. They would all
extend the scope of process patents to cover products made by the
patented process whether produced abroad or in the United States.

H.R, 3577 is directed solely to process patent coverage,
while the other two bills include it together with other subjects
believed by the Administration to be important for stimulating
innovation and productivity in the United States. 1In the analysis
accompanying the latter two bills it is noted that "because a process
patentee can prevent the use of his patented process by domestic
manufacturers directly, their primary effect will be on foreign
manufacturing.” The above resolution of the PTC Section is thus
consistent with the expressed intent of all of these bills. The
resolution also supports the first paragraph of Section 1 of S. 1535
Mathias which proposes to amend Section 271 of the Patent Code in a
manner substantially similar to the amendment proposed by H.R. 4526.
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Por the above reasons, our Section strongly supports H.R.
4526. We would also appreciate the opportunity to testify should a
hearing or hearings be held on any bill relating to the resolution.

$i7cere1y yours,

. : /
'méﬁ“‘tﬁ)ﬁﬁ'dh.-
John C., Dorfman

JCD:jmc :
. /

cc: Rudolph J. Anderson, Jr.

Julius Jancin, Jr.

Ronald B. Coolley

William E. Schuyler, Jr.

W. Thomas Hofstetter

Thomas F. Smegal, Jr.

Harry F. Manbeck, Jr.

Donald R. Dunner

Michele A. Kukowski

William H. Neukom

ABA Office of Policy Administration

ABA Director of the Governmental Relations Office

Michael W. Blommer

B. R. Pravel

Honorable David Ladd

Denise A, Cardman
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American Bar Association

May 1, 1984

The Honorable Robert Rastenmeier
Chairman, House Judiciary Subcommittee
on Courts, Civil Liberties and the

Administration of Justice
2137 Rayburn House Building
Waahington, D.C. 20515

Dear Representative Kastenmeier:

The Patent, Trademark and Copyright Law
Section of the American Bar RAssociation has always had
an interest in laws that addressed the question of fair
compensation of employed inventors. 1Its current
interest began back in 1975 with the introduction of
H.R. 5605, 94th Cong., lat Seas. (1975) by
Representative John Moass of California, and continues
with your bill H.R. 3285, introduced in the lst Session
of the 98th Congress.

The Section is not opposed to paying inventors
just and proper compensation for their inventions:;
however, it is opposed to legislation that requires
payment to inventors for inventions over and above what
is paid to them for their services. Thia position is
embodied in the following resolution approved by the
Section membership at its 1983 Annual Meeting.

®*Resolved, that the Section of Patent,
Trademark and Copyright Law, while fully
supporting the just and proper compensation
of inventors for their creative efforts,
opposes in principle and practice
legislation requiring employers to pay
compensation to employees, over and above
that normally paid to them for their
services, in return for rights in their
inventions under legally enforceable
obligations, and aspecifically, the Section
opposes the enactment of H.R. 6635
(Kastenmeier) 97th Congress, 2nd Sesaion,
1982."

SECTION OF PATENT, TRADEMARK AND COPYRIGHT LAW 1983-1984

1155 EAST 80TH ST, CHICAGO, ILLINOIS 80837 » TELEPHONE (312) 947-4000

(Tam E. Bohuyler, Jr.
oy

Jack C. Goldtain (1080)
PO. Box 4433
Houston, TX77210

B
m&‘ mmnw)
washingion. DC 20006

Karl F. Jorda }
prof eyt
Asduey, NY 10802

1 Frad Koenigsberg (1067)

1270 Ave. of the Americas
New NY 10020
Jotm K. Uiikema (1066)

B Franclaon EA D11t
MN OOVEANUAZ

Wiliam H. Neukoe
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It should be noted that these views, as well as the above
resolution are presented on behalf of the Section of Patent, Trademark
and Copyright Law only. They have not been approved by, or submitted
to, the ABA House of Delegates or the Board of Governors and,
accordingly, do not represent the position of the American Bar
Association.

The Section's objection to H.R. 3285 can be summarized as
follows:

(1) wWhile the Section recognizes that it is desirable to
compensate inventors appropriately, the Section is opposed in principle
to legislation that requires that inventors be paid compensation over
and above that normally paid to them for their services.

(2) There has been no demonstrated need for legislation such
as H.R. 3285. For example, there is no conclusive evidence that the
creativity of employed inventors has been thwarted by the lack of such
legislation.

(3) The proposed legislation only covers patentable
inventiona. Many inventions or techniques that are not patentable may
enhance the commercial success as much or more than a patentable
invention, yet regards for them is not being provided for by the
legislation. 1In its present form, the legislation would mandate
favored treatment for a special minority of employees.

(4) Special compensation for employed inventors could,
because of incentive to be secretive, impede the flow of information
between coworkers.

(5) Finally, the process of determining the relative
contribution of an inventor of different inventions to the success of a
commercial product would be a monumental job.

For the above reasons, the Section of Patent, Trademark and
Copyright Law etrongly urges that H.R. 3285 not be enacted and that
before any similar legislation is enacted careful study and thought be
given to what if any benefit it would bestow upon innovation in the
United States.

Thank you for your consideration of our Section's views in

this matter. If you have any questions, or if I can provide any
further information, please let me know.

JCD:jmc

cc: Sidney B. Williams, Jr., Esg.
Thomas F. Smegal, Jr., Bsq.
ABA/PTC Section Officers
Mrs. Michele A. Kukowsaki
William H. Neukom, Bsq.
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THE NEW YORK PATENT, TRADEMARK
AND COPYRIGHT LAW ASSOCIATION, INC.
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PRESIDENT-ELECT i
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sg\\\l" , April 27, 1984

Honorable Robert W. Kastenmeier
House of Representatives

United States Congress
Washington, D.C.

Dear Mr, Kastemmeier:

The New York Patent, Trademark and Copyriﬁht
Law Association (the "NYPTCLA" or "Association") has
considered those provisions of S. 1535, H.R. 3577
and H.R. 4526, which would amend Section 271 of
Title 35 United States Code to provide that selling
or using a product in the United States which was
made by a process covered by a U.S. patent would
constitute an infringement of that patent. The
NYPTCLA considers the concept underlying these bills
to be of great importance, not only to our patent
system, but to a multitude of domestic industries as
well. Accordingly, the Association would like an
opportunity to have a representative testify before
your subcommittee the next time hearings are held on

. this issue. In the event that this request to
testifg is not granted, the NYPTCLA would like to
take this opportunity to set forth its position and
to ask that this letter be made a matter of record.

The Association agrees in principle with this
proposed leiislation in the belief that it would
correct a situation where the patent system is not
ogerating as effectively as it might be to promote
the progress of science and the useful arts, or to
encourage full utilization of the capacities of
domestic industries and to further employment of
American workers. While contrary ar nts have
be;ndraised, the NYPTCLA does not believe they are
valid.

In the early days of our patent system, when
the United States was a more insular society, the
American market for manufactured goods was nearly
entirely supplied by domestic manufacturers. Many
factors unrelated to patents (e.g. shippingn
problems, under-development of forei, te ology,
etc.) effectively precluded competition from foreign
manufactured goods.

45-025 0 - 85 - 47
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Under these conditions our patent system served
quite well to encourage disclosures of new manufacturing
processes. A U.S. manufacturer who disclosed a new
process in a U.S. patent could use his patent to prevent
copying by competing U.S. manufacturers. Since there was
relatively little competition from foreign manufacturers,
most such manufacturers considered this to be adequate
protection. Not only did this system protect patentees,
it also induced competing U.S. manufacturers to develop
alternative processes. As a result, the patent system
effectively promoted the progress of science and the
useful arts.

More recently, the factors which had previously
kept foreign manufactured products out of the American
market have largely disappeared and domestic manufacturers
now face substantial competition from abroad. Our patent
system, however, was not designed to cope with this recent
emergence of foreign competition. Under the present
system, if a domestic manufacturer should disclose a new
manufacturing process in a U.S. patent, a foreign
manufacturer, after learning of the process and how to use
it from that document, may make use of it with inpunity in
his or her own country and sell the resulting products in
the United States in competition with the U.S. inventor.
As we all know, there are already sufficient inducements,
particularly low labor rates, which encourage
manufacturers, even U.S. companies, to have products
manufactured elsewhere. The present limited protection
enjoyed by the owner of a process patent is just one more
such inducement. Thus, there has developed a tendency for
U.S. inventors to keep their new manufacturing processes
secret; and consequently the progress of science and
useful arts in the area of manufacturing processes is not
being promoted by the patent system to the fullest extent
possible.

The NYPTCLA believes that our patent system would
be more effective in inducing patent disclosures of new
manufacturing processes if such patents could be enforced
against imported goods. The ability of a patentee to
enforce his process patent against products produced by-
that process would also encourage development of domestic
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industries, use of domestic production facilities and
utilization of domestic labor.

The suppressive effect on disclosures of new
manufacturing techniques which occurs when foreign
manufacturers compete for domestic markets was long
recognized in Europe; and most European patent systems
provide that process patents are enforceable against
imported goods made by the patented processes. The
presently- proposed changes to U.S. patent law do not
therefore embody a new concept. They would merely
reconcile our system with those of most foreign
countries. Because the patent systems of foreign nations
already contain similar provisions, adoption by the U.S.
would help reduce the inequities experienced by U.S.
manufacturers vis-~a-vis manufacturers in other countries.

The NYPTCLA sees no substantial disadvantage to
the concept of the proposed legislation. To some degree,
it is already embodied in our Tariff Act. The Tariff Act,
however, provides for enforcement only under specific
conditions; and such enforcement is carried out by a
Tariff Commission rather than in the courts which should
have the primary responsibility for patent enforcement.
Also, the remedies available under the Tariff Act are more
limited than under the patent statute, and all decisions
of the Tariff Commission are subject to being overruled
for political considerations.

An argument has been raised that those countries
with patent enforcement provisions against imported goods
made by patented processes also have compulsory licensing
statutes. Under those statutes the courts are empowered
to permit continuing use of the patented process in
circumstances where it is found that a patent is not being
sufficiently exploited in the home country. It is argued
that the laws of those countries are, therefore, closer to
our Tariff Act than they are to the proposed legislation.
The NYPTCLA does not f£ind this to be the case. Although
compulsory licensing statutes vary from country to
country, it is often the case that a compulsory license of
a process is not granted for importation of foreign made
goods. The granting of such relief, as a practical
matter, is usually reserved for domestic use of the
process.,

Another argument has been raised that the
proposed new legislation could be used to stop a foreign
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manufacturer from selling his goods in this country even
though the foreign manufacturer may have been using the ‘
patented process years before it was invented by the U.S.
patentee. The Association recognizes this but does not
believe it to be an undue burden on the foreign
manufacturer who certainly could have published his
process. Indeed, one of the primary objectives of our
patent system is to encourage public disclosure of new
inventions so that eventually all may benefit and so that
research is fostered.

As you can see, the NYPTCLA approves the concept
of being able to enforce a process patent against products
made by that process. The presently pending bills, while
all embracing this concept, differ in their specific
provisions. As to the substantive differences, the
NYPTCLA offers the following comments:

1. H.R. 3577 (The Moorehead bill) contains a
provision that if a patent owner has exhausted all
reasonably available discovery means without determining
the actual process used by the foreign manufacturer, the
burden will shift to the alleged infringer to prove that*
the patented process was not employed. Neither S. 1535
(the Mathias bill) nor H.R. 4526 (the Kastenmeier bill)
contain such a provision. The Association is of the view
that since discovery in foreign countries is very limited,
the effectiveness of the new legislation would be severely
diminished without this provision of the Moorehead bill.
Accordingly, the NYPTCLA recommends that any legislation
which is enacted contain such a provision.

2. The Moorehead bill, unlike the Mathias and -
Kastenmeier bills, would extend to products made by the
patented process irrespective of where that process was
practiced. Under the provisions of the Mathias and
Kastenmeier bills, the only products which would be deemed
to infringe would be those produced in a foreign country.
The NYPTCLA believes that a patentee has adequate remedies
available to him against those who would practice the
patented process domestically. There is very little need
to permit him to sue unsuspecting retailers when he can
sue the true culprit, the manufacturer.

It has come to the Association's attention,
however, that the provisions of GATT may preclude treating
products of domestically practiced processes differently
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from those produced by processes practiced in other
countries. If this be the case, the NYPTCLA favors
enactment of a bill which treats all such products
equally. The mischief that might ensue from covering
products of domestically practiced processes is far
outweighted by the advantages to be derived from adopting
the basic concept. It should be noted that the owner of a
patent on a product can sue retailers, with or without
joining the manufacturer, and this has not been overly
troublesome.

3. Neither the Mathias bill nor the Moorehead
bill contain any provision which would protect an innocent
dealer from damages for past infringements. The NYPTCLA
believes that inequities could arise in such a situation
and, therefore, recommends that provision be made to
prevent recovery for damages unless and until the
infringer has been given actual notice that the product
was made by a patented process. A provision such as this
is set forth in the‘'Kastenmeier bill; and the NYPTCLA
recommends that such a provision be adopted.

4. Finally, each of the pending bills appears to
be limited to process patents, It is possible that a
patented improvement to a machine for carrying out an
unpatentable process may make it possible for the machine
to turn out products more economically or more accurately
than without the improvement. Machine patents, like
process patents, are presently enforceable only when the
patented improvement (the machine) is used in this
country. Thus, unpatented parts produced off-shore on the
patented machine may be imported without restriction.
Although the situation with respect to products produced
by a patented machine is no different, in principle, from
the one involving products of a patented process, there
has not been adequate consideration or discussion of a
provision extending protection to such products.
Accordingly, the NYPTCLA does not recommend inclusion of
such a provision at this time.

While we have tried to set forth our view as
completely and yet succintly as possible, no written
statement is an adequate substitute for live testimony.
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We therefore reiterate our request that a representative
of the NYPTCLA be given an opportunity to testify at a
hearing of the Subcommittee.

Respectfully submitted,
On Behalf Of The New York
Patent, Trademark and
Copyright Law Association

BY

Doug W.
President

"cc: Board of Directors

0316X
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THE NEW YORK PATENT, TRADEMARK
AND COPYRIGHT LAW ASSOCIATION, INC.

July 16, 1984

The Honorable Robert W. Kastenmeier
Chairman Judiciary Subcommittee on
Courts, Civil Liberties and the
Administration of Justice

Room 2232 i

Rayburn House Office Building

Washington, D.C. 20515

S. 1538 (Sec, 23)
Dear Congressman Kastenmeijer:

Senator Mathias has advised me of the recent
passage of S. 1538. The New York Patent, Trademark and
Copyright Law Association, Inc. carefully considered
and supported that legislation, and particularly Sec. 23
which provides increased compensation for members of
the Trademark Trial and Appeal Board. We are in favor
of enactment of similar legislation by the House for the
reasons presented below.

N Section 23 of S. 1538 (Mathias) 98th Congress
provides that the members of the Trademark Trial and
Appeal Board of the Patent and Trademark Office shall
receive compensation equal to that paid grade G5-16 level
under the General Schedule contained in Section 5332 of
Title 5, United States Code. Members of the Trademark
Trial and Appeal Board have been classified and compen-
sated at the level of GS-15 since the TTAB was established
in 1958. Members of the Patent Board of Appeals are com-
pensated at the level of GS-17 and Members of the Board of
Patent Interferences are compensated at the level of GS-16.

Section 11 of S. 1538 provides for the merger of
the two patent boards into a Board of Patent Appeals and
Interferences, which would result in the reclassification
of the present members of the Board of Patent Interferences
to GS-17. There would thus be a discrepancy of two grade
levels between the Members of the TTAB and all of the Mem-
bers of the proposed Board of Patent Appeals and Interferences.
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The vast majority of the cases decided by the
TTAB are contested proceedings which present complex
factual and legal issues. The TTAB must apply the Federal
Rules of Civil Procedure, the Federal Rules of Evidence,
the Trademark Act and the Trademark Rules of Practice to
the resolution of those issues. The work of the TTAB is
on a par with the work of the proposed Board of Patent
Appeals and Interferences and the decisions of the TTAB
may have economic effects as important, or more so, as the
decisions of the proposed Board of Patent Appeals and
Interferences. The analogy holds true even if, contrary
to expectations, the two patent boards are not combined.

The GS-15 grade level of Members of the TTAB
implies a lack of appreciation of the importance of their
decisions in ex parte appeals and contested proceedings
and denigrates the importance of trademarks in the eco-
nomy. Enactment by the House of legislation similar to
Sec. 23 of 8. 1538 would constitute recognition of the
high value of the TTAB's work. ‘

The Chairman of the' TTAB, as a member of the
Senior Executive Service, is compensated at the GS-16
level, and that position is not affected by S. 1538.

Sec. 23 of S. 1538 places the Members of the
TTAB on a par with Administrative Law Judges in other
Federal agencies who adjudicate economic and requlatory
proceedings of complexity comparable to those decided
by the TTAB.

The reclassification of the grade level of the
Members of the TTAB would make it possible to reclassify
upward other positions under the Assistant Commissioner
for Trademarks, which would reward and help retain the
highly educated and skilled professionals needed by the
Trademark Office.

It is estimated that Sec. 23 of S, 1538 en-
tails an aggregate increase in payroll costs of less
than $25,000 per year.
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Secretary of Commerce Baldrige and Commissioner
of Patents and Trademarks Mossinghoff have indicated their
support of passage of Sec. 23. The professional organiza-
tions which have already supported passage of the measure
are the United States Trademark Association (which adopted
a resolution supporting at least a GS-16 rating), the
American Intellectual Property Law Association and Intel-
lectual Property Owners, Inc.

Enactment of the proposed legislation would
be in the best interests of trademark owners and the
public. :

Very truly yours,

Lee C. Robinson, Jr.
LCR:sc President
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THE NEW YORK PATENT, TRADEMARK
AND COPYRIGHT LAW ASSOCIATION, INC.

May 4, 1984

The Honorable Robert W. Kastenmeier

Room 2232

Rayburn House Office Building . .
Washington, D.C. 20515 . B4

Re: H.R. 2610
Dear Mr. Kastenmeier:

The Board of Directors of the New York Patent,
Trademark & Copyright Law Association has recently
learned that the pending version of H.R. 2610 would,
at Section 4, authorize the Commissioner of Patents
and Trademarks to reduce from the present three
months to one month the time in which the issue fee
may be paid for a pending patent application. The
Association's Board is opposed to granting the
Commissioner that authority.

We recognize that there is merit in accelerating
the igsuance of a patent after the formal examination
of the application is complete. There are, however,
several intensely practical reasons why a one month
period from the date when the Patent Office mails the
formal notice of allowance would require unjustified
haste and expense of the applicant and the attorney.

1. There are prevalent delays in the mails
without any real expectation that they will be
eliminated. This, it is no exaggeration to say that
the one month {eriod will frequently be truncated
through no fault of the applicant or his attorney.

2. The proposal appears to assume that there
is nothing left to be done but pay the fee. It is
usually the case, however, that upon receipt of the
formal notice of issue fee becoming due, the appli-
cant's attorney must interrogate the applicant or his
agsignee one last time for a decision as to whether
the agplication is to be allowed to issue as a E:tent
and thereby make a public disclosure of the technology
or withhold that disclosure which is within the right
of the applicant. There are numerous legitimate
reasons for the latter course. Perhaps the applicant
has recently made an improvement that advances the
technology described in the pending application. If
the patent about to be granted is not to become prior

art against a subsequent application to describe and
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claim the improvement, the applicant must at this
stage file a continuing application before the
pending application issues as a patent. Even in a
relatively small organization, the investigation to
determine whether such an improvement exists may
reasonably require more than would be available if
the Commissioner were to exercise the authority
proposed in H.R. 2610, This is so if the attorney is
able most diligently to relay the news and proper
advice to the applicant by mail. Of course, if the
applicant resides abroad or must query forei
locations, the fraction of a month then available
becomes prohibitively short. Other real circum-
stances on which we base our objection come readily
to the minds of private and corporate practitioners.

) 3. Of course, one may argue that there are
modern means of communication, such as telex and
telefax, to convey the questions and instructions in
a matter of minutes. But those means are expensive
and not all practitioners and applicants are so
.equipped; even for those who are, we assert that the
haste and additional expense of rounding out the
agplication process, which normally will have taken
the most part of two or three years, cannot be
justified by a mere two months shorter pendency of
the application.

This Association and its Directors will be
pleased to provide your Committee with additional
discussion of this matter if you believe it would be
helpful.

Respectfully,

Douglas W. Wyatt
President

New York Patent, Trademark
& Copyright Law Association

cc: NYPTC Officers & Board of Directors
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THE NEW YORK PATENT, TRADEMARK
AND COPYRIGHT LAW ASSOCIATION, INC.

—

June 1, 1984

The Honorable Robert W. Rastenmeier

Committee on the Judiciary

Subcommittee on Courts, Civil Liberties,
& The Administration of Justice

House of Representatives

Washington, D.C. 20231

H.R. 3285 Employed Inventors Compensation Law
H.R. 3286 Employee Pre-Invention Agreements

Dear Representative Kastenmeier:

The New York Patent, Trademark and Copyright Law Association, .
Inc. has carefully considered the above pieces of proposed
legislation. We are opposed to enactment of the Employed
Inventors Compensation Law but, in large part, favor the
Employee Pre-Invention Agreement Bill. An opportunity to
present our views at a hearing before the Siubcommittee would
be greatly appreciated. Our views are summarized below.

H.R. 3285

H.R. 3285 provides that employees who make a patentable
invention would receive from their employers "adequate com-
pensation® based on the "fair market value” of the invention,
such as a percentage of profits from products resulting
therefrom. -

A primary objective for proponents of this Bill is to stimulate
innovation. For the following reasons we believe this goal
will not be met and perhaps impeded by this legislation.

Establishing an institutional atmosphere which fosters in-
novatién requires delicate handling and fine tuning under a
wide variety of circumstances. Statutory regulation of the
relations between employer and employee which is intended to
create that atmosphere is likely to interfere with establish-
ing the appropriate balance between attitudes and incentives;
between control and freedom.
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We feel it is impractical for the Government to regulate
these matters. We believe therefore that each institution
and corporation should be left to determine for itself the
best mix of exhortations, incentives and controls.

Singling out for special award those innovative activities

of some employees which result in certain patents may put a
damper on other members of the innovation team. In some
industries, the corporation may find it desirable to award
all members of the innovative team either equally or in some
predetermined fashion. In other industries, it may be found
best to avoid special financial awards and make sure that the
employees are satisfied with their salary and status, and
have the appropriate enthusiasm for their jobs. An employer
may wish to direct his employees to patentable inventions
which do not lead to immediate or forseeable economic gain

or which lead to good routine engineering which is of great
practical value but does not produce patentable subject
matter. Statutorily regulated awards may distort the employee's
enthusiasm and focus. Moreover, legislation generates
administrative rules, paper work and intra-company conflicts
which tend to negate the atmosphere required for innovation.
The statutory scheme of allocating to patents their economic
value and the value of the inventor's contribution would be

a great burden on employers and on employee morale. We are
concerned about the strains this Bill would impose on employer-
employee relations.

Patents, of course, are important incentive factors for those
who make investment decisions. 1Institutions, corporations,
and individual entrepeneurs are encouraged by the patent
system to invest in research and development, as well as to
invest in the results of these efforts. An employee's effort
in making a patentable invention is but one, albeit critically
important, factor in this process. However, it has not been
established that legislation is necessary, or even useful

in stimulating an employee's effort; nor that market factors
and present incentives are insufficient. The complexity of
the incentives to invent and then to invest in that invention
leaves us with the belief that each company and institution
should be free to determine its own mix of incentives.

Companies do continue to experiment with techniques, including
additional economic incentives, to find the appropriate mixture
for optimally fostering invention and innovation. No one has
any fixed answers. Certainly we do not. But we do feel

that it is inappropriate to legislate an answer. It seems
doubtful that a single uniform law for all industries and
throughout the country is likely to be helpful.



2652

H.R. 3286

H.R. 3286 provides that pre-invention assignment agreements
shall be limited to inventions arising from the employment.
We support this Bill, However, we question the requirement
that the parties give up their right to a trial of any dis-
putes under this law. We feel that the arbitration provision

in this legislation should be made permissible rather than
mandatory.

Very truly yours,

Douglas W. Wyatt, President
The New York Patent,Trademark
and Copyright Law Association,Inc.

DWW :dvm

cc: David W. Beler,III, Esq.
House of Representatives
Washington, D.C. 20231
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ROCHESTER PATENT LAW ASSOCIATION, INC.

PRESIDENT March 15, 1984

DE WITT M. MORGAN The Honorable Robert W. Kastenmeier
P.O. Box 743 2232 Rayburn House Office Building
Rochestar, NY 14603 Washington, D.C. 20515

Dear Mr. Kastenmeier:

Xerox Square 020 I note with great interest that you introduced a Bill. H.R. 4527, on November 18,

14844 1983 to amend Section 116 of title 35, United Suates Code, to make certain
clarifications with respect to joint inventors. This Bill should help simplify
identification of inventors of inventions arising from research projects involving

TREASURER
ALFRED P, LORENZO numerous individuals. Since this Bill is obviously intended to address an exisiling
33 Sunte Suw! 50 probiern, 1 assume that the problem to be resolved has been invesugated in depth.
Tek (716) 477.3413 If you have any information pertaining to the present state of the law that you may

have developed as an aid to drafting your Bill and. perhaps. as background

RECORDING information for the introduction of your Bill, 1 would be greatful if a summary of

SECRETARY such information could be sent 10 me.

SAMUEL R. GENCA

2990 Cutver Road

Rochester. NY 14822 Thank you.
Ted (716) 200-4450

Very truly yours,

CORRESPONDING
SECRETARY i
TORGER N, DAHL

343 Sate Street

Rochester, NY 14850

. Peter H. Kondo
Tet. (716) 477-7608 .
me President

GOVERNOR i

WARREN W. KURZ PHK/rai

343 Suate Street

Rochester, NY 14850
Tet. (718) 722.2306
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SUITE a8 + 2000 JEFERSON DAVES HICHWAY, ARLINGTON, VA 22202

Telaphone 003} 5211480 \\

April 25, 1984 N\

fonorable Robert W. Kastenmeier

Chairman, Subcommittee on Courts, ~_
Civil Liberties and the Administration
President of Justice
Berazx R. Prava Judiciary Committee
House of Representatives
B Room 2232
. Rayburn House Office Building
1st Vie-President washington, D.C. 20515
THOMAS F. SamcaL, x
2nd Vice President Dear Mr. Chairman,
Rosaxr C. Kupa
Thank you for taking the time to meet with me
Secrezmry yesterday.
H. Ross WORKIMAN
Treamerer Despite our recent change of name, AIPLA is
Jaras H. Lavcm, primarily a patent bar association. We are very
—_— interested in testifying before your subcommittee
Imemadiate Past President on bills which would amend Title 35.

Laomazn B. Macxxy
I very much appreciate your willingness to allow

Board of Directors us to participate in the current series of hearings.
The sbove persons and We can do that on any day except May 9 through 11 when
Lausence R. Herm all of the officers will be in Boston, Massachusetts

PAuNE Newaaan for the Association Spring Meeting.

RicHaxp P. Searct

WaLte R. Tz I want you to know, however, that our interest in

Howen O. Bam testifying is not just for the sake of doing so. We
Bowaro V. Faex want to see the improvement of the patent system -- and

AND. Lo improvements are needed. We believe that we can assist

Jor E. Mavwax you by offering a carefully considered and balanced
Maumace H. KUTzan view of the law from the point of view of attorneys in

WitaM L LaRze private practice, which includes litigation, licensing,
Maxvd Parey and prosecution before the Office, as well as those in
Lamence H. Peerry corporate practice.
Counciiman to NCPLA Our interest is to play a constructive role in the
Danawo R. Durex legislative process. We need your guidance in how best

_ we can do that.

Executive Director
MicHaEL W. Buoseax Regards,

,‘Sincerely, ;
- Michael W. Blommer
cc: Michael Remington, Esq.

Formerty AMERICAN PATENT LAw ASSOCIATION



Boiaz R Praver

Roszxt B. Besow
1t Vice-President
Thcoias F. Sascal I
2rd Vice President
Resxr C. K

H. Ross Woroaan

Treasrer

Doas H. Lagans Iu

Irraedicts st Prevident
Laoxain B. MaOay

Board of Direczon
The above persons and
taxna R Horee
PALLNT NP
RicHaso P. Socart
wamR THR
Horan O. Bua
Eowaso V., Pras
AaxD. Lome
Jore: E: Maszx
Maacr H Kumpaas
wunsl. LAz
Maxvoi Prey
Laxea H, Preroy

Councitran to NCPLA
Do R Dooax

utioe Director
Moun W. Roea
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AMERICAN INTELLECTUAL PROPERTY LAW ASSOCIATION

SUITE am « 2001 JEFFERSCN DAVIS HIGHWAY, ARLINGTON, VA 22
Tehphens (X3 5140

March 15, 1984

The Honorable Robert W. Kastenmeier

Chairman, Subcommittee on Courts, Civil
Liberties & the Administration of Justice

U. .5. House of Representatives

2137 Rayburn House Office Building

Washington, D. C. 20515

Re: H.R. 4525 and H.R. 4527
Dear Mr. Chairman:

The American Intellectual Property Law Association
(AIPLA) has been carefully considering the ‘bills pending
before the Subcommittee on Courts, Civil Liberties and
the Administration of Justice which affect the patent law
and the patent system. AIPLA will present a detailed state-
ment on these bills in the course of the hearings you have
scheduled to begin later this month.

During our testimony we will recommend that amendments
be made to H.R. 4525 and H.R. 4527. These bills both
address serious and current problems in the application of
the patent law to inventions resulting from team research
carried on in corporations and universities. The amendments
do not change, in any way, the intent of H.R. 4525 and H.R.
4527. Rather, we believe the amendments are clarifying and
technical in nature.

The amendments follow. I am forwarding them to you in
advance of the hearings for your consideration.

H.R. 4525
That Section 103 of Title 35, United States Code,
is amended by adding at the end thereof the
following:
In addition, subject matter developed by

another, which qualifies as prior art only
under Section 102(f) or (g) of this title,

Formerly AMERICAN PATENT LAw ASSOCIATION

45-025 0 - 85 - 48
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shall not negative patentability under this
section where the subject matter and the
claimed invention were commonly owned at
the time the invention was made.

H.R. 4527

That Section 116 of Title 35, United States Code
is amended by amending the first paragraph to
read as follows:

When an invention is made by two or more
persons jointly, they shall apply for patent
jointly and each (shall sign the application
and) make the required oath, except as other-
wise provided in this title. Inventors may
apply for a patent jointly even though (i) they
did not physically work together or at the same
time, (I1) each did not make the same type or
amount of contribution or (1ii) each did not
make a contribution to the subject matter of
every claim of the patent.

That Section 120 of Title 35, United States
Code, is amended to read as follows:

An application for patent for an invention
disclosed in the manner provided by the first
paragraph of Section 112 of this title in an
application previously filed in the United
States, or as provided by Section 363 of this
title, by an (the same)inventor or inventors
named in the previously filed application shall
have the same effect, as to such invention, as
though filed on the date of the prior applica-
tion, if filed before the patenting or abandon-
ment of or termination of proceedings on the
first application on or an application similarly
entitled to the benefit of the filing date of
the first application and if it contains or is
amended to contain a specific reference to the
earlier filed application.

For the purpose of clarity regarding the amendments
recommended to H.R. 4527, the additions to the current
law are underlined and the deletions are in brackets.
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Regards,
S%pcerely, .
Michael W. Blommer
Executive Director
MWB:cs

cc: Honorable Carlos J. Moorhead
Honorable Gerald J. Mossinghoff,
Commissioner of Patents and Trademarks
Michael Remington, Esq.
Thomas E. Mooney, Esq.
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AMERICAN INTELLECTUAL PROPERTY LAW ASSOCIATION

SUITE 200 » 201 ERFERSON DAVIS HIGHWAY, ARLINGTON, VA 2122

Telephone (X0) 521-1480

May 25, 1984

The Honorable Robert W. Kastenmeier

Bexnarr R. Prac . N
e Chairman, Subcommittee on Courts,

President-Elict Civil Liberties and the
Roezr B. Beison Administration of Justice
st View-President U. S. House of Representatives
TrovasF. Smecat Jr. © 2232 Rayburn House Office Building
2 Vice President Washington, D. C. 20515
Rommy C. KipE
Re: Amendments to the Patent Law
Secretary
H. Ross Womaus Dear Mr. Chairman:
Treasurer
Janes H. Lavcs. &, wWhen you introduced H.R. 4524 through H.R. 4529 on
. November 18, 1983, you made clear in a Record statement that
Irtmedicte Past President the bills should not be considered a "final legislative work
LEONARD B. MACKEY product” but rather proposals subject to refinement. 'Since

then, hearings on these bills have been held by the Subcom-
Board of Directors mittee you chair. Also, hearings on S, 1535, which is sub-

The above persons and stantially the same legislation as H.R. 4524-H.R. 4529, have
Lawwencs R. HeFrex been completed by the Senate Judiciary Subcommittee on Patents,
PAULE NEWMAN Copyrights and Trademarks chaired by Senator Mathias.
RicHaxD P. Sexnart
WaLTeRR. Thoer At the conclusion of the Senate hearings, Senator Mathias
Hoser O. B requested that interested organizations, both private sector
EowARD V. FiLARDL and Executive Branch, work together to reach a concensus on
ALAN D. Lot the issues and the drafting. Those participating were repre-
Jorn E. MAURER sentatives of the "ad hoc" committee which originally proposed
Matwict H. KLrzaan the legislation to you and to Senator Mathias, the Patent and
Wiuam L. LaRuze Trademark Office, the Anti-Trust Division of the Department
Marviy PETRY of Justice, Intellectual Property Owners, and the AIPLA.

Lavmence H, Prerry .
Enclosed is an amended version of S. 1535 which is the

Councibman to NCPLA work product of these efforts. I believe it substantially
DonaLD R. Dracver improves and refines that bill and the corresponding bills
I pending before your Subcommittee. While I cannot speak for

Executive Director others, the bill in this form is supported by the AIPLA. I'm

MIOUA W, BLoseax forwarding it to you in an effort to assist in the considera-

tion of H.R. 4524-H.R. 4529.

Let me make some brief comments on this draft. Section 1
(H.R. 4526) which modifies the rights of process patent owners

Formery AMERICAN PATENT LAW ASSOCIATION
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has been amended to eliminate the element of importation of
the product made by the patented process. The United States
Trade Representative firmly believes that a provision of U. S.
law in this context which only applies to imported products
is inconsistent with U. S. obligations under Article III,
paragraph 4, of the General Agreement on Tariffs and Trade
(GATT). We have no opinion of the correctness of that
belief. However, we would accept this change because we
believe that establishing a - cause of action for infringement
by the use or sale of a product produced by the infringement
of a U. S. process patent in the U. S. will have a minimal
~effect in practice. As Commissioner Mossinghoff aptly testi-
fied, it is highly unlikely that a patentee would sue its
customers or potential customers for infringement when a suit
lies against its competitor which is directly infringing the
patented process. This possibility is made even more remote
by the provision of the draft bill which limits possible
damages for infringement to infringers which do not use the
process to acts which occur after-actual notice from the
patentee of the infringement. That notice safeguard is con-
tained in H.R. 4526 in a different form.

On March 15, 1984, I forwarded to you amended versions
of H.R. 4525 and H.R. 4527. Those amendments are found in
Sections 5 and 6 of the draft enclosed. These provisions
remedy current serious problems facing the managers of team
research efforts and their attorneys which resulted from the
court's decision in the Bass case. I am enclosing a thorough
analysis of how these amendments to Sections 103, 116, and
120 will affect existing law and practice. This is a rather
complicated area of the patent law where amendments must be
particularly clear, precise, and definite.

On May 3, 1984, you raised with Don Banner the important
issue of the effective date application of these various
amendments to Title 35. Please note Section 10 of the draft
bill which addresses this problem. :

This series of bills does not represent a panacea to
lagging American innovation. However, if they were enacted,
the efficiency of the patent system would be materially
improved. These bills correct inequities and solve problems
which now needlessly burden those who must depend on the
‘validity of their patents. Please advise if there is any-
thing we can do to assist you to consider them. I know I
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speak for everyone who has been working on this legislation
in saying that whatever further information or effort you
request will be provided. ’

Regards,
Sincerely,
Michael W. Blommer
Executive Director
MWB:cs
Enclosure

cc: The Honorable Carlos J. Moorhead (w/enclosure)
Michael Remington, Esq. (w/enclosure) )
David W. Beier, III, Esq. (w/enclosure)\/
Thomas E. Mooney, Esq. (w/enclosure)
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DRAFT

(Added material is underlined; deleted material is bracketed)

98TH CONGRESS $.1535
2ND SESSION
To amend title 35, United States Codé, to increase the

effectiveness of the patent laws and for other purposes.

IN THE SENATE OF THE UNITED STATES

A BILL
To amend title 35, United States Code, ‘to increase the
effectiveness of the patent laws and fqr other
purposes.
Be it enacted by the Senate and House of Repre-
sentatives of the United States of America in Congress

assembled, That
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(a) . Section 154 of title 35, United States £cdc, is

amended by inserting after the words "United States," the

words "and, if the invention is a process, of the right to

exclude others from using or selling products produced

thereby throughout, or importing products produced thereby

into, the United States,".

(b) Section 271 of title 35, United States Code, is

amended by ~-

(1) redesignating subsection (a) as para-

gragh fa)gl):

(2) inserting the following new paragraph

a)(2):

“{a)(2) If the patented invention is. a

process, whoever without authority uses or sells

within, or imports into, the United States during

the term of the patent therefor a product produced

by such process infringes the patent."; and

(3) adding the following new subsection (e):

"(e)(1l) Whoever without authority supplies

or causes to be supplied in or from the United



2663

states all or a substantial portion of the

components of a patented invention, where such

components are uncombined in whole or in part,

in such manner as to actively induce the

combination of such components outside of the

United States in a manner that would infringe

the patent if such combination occurred within

the United States, shall be liable as an

infringer.

"(2) Whoever without authority supplies

or causes to be supplied in or from the United

States any component of a patented in- ention that

is especially made or especially adapted for use

" in the invention and not a staple article or

commodity of commerce suitable for substantial

noninfringing use, where such component is

uncombined in whole or in part, knowing that

such component is so made or adapted and intending

that such component will be combined outside of

the United States in a manner that would infringe

the patent if such combination occurred in the

United States, shall be liable as an infringer.".

{(c) Section 287 of title 35, United States Code, is

amended by --
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(1) designating the existing language as

subsection (a); and

{(2) adding the following new subsection (b):

“(b) No damages shall be recovered

-by the patentee for infringement under

section 271(a)(2) of this title from an

infringer who did not use the patented’

process except on proof that such infringer

.was notified of the infringement.and

continued to infringe thereaftef, in which

event damages may be recovered only for

infringement occurring after such notice.

Filing of an action for infringement shall

constitute such notice."

(d)(1) Title 35, United States Code, is amended by

adding the following new section 295:

§ 295. Presumption: Product Produced by Patented Process.

In actions alleging infringement of a process.

patent based on use, sale or importation of a -

~ product produéed by the patented process, if the

court finds (1) that a substantial likelihood exists
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that the product was produced by the patented process

and (2) that the claimant has made a reasonable

effort to determine the process actually used in the

production of the product and was unable so to deter

mine, the product shall be presumed to have been so

produced, and the burden of establishing that ;he

product was not produced by the process shall be on

the party asserting that it was not so produced.".

(2) The table of sections for chapter 29 of title 35,

United States Code, is amended by adding after the item

‘relating to section 294 the following:

“295. Presumption: Product Produced by Patented Process.".

[séction 271 of title 35, United States Code, is amended by

adding at ﬁhe end thereof the following new subsections:]

"{"(e) whoever without authority imports into or sells
or uses within the United States a product made in another
country by a process patented in the United States shall be

~liable as an infringer.]

["(£f) whoever without authority supplies or causes
to be supplied in the United States the material components
of a patented invention, where such coﬁponents are uncombined
in whole or in par;, intending that such componénts will bé

combined outside of the United States, and knowing that if
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such coﬁponents were combined within the United States the
combination would be an infringement of the patent, shall

be liable as an infringer."]

SEC. 2. Section 184 of title 35, United States Code,
is amended by -- 4 '
(1) amending the third sentence thereof by
striking out "inadvertently" and inserting after
"filed abroad" the words "through error and
‘ without deceptive intent¥;
(2) adding at the end thereof the following

new paragraph:

“Subject to such conditions as. the Commissioner

may set by regulations, the scope of a license shall

permit subsequent modifications, amendments, and

supplements containing additional subject matter

when the application upon which a license request

is based is not required to be made available for

inspection under section 181 of this title."

t“In the case of an application for which a license
has been obtained or an application which has been filed
in teh United States Patent and Trademark office for'more
than six ﬁon;hs before the filing in a foreign country,
and on which'no secrecy.order has been issued, a license

shall not be required for any modifications, amendments,
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‘supplements, divisions, or other information filed in or
transmitted to the foreign country in connection with such
application if such modifications, amendments, suppleménts,
divisions, or information consist .only of the illustration,
exemplification, comparison, or explanation of subject
matter specifically or generally disclosed in such

application."]

SEC. 3. Section 185 of title 35, United States Code,
is amended@ by adding before the period in the last sentence
thereof the following: ", unless the failure to procure
such license was through error and without deceptive
'intent, gnd the patent does not disclose subjeéct matter

within the scope of section 181 of this title".

SEC. 4. Section 186 of title 35, United States Code,

is amended by inserting "willfully" after the second

occurrence of “whoever".

[(1) striking out "whoever, in violation of

the provisions of section 184 of this title,"; and]

[(2) inserting "such" after "in respect of any".]

SEC. S. Section 103 of title 35, United States Codé,

is amended by adding at the end thereof the following:
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"In_addition, subject matter developed by

another, which qualifies as prior art only under

Sections 102(f) or (g) of this title, shall not

negative patentability under this section where

the subject matter and the claimed invention were

commonly owned or subject to an obligation of

assignment to the same party at the time the

invention was made."

["Prior art shall not include unpublished information
which is developed by the applicant jointly with others,
or which is knéwn to the applicant only by virtue of his

or. her employment."]

SEC. 6. (a) Section 116 of title. 35, United States
Code, is amended by amending the first paragraph to read

as fblIOWS:

."When an invention is made by two or more

‘'persons jointly, they shall apply for patent

jointly and each make the required oath,

except as otherwise provided in this title.

Inventors may apply for'a‘patent jointly even
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though (i) they did not physically work

together or at the same time, (ii) each did

not make the same type or amount of contribution,

or (iii) each did not make a contribution to the

subject matter of every claim of the patent."

(b) Section 120 of title 35, United States Code,

is amended to read as follows:

.

"an application for patent for an invention

disclosed in the manner provided by the first

paragraph of Section 112 of this title in _an

application previously filed in the United States,

or as provided by Section 363 of this title, by

an_inventor or inventors named in the previously

filed application shall have the same effect, as

to such invention, as though filed on the date

of the prior application, if filed before the

patenting or abandonment of or termination of

proceedings on the first application or an

application similarly entitled to the benefit of

the filing date of the first application and if

it contains or is amended to contain a specific

reference to the earlier filed appliéation."
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. |"when two or more persons haQe made inventive contri-
butions to the subject matter claimed in an application,
they shall apﬁly for patent jointly and each shall sign
the application and make the reguired oath,'except as
otherwise provided in this title. Joint inventors need
not have made én inventive contribution to each claim of

the application.%)

[SEC. 7. Section 135(a) of title 35, United States
Code, is amended by adding at the end thereof the following:
YEvidence to establish priority of invention in accordance

with section 102(g) shall be provided by affidavit."]

[SEC. 8. Section 135(c) of title 35, United States
Code, is amended by-~-]

[(1) inserting before "shall render" in the
third sentence the following: ", unless such
failure was through-error and without deceptive
intent,"; and] '

{(2) striking out the wrods "during the
six-month pefiod" in the-fourth sentence and
"within the six-month period" in the sixth
sentence:. )

SEC. 7 (9). sSection 135 of title 35, United States
Code, is amended by adding at the end thereof the following

new subsection:
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v(d) Parties to a patent interference
may determine such contest or any aspect

thereof by arbitration. Such arbitration shall

be governed by the provisions of title 9,

United States Code, to the extent such title

is not inconsistent with this section. The

parties shall give notice of any arbitration

award to the Commissioner, and such award shall

be final and binding between the parties ‘to the

arbitration but shall have no force or effect

on any other person. f{and such award shall be

dispositive of the issues to which it relates.])
The arbitration award shall be unenforceable

until such notice is given. Nothing in this

subsection shall preclude the Commissioner from

determining patentability of the invention

involved in the interference."

SEC. 8 [10]}. (a) Title 35, United States Code,
is amended by adding after section 295 [294] the
following new section:

§ 296. Licensee Challenges to Patent Validity

["Section 295. Licensee estoppel]
(a) A licensee shall not be estopped from asserting
in:a judicial action the invalidity of any patent under

which it is licensed. Any agreement between the parties

45-~025 0 - 85 - 49
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to a patent license agreement which purports to bar the
licensee from asserting the invalidity of .licensed patent

shall be unenforceable as to that provision.

Y(b) Any patent license agreement may provide for

a party or parties to the agreement to terminate the

license if the licensee asserts in a judicial action

the invalidity of the licensed patent, and may further

provide that the licensee's obligations under the

agreement shall continue until a final and unappealable

-determination of invalidity is reached if such right to

terminate is not exercised. Such agreement shall not

be unenforceable as to such provisions on the ground

that such provisions are contrary to federal patent

law or policy."

["(b) In the event of an assertion of invalidity by
the licensee in a judicial action, licensee and licensor
shall each have the right to terminate the license at any
time after such .assertion. .Until so terminated by either
party, the licensee shall pay and the licensor shall

receive the consideration set in the license agreement."]

"(b) The table of sections for chapter 29 of title
35, United States Code, is amended.by adding after the

item relating to section 295 {294] the following:
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¥296. Licensee Challenges to Patent Validity [estoppel]."

SEC. 9.(a) The Clayton Act, as amended (15 U.S.C.

Section 12 et seq.), is amended by renumbering Section 27

‘as_Section 28 and by adding the following new Section 27:

"SEC.-27. Agreements to convey rights to use, practice,

or sublicense patented inventions, trade secrets, or

know-how shall not be deemed illeqgal per se in actions

under the antitrust laws.'.

(b) Section 282 of title 35, United States Code,

is amended by --

(1) designating the existing lanquage as

subsection (a); and

{(2) adding the following new subsection (b):

v(b) No patent owner otherwise entitled to

‘relief for infringement or contributory infringe

ment of a patent shall be denied relief or deemed

guilty of misuse or illegal extension of the

patent right by. reason of his having done one or

more of the following, unless such conduct, in.

view of the circumstances in which it is employed,

violates the antitrust laws: (a) licensed the

patent under terms that affect commerce outsiqe
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\

the scope of the patent's claims. - (b) restricted

a licensee of the patent ‘in the sale of the

patented product or in the sale of a product made

by the patented process, (c) obligated a licensee

of the patent to pay royalties that differ from

those paid by another licensee or that are

allegedly excessive, (d)'obligated‘a licensee

of the patent to pay royalties in amounts not

related to the licensee's sales of the patent

produét or a product made by the patented process,

(e) refused to license the patent to any person,

or (f) otherwise used the patent allegedly to

suppress competition.".

SEC. 10. [11] (a) Subject to subsections (b), {(c),

(d) and (e) of this section, the amendments made by

this Act shall apply to all United States patents granted

before, on, or after the date of enactment of this Ac;L

and to all applications for United States patents

pending on the date of enactment.

|

| (b) The amendments made by this Act shall not

'

affect any final decision made by a court or the Patent

and Trademark Office before the date of enactment of

this Act with respect to a patent or application for

patent, if no appeal from such decision is pending -

and the time for filing an appeal has expired.
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(c) Section 271(a)(2) of title 35, United States Code,

~added by Section 1 of this Act, shall apply only to_the

importation, sale or use of a product after the date of

enacfment of this Act.

(d) Section 271(e) of title 35, United States Code,

added by Section 1 of this Act shall apply only to the

supplying, or causing to be supplied, of any component

or components of a patented invention after the date

of enactment of this Act.

.(e) No United States patent granted before the

date of enactment of this Act shall abridge or affect

the right of any person or his successors in business

who made, purchased, or used prior to such effective

date anything protected by the patent, to continue the

use of, or to sell to others to be used or sold, the

specific thing so made, purchased, or used, if the

patent claims were invalid or otherwise unenforceable

on a ground obviated by Section 2, 3, 5, 6, or 9 of

this Act and the person made, purchased, or used the

specific thing in reasonable reliance on such invalidity

or unenforceability. If a person reasonably relied on

such invalidity or unenforceability, the court before

. which such matter is. in question may provide for the

continued manufacture, use, or sale of the thing made,

purchased, or used as specified, or for the manufacture,
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use, oOr sale of which substantial preparation was made-

. before the date of enactment of this Act, and it may

also provide for the continued practice of any process

practiced, or for the practice of which substantial

preparation was made, prior to the date of enactment,

to the-extent and under such terms as the court deems

equitable for the protection of investments made or

business commenced before the date of enactment.

(The amendments made by this Act shall apply to
all unexpired United States patents granted before or

~after the date of enactment of this act.]
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Analysis of Proposed Amendment
to Section 5 of §. 1535

Section 5 of this bill amends section 103 of title 35, United
States Code, by adding to the end of section 103 a new sentence
providing that subject matter developed by another which
qualifies as prior art only under sections 102(f) or (g) of
title 35 shall not negative patentability when the subject
matter and the claimed invention were commonly owned at the

time the invention was made.

The term "subject matter” as used in this amendment is
intented to be construed broadly in the same manner as the
term is construed in the remainder of section 103. The term
"another” as used in this amendment means any inventive
entity other than the inventor and would include the inventor
and any other person. Thus, subject matter developed jointly
_ by the inventor and any other person would be "subject"
matter developed by another" for purposes of this amendment

and insofar as the claimed invention is concerned. The term
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"developed” is to be read broadly and is not limited to the

manner in which the development occurred.

The subject matter which is disqualified as prior art under
section 103 is strictly limited to subject matter which
qualifieé as prior art only under sections 102(f) or (g)}.

If the éubject matter qualifies as priof art under any other
section, e.g., section 102(a}), (b) or (e), it would not be
disqualified as prior art under the amendment to section
103. The amendment only applies to subject matter which
qualifies as prior art under ‘section 103. It does not apply
to or affect subject matter which qualifies as prior art

under section 102.

The amendment is not intended to permit anyone other than
the inventor to be named as the inventor in a patent appli-
cation or patent. Also, the amendment is not intended

to, and does not, ratify or enable appropriation of the
invention of another. FPor example, if the subject matter
developed by another is the same as that claimed, and would
thus anticipate the claimed invention under section 102, the
amendment would not disqualify the subject matter as prior
art. Section 5 of this bill also makes clear that subject
matter derived from another under section 102(f) is prior
art under section 103 unless the derived subject ﬁatter and

the claimed invention are commonly owned. The contents of a
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secret co-pending patent application, of the same or different
ownership, continue to be available as prior art under
section'103 by virtue of section 102(e) as of the application
filing daté. If subject matter becomes potential prior art
under section 102(e) because a patent application is filed

" on such subject matter before a commonly owned claimed
invention is made the subject matter of a later application,
the two applications may-be combined into a single application
under the changes contaiﬁed(in section 6 of this bill and
such subject matter would no.longer constitute potential

prior art under section 102(e) or under Section 103.

In 6rdgr to be disqualified as prior art under the amendment the
subject mattér which wéuld otherwise be prior art to the claimed
invention and the claimed invention must be commonly owned at. the
time the claimed invention was Eade. The term "commonly owned”
'is intended to mean that the subject matter which would otherwise
be prior art to the claimed invention and the claimed invention
are entirely or wholly owned by the same person, persons, or
organization at the time the claimed invention was made. If the
person, persons, Or organization owned less than 100 percent of
the subject matter which would otherwise be prior art to the
claimed invention, or less than 100 percent of the claimed
invention, then common ownership would not exist. Common
ownership requires that the person, persons, or organization own

100 percent of the subject matter and 100 percent of the claimed
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invention. As long as principal ownership rights to either the
subject matter or the claimed invention reside in different
persons or organizations common ownership does not exist. A&
license of the claimed invéntion to another by the owner where
basic ownership rights are retained would not defeat ownership.
The requirement for common ownership at the time the claimed
invention was made is inteénded to preclude obtaining ownership of
subject matter after the claimed invention was made in order to
disqualify that subject matter as prior art against the claimed
invention. The question of whether common ownership exists at
the time the claimed inQention was made is to be determined on
the facts of the particular case in question. Actual ownership
of £he,subject’matter and the claimed invention by the same
individual or oréanizatioq or a legal obligation to assign both
the subject mattex; and the cl;aimed invention to the same
individual or organization must be in existence at the time the
claimed invention was made in order for the subjec£ matter to
be disqﬁalified as prior drt. A moral or unenforceable obligation

would not evidence common ownership.

Under_this amendment of section 103, an applicant’s admission
that subject matter was developed prior to applicant;s invention
would not make the ;ubject matter prior art to applicant if the
subject matter qualifies as prior art'only under seétions_lOZ(f)

or (g) of title 35 and if the subject matter and the claimed



2681

invenéion were commonly owned at the time the invention was maée.
See In re Fout, 213 USPQ 532 (CCPA 1982), for a decision involving
an applicants' admission which was used as prior art against

their application. If the subject matter and invention were

not commonly owned, an admission that the subject matter is

prior art would be usable under section 103.°

The burden of establishing that'subject matter is disqualified
-as prior art under the section is intended to be placed and
reside upon the person or persons urging that the subject
-matter is disqualified. For example, a patent applicant urging
* that subject matter is disqualified as prior art under the
amendment would have the burden of establishing that it was
commonly owned at the .time the claimed invention was made.

The patentee in litigation would likewise properly bear the
same burden placed upon the applicant before the Patent and
Trademark Office. To place the burden upon the patent
examiner or the defendant in litigation would not be appro-
priate since evidence as to.common ownership at the time the
claimed invention was made might not be available to the
patent examiner or the defendant in litigation, but such
evidence, if it exists, should be readily available to the

patent applicant or the patentee.

In view of this amendment it would be expected and intended that

the Commissioner would reinstitute in appropriate circumstances
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the practice of rejecting claims in commonly owned applica-
tioﬂs of different inventive entities on the grounds of
double patenting. Such rejections could then be overcome
in appropriate circumstances by the filing of terminal
disclaimers. This practice has been judiciélly authorized.
See In re Bowers, 149 USPQ 571 (CCPA 1966). The use of
double patenting rejections which then could be overcome by
texrminal disclaimers would preclude patent protection from
being improperly extended while still permitting inventors
and thei£ assignees to obtain the legitimate benefits from

their contributions.
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Analysis of Proposed Amendments
to Section 6 of S. 1535

Section 6 of this bill aﬁends.section 116 of title 35 by
adding to the end of section 116 a new sentence recognizing
that inventors may apply for é patent jointly even though

(i) they did not physically work together or at the same
time, (ii) each did not make the same type or amount of
contribution or (iii) each did not make a contribution to the
subject matter of every claim of the patent. Determinations
of inventorship in patent law are recognized as different
undertakings and the amendment seeks to clarify and, to the
extent possible, to simplify such undertakings by adopting and
introducing into section 116 some principles set forth in

judicial precedents. The court in Monsanto Co. v. Kamp,

154 USPQ 259 (D.D.C. 1967) stated the pertinent principles as

follows:

"A joint invention is the product of collaboration of
the inventive endeavors of two or more persons working
toward the same end and producing an invention by their

aggregate efforts. To constitute a joint invention,
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it is necessary that each of the inventors work on the
same subject matter aﬁd make some contribution to the
inventive thought and to the final result. Each needs
to pefform but a part of the task if an invention
emerges from all of the steps taken together. It is

not necessary that the entire inventive concept should
occur to each of the joint inventors, or that the two
should physically work on the project together. One

may take a step at one time, the other an approach at
different times. One may do more of the experimental
work while the other makes suggestions from time to time.
The fact that each of the. inventors plays a. different
role and that the contribution of one may not be as

great aé that of ‘another does not detract from the fact
that the invention is joint, if each makes some originai
contribution, though partial, to thé final solution of the

problem."

The amendments to section 116, in'(i) and (ii), adopt as

statutory criteria the pertinent principles of Monsanto Co. V.

Kamp.

The amendment to section 116 also provides that inventors may
apply for a patent jointly even though each did not make a

contribution to the subject matter of every claim of the patent.
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This amendment recognizes the realities of corporate and team
research. A research project in today’s environment may include
many inventions and some inventions may have contributions which
are made by some individuals who weré not involved in other
aspects of the invention. It is appropriate to recognize the
contribution of each ‘individual even though the individual may
not have been involved in, or may not have.contributed to, all
aspects'of the invention. The amendment to section 116 would
permit this recognition by not requiring that each inventor make
a contribution to every claim of the patent. Under the amendment
to section 116, an inventor could apply for a patent jointly with
other inventors as long as each inventor made a contribution,
i.€., was an inventor or joint inventor, of the squect matter of
at least one claim of the patent. While the principle that

each inventor does not have to make a contribution to every -
claim of the patent was recognized by the court in SAB Industri

v. Bendix Corp., 199 USPQ 95 (E.D. Va. 1978), it is appropriate

that this principle be incorporated into section 116 in order to
clarify the criteria for joint inventorship. It is not intended
that this amendment encourage the inclusion in one application of
more than one invention. However, to the extent that more than

one invention is included in an apblication, the Commissioner may
require the application to be restricted to one of the inventions
in accordance with the provisions of section 121 of title 35. 1In
such case, any divisional applications filed would be entitled to

the filing date of the original application, even if the
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inventorship changes in the divisional application, as long as
the subject matter of the original application and the divisional

applicétiop are commonly owned.

The aﬁendments to section 116 increase the possibility that the
claims of a particular application may have different dates of
invention to which they are entitled. For example, one
inventgr may have developed part of the invention represented
by some claims. . Oh a later date another inventor may have
developed another part of the inventiﬁn which is claimed in
other claims; The two inventors could have jointly developed
the suﬁject matter of other claims at an even later time.
Undér.the amendment to section 116, a single application‘could
‘be filed on behalf of the two inventors. At the same time,
there is no requirement that all thé inventors be joint inventors
of the sﬁbject matter of any one claim. Where necessary for
purposes of examination of the patent application or during the
- course of patent litigation involving the patent, the Patent
and Trademark Office or the court before which the litigation is
pending may inquire of the patent applicant or the patentee

as to the inventorship and the invention dates of the subject

matter of the various claims.

The amendments to section 116 also delete the reference to
"sign the application" to be consistent with earlier changes

" "to section 11l and to clarify that it is not necessary for
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each inventor to separately sign the application, in addition

to making the required oath and applying for a patent jointly.

Section 6 of this bill amends section 120 of title 35, United
States Code, to.provide that a later filed application by an
inventor or inventors of a previously filed pending application
may claim the benefit of the previously filed pending application
even though the later filed application does not name all of the
same inventors as the previously filed application. For example,
if the previously filed application named inventors A and B

as the inventoré, a later application by either A or B could be
filed during the pendency of the previously filed application
and.claim benefit of the previously filed application under
section 120 6f title 35. 1In order for the claims of the later
filed application to be entitled to the benefit of the date of
the earlier filed application, the reguirements of section 120
would have to be met, including the requirement that the subject
matter of the claims of the later filed application be disclosed
in the earlier filed pending application in the manner provide@

by the first paragrabh of section 112 of title 35.°

Similarly, if inventor A filed an application on an invention
and during the pendency of that application made an improvement
on the subject matter of the application as a joint inventor
with inventor B, the joint application filed on behalf of‘

inventors A and B could claim the benefit of A's previously

45-025 0 - 85 - 50
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filed sole application to the extent that the later filed
joint application contained claim; to A's subject matter which
was disclosed in the. earlier filed pending application in the
manner pioviéed by the first paragraph of section 112 of titlé

35.

Likewise, an application filed by inventors A and C could
claim the benefit of an earlier filed pending application of
inventors A and B, to the extent that theArequirements of

section 120 could be met.

The Patent and Trademark Office or a court before whom the

v

patent is being litigated may inquire, in appropriété
B i

circumstaﬁces, as to who invented, and the date of invention of,

the subject mattef being claimed ;n any claims in the later ~

filed application. In order to ﬁe entitled to the benefit of

an earlier filed pending application, the subject matter of the

claims of the later filed application would have to be disclosed

in the manner provided by the first paragraph of section 112

of title 35.

The prohibitions of double patenting would also be applicable
to the applications or patents, whether or not they are commonly
owned. If the applications or patents are commonly owned,

the rejection of the application on the grounds of double
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patenting could be overcome by an appropriate terminal disclaimer
as long as the identical invention is not being claimed. See

In re Robeson, 141 USPQ 485 (CCPA 1964), and In re Kaye, 141

USPQ 829 (CCPA 1964). If the applications or patents are not
commonly owned, the double patenting rejection of the later

filed application could not be overcome by.a terminal disclaimer
since- the ownership of subject matter being claimed belongs to

someone other than the owner of the later filed application.
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The American Intellectual Property Law Association
(AIPLA) is a national society of more than 4800 lawyers
engaged in the practice of patent, trademark, copyright,
licensing, and related fields of law affecting intellectual
property rights. AIPLA membership includes lawyers in
’ private, corporate, and government practice; lawyers associated
with universities, small business, and large business; and
lawyers active in both the domestic and international transfer
of technology.

We commend this Subcommittee for undertaking this most
important series of hearings which directly relate to the
alarming decline in American industrial productivity and
innovation. Although we have clarifying amendments to offer,
we support the enactment of H.R. 2610 with the exception of
Section 4, H.R. 3502, H.R. 4462, H.R. 4524, H.R. 4525, H.R.
4526, H.R. 4527, H.R. 4528, and H.R. 4529. These initiatives
will materially assist American creators of intellectual
property. We do not support the enactment of H.R. 3462,

H.R. 3285 and H.R. 3286.

There are facts and impressive statistics known to the
Members of this Subcommittee which demonstrate that U. S.
technical superiority in the world is now threatened. We in
AIPLA know from first-hand experience that competition in
world markets in high technology products and goods produced

by advanced technological methods and processes is growing
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stiffer for American business each year. . This declining
ability to compete is clearly having a serjous impact on
American exports and imports and is contributing to America's

massive trade deficit.

H.R. 3285 and H.R. 3286

These bills would modify certain existing legqgal relationships
between persons employed by another who may make "inventions"
And their employers. 1Issues such as compensation of “"inventors®
and allocation of rights to "inventions™ in the private
sector in the employer-employee context are currently defined
by employment contracts, common l;w, dnd'relevant state
laws. The disposition of rights in federal employee inventions
is governed by .Executive Order 10096; January 23, 1950 (3
C.F.R. at 292}.

We understand a primary goal of each bill is to stimulate
and encourage American invention and innovation. We have
cons;dered both from that perspective. These bills raise
other issues involved with employee-employer relationships
such as the scope and effectiveness of labor laws and the
collective bargaining opportunities. We are not sufficiently
qualified to evaluate these other issues.

H.R. 3285 is modeled on a provision of the West Germany
Patent Code which has been in effect since 1957. The bill
would amend title 35 to establish certain standards for the

determination of ownership of and compensation for inventions
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of employees of both government (federal, state, and local),
and private employers.

AIPLA has been interested in this German law for a
number of years. The subject was considered in an issue of
our Quarterly Law Journal in 1973. A number of our members
do business in Germany and have direct continuing experienée
with the effect of this law in that country.

We oppose the enactment of H.R. 3285 because of our
understanding of how the German law has worked in Germany
and our belief that this type of law would negatively impact
on American invention and innovation. We know of no reason
to conclude that the German law has stimulated innovation in
that country or that the enactment of H.R. 3285 would do so
in the U. S. On the other hand, the German law has proved
to be burdensome and expensive for both German industry and
the German Patent Office. H.R. 3285 singles out “"inventors"”
for special legally enforceable rewards. To do so is an
injustice to other employees who form an integral part of
the innovation process and who deserve equal credit for the
ultimate success of an invention. To do so promotes secrecy
among pure and applied research scientists who would suddenly
have a direct monetary interest in "their®™ inventions. H.R.
3285 would disrupt and reduce the effectiveness of industrial
research, and that reason alone gives sufficient reason, in
our opinion, why it should not be enacted.

H.R. 3286 would limit the right of an employer to
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contract with an employee for the assignment of "inventions"”
made by the employee that "are unrelated to their employment."”
H.R. 3286 is similar to laws recently enacted in the states
of California, Illinois, Minnesota, North Carolina, and
Waghington.

The Institute of Electrical and Electronics Engineers,
which is a primary proponent of this bill, testified to this
Subcommittee in 1982 that its enactment constitutes "a step
which is essential if we are to halt the decline of innovation
in the United States." We believe that the IEEE has over-
stated the potential benefits of the bill.

4 Large numbers of scientific or technically trained
people are employed in circumstances: in which "inventions”
may be created. Their educational background and field of
expertise are directly related to their employment. For
example, chemical companies employ chemical engineers and
chemists to do research and development work. A research
chemist may make an "invention”™ in his spare time wholly
unrelated to the work he performs for his chemical company
employer. H.R. 3286 would make it unlawful for an employer
to require the assignment of these "spare tiﬁe" or "hobby”
category of inventions.

We do not.believe that these "spare time" inventions
could potentially have an impact on American industrial
innovation if H.R. 3286 were enacted. This is especially

true because at the current time a significant percentage of
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employed inventors are not required to assign rights to

these inventions, and so they are already owned by employed
inventors. We believe that a majority of U. S. corporations

do not require these assignments, although we do not have
empirical evidence to support that view. Also, those corporations
which do have all-encompassing assignment policies cannot

enforce them in the five states with relevant laws. In sum,

the scope and practical effect of H.R. 3286 is narrow.

An important relevant issue is whether the federal law
should preempt the states from legislating in this area. It
is true that a federal law would provide a practical benefit
for large corporations with employees in many states in
establishing a uniform standard. However, this is not
sufficient reason éo preempt the authority of the states.
Other state laws, such as those dealing with trade secrets
and unfair competition, which materially affect intellectual
property rights are not uniform. Regulation of corporate
activities and contracts between priyate parties are tradi-
tionally matters within the jurisdiction of the states
absent a compelling overriding problem which is national in
scope.

We oppose the enactment of H.R. 3286 because of our
belief that the minimal potential benefit to national produc-
tivity of the bill does not justify federal preemption of
the right of the states to act. However, we fully recognize

that there are other issues here relating to labor practices.
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We believe the state laws upon which H.R. 3286 is patterned
were enacted for those reasons and not to stimulate invention
and innovation. As we said earlier, we are not qualified to
address these questions.
H.R. 3462
H.R. 3462 would exempt patent owners who are "independent

invéntors, nonprofit organizations, and small business con-
cerns” from paying maintenance fees. The bill would also
exempt this group from any change in current patent fees
under Section 41(a) 6f title 35 such as filing and issue

- fees. The Comﬁissioner is authorized in 41.(f) to increase
all fees on October 1, 1985, and eyery third year theréafter,
to reflect fluctuations in the Consumer Price Index.

The clear intent of the bill is to reduce patent fees

to those most likely to be deterred from filing patent
applications because of the expense of the fees. However,
at this point in time, there is not sufficient evidence to
determine whether the new fees are deterring filings from
any category of patent applicant. Therefore, enactment of
the bill. seems premature. However, we would urge this
Subcommittee to continue to monitor the effect of the new
processing fee levels on patent applications and the mainten-
ance fees on the abandonment rate of patents. High government
fees should not be a deterrent to the use of the patent

system.
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H.R. 2610

The AIPLA supports the provisions of H.R. 2610 with the
single exception of Section 4(l) which we strongly oppose.

wWe offer for the consideration of the Subcommittee two
observations on Section 2 of the bill which authorizes the
issuance of a patent without examination in certain circumstances.

Firstly, the;bill authorizes the issuance of what we
would describe as a "defensive” patént or perhaps more
accurately as a “defensive publication.” This new type of
"patent®™ would be fundamentally different from a regular
patent in that it confers no right to exclude others from
practicing the invention described. The right to exclude is
fundamental to the long established ‘and commonly understood
meaning of the word patent. Today, if a product is marked
"patented” or "patent pending” the meaning and legal implica-
tions are clear. However, if this new type of "patent” is
authorized, confusion, be it intentional or unintentional,
might result.

We would urge the Subcommittee to seriously consider
more precisely defining this instrument with words such as
a "statutory invention recording® as was done by the Senate
Judiciary Committee.

Secondly, we believe the enactment of Section 2 will
have significant potential benefit to Goverment agencies
which currently finance applications for patents on inventions

made by Government employees. The Government does not need
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the right to exclude others from practicing an invention
because it does not manufacture products. A primary reason
patents are obtained by the Government is to guard against
having to pay royalties on inventions first made by an
agency employee but subsequently patented by another. The
"statutory invention recordings” will solve that problem.
However, because the use of this new procedure is wholly
voluntary, we question whether agencies will readily change
existing practices and utilize it. We urge the Subcommittee
to consider whether the bill would be strengthened by specifi-
cally empowering an official or office in the Executive
Branch to promulgate regulations for the use of the saction
by Government agencies.

The AIPLA strongly objects to Section 4(1l) of H.R. 2610
and urges the Committee to reject the proposal therein.

Section 4(1) would amend 35 USC 151 to authorize the
Commissioner to reduce from three months to one month the
time during which an inventor or-an assignee has to pay the
patent issue fee after the Office has given notice the
application is allowed. In many cases, for a variety of
practical reasons, the current three-month period is too
short. To rgduce this period to one month is‘unreasonable.

Furthermore, we perceive no reason, compelling or
‘otherwise, to support adoption of this amendment. The
Commissioner has announced that his goal is to reduce the:

average time patent applications pend to 18 months. We
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support that goal because we understand it to mean that the
Patent Office would provide more prompt service in the

future. This amendment would reduce patent pendency time with-
out any improvement in Patent Office service. The amendment
would however place unwarranted and possibly prejudicial
burdens on inventors. For that reason, the adoption of this
amendment worsens rather than improves PTO service.

Rather than relating to pendency time, we believe the
proposed amendment may be the result of a serious misunder-
standing by the Patent Office of the importance of this
period of time. Close to the termination of the successful
pfosecution of a patent application, the examiner issues a
notice that the application is allowed and sends it to the
attorney for the inventor. Under current practice, the
applicant is allowed three months from the day the notice is
sent to pay the issue fee. If the issue fee fails to reach
the Patent Office within three months of the day the notice
of allowance was sent, the applicailon is legally abandoned.

Once the notice of allowance is received, a number of
significant decisions relating to the invention must be
made. Reaching these decisions involves at the very minimum
consultation among the attorney and the inventor and corporate
management if the inventor is an employee and the application
has been assigned. Some of the issues to be resolved are:

. Should the pgtent issue or should the invention

be retained as a trade secret? This is especially
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relevant if the application as allowed has been
considerably narrowed in scope from the original
application.

. Should a continuation or divisional application be

filed?

. Is an amendment pursuant to 37 CFR 1.312 required?

If the application is allowed on the first action
by the Office, very frequently, especially if the
application is based on a foreign filed application,
revisions in the form of a "Rule 312 Amendment" are
iﬁdicated or the patent will issue in improper form.

. Is a supplemental declaration required by 37 CFR

1.67 necessary? If the claims in the'application
have been amended, often the. inventor must file a
declaration stating, in effect, that the changes
mgde are descriptive of his invention.

We submit it is clearly unreasonable to require that
several parties review files against an allowed application,
consider the legal and practical implications surrounding
the case,.communicate with each other and perhaps with other
parties, reach a decision on how to proceed, prepare papers
if required and have them properly executed, and then notify
the Patent Office in one month less the time the notice was
in the mails before being received. Vacations or work

related travel of even a short duration by attorneys or



2701

inventors in and of themselves could cause cases to be
abandoned. Of course, when the inventor resides in a foreign
country, as is the case of 40 percent of all pending applica-
tions, possibility of complying with the proposed amendment
becomes even more remote.

It is also possible the notice of allowance may be
accompanied by an attachment which specifies that the
drawings in the application must be revised. If so, the
attorney must retain a bonded draftsman who must go to the
Patent Office, inspect the application file, prepare new
drawings, submit the drawings to the attorney for review,
ahd then the amended drawings must be filed with the Patent
Office. Under current practice, this procedure alone is
often difficult to accomplish in three months.

In sum, the time between receiving a notice of allowance
and paying the issue fee is a busy and important period of
time in the prosecution of every patent application. Every
inventor has the right to have the patent issue in optimal
condition as to form and content or not to issue at all. 1In
many cases, three months may not be required and so the
issue fee will be paid before the time has run. In many
cases, every day of the three-month period is necessary. The
proposal to reduce this period from three months to one

month is unwise and should be rejected.
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H.R. 3502 and H.R. 5529

The AIPLA supports the enactment of patent term restoration
legislation because we believe it will serve the public
interest. Our belief is not based on an analysis of the
economics of the industries most directly affected, nor an
analysis of the impact of the Federal regulatory process on
those industries or American industry in general. Rather,
we belieye history teaches that an effective patent system,
premised on a commercially viable l17-year patent grant, has
been of immense direct benefit to our country since the
patent laws were epacted by the First Congress in 1790.

) In recent years, a number of beneficial new laws have
been enacted to protect the health and safety of the citizenry
and the integrity of the environment. The enforcement of
these laws delays or even prohibits new products from being
sold or industrial processes from being employed if possibly
prejudicial to the public good. In many cases these laws
delay the sale or use of a patented invention. 1In effect,
the 17-year patent term granted to the inventor for the
exclusive use of his invention is thusly shortened. This
raises a question of equity. The inventor has disclosed his
creation to the public so that it can be used by others fo
build on and to adyance the progress of the useful arts. 1In
return, the Government has granted and then interfered with
the full patent term. These bills bring the equities back

in balance.
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However, merely providing relief to certain inventors
is not the compelling reason why this legislation should
be enacted into law. A Patent Term Restoration Act inevitably

-will stimulate the innovation process. 1In some cases,
renewed activity will be industry-wide. 1In some cases, a
single small business will be assisted. 1In all cases, the
incentive to engage in research will be strengthened. All
constructive legislative solutions to reverse declining
industrial productivity and innovation are preeminently in
the public interest.

We are Aware that Congressman Waxman and others are
developing a patent term restoration bill that differs
materially from H.R. 3502 and H.R. 5529. While we are not
part of that effort, very recently we have seen a draft of
the bill. A part of that draft bill amends section 271 of
title 35 presumably for the purpose of circumventing the
April 23, 1984, decision of the Court of Appeals for the

Federal Circuit in Roche Products, Inc. v. Bolar Pharma-

ceutical Co.--F.2d--(PedCir 1984). Roche sued to enjoin
Bolar from making federally mandated premarketing tests of
a drug fo; whicﬁ Roche held the patent. Roche maintained
this use infringed their patent. Bolar argued that their
use of the patented drug fell within the "experimental use®
defense to infringement. While the CAFPC recognized the
validity of that defense which originated in Whittemore v.

. Cutter, 29 P. Cas. 1120, 1121 (C.C. D. Mass. 1813),

45-025 0 - 85 - 51
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the court said "Bolar's intended ‘experimental’ use is solely
for business reasons and not for amusement, to satisfy
curiosity, or for strictly philosophical inquiry" and@ found that
Bolar had infringed the Roche patent.

One of the most fundamental principles of patent law is
that "whoever without authority makes, uses, or sells any
patented invéntion, within the United States during the term
of the patent therefor, infringes the patent." (35 USC 271(a5).
We oppose compromising this important principle without a
demonstrated compelling reason to do so. We reCpgﬁize that
this is one part of a bill where circumstances require that
Cbngress balance the equities of'a number of competing
interests. If the Subcommittee determines that an exception
to the principles of patent infringement must be made, we would
urge that any such amendment be very carefully considered and
drafted.

- H.R. 4526

This bill corrects two anomolies in the patent law which
weaken the ability of American patent owners to compete in
international markets. While these two amendments have impli-
cations involving export and import trade, both only affect
domestic patent rights. U. S. patents only confer rights

within the United States.

Process Patent Rights
Many U. S. patents cover processes for making a product.

Under those patents, the patentee has the right to exclude
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others from using the patented process in the U. S. A
process patent owAer can benefit from his invention by using
it himself to make and sell a product or by iicensing others
to do so.

If a patent owner could obtain a patent on the product
produced by a process, the protection afforded by this bill
would be unnecessary because the patent owner could then sue
for infringement of the product claims of the patent. However,
in many cases, particularly involving chemicals, a patent
cannot be obtained on the chemical or product as such because
the product or chemical occurs in nature or is otherwise old
and therefore is not patentable under 35 U.S.C. 5102.. However,
the naturally occurring or old product is frequently not
economically obtainable or it cannot be pfactically or
competitively made using old processes. For that reason, the
process which is new and patentable is the only practical and
competitive way to make the product available to the public.
Therefore, the process patent protects a new practical way
to obtain the product so that the product is available to the
public on a commercial basis.

To evade the process patent owner's rights, unscrupulous
persons may now use the protected process outside of the U. S.
and import the resulting product into this country. This
practice unfairly undercuts American inventors' rights and

promotes unfair foreign competition in domestic U. S. markets.
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This activity now constitutes an unfair ‘method of
competition within the scope of the Tariff Act [19 U.S.C.
§1337(a)). However this cause of action before the Inter-
national Trade Commission is of limited use to aggrieved
process patent owners. Not only must patent infringement
be proved, but also the Commission must determine that the
importation tends to "destroy or substantially injure an
industry . . . in the United States" (19 U.S.C. §1337).
Also, an Executive Order of exclusion must be obtained. 1Ind
addition, the patent owner can only obtain this order of
exclusion, and cannot obtain damages fof past infringement.

The patent laws of the other industrialized countries
do not permit this type of evasion of process patent owner's
rights. Foreign manufacturers are protected and American
manufacturers are not. Finally, we note that this change
in U. S. law was recommended by President Johnson's Commission
on the Patent'System in 1966.

We recomménd that two amendments be made to H.R. 4526
regarding précess patent rights. The first amendment is to
insert on page one, line 7 of ‘the bill, after the words
"United States" the words "during the term of the patent
therefor" and strike out the words beginning on line 8 ", if
the product is made during the term of such process patent"”.
The infringing acts in this new section are the importing into
or sale or use within the United States of a product made by

the process patented in the U. S. The amendment makes clear
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that the infringing acts must occur in the U. S. during the
term of the U. S. patent being infringed.

The second amendment is to strike Section 2 of the bill
and insert the following:

Sec. 2. Section 287 of title 35, United
States Code is amended by adding at the end
thereof the following new subsection:
"(b) No damages shall be recovered by the

patentee for infringment under section 271(e) of

this title from an infringer who did not use the

patented process except on proof that such infrin-

ger was notified of the infringement and continued

to infringe thereafter, in which event damages may

be recovered only for infringement occuriring after

such notice. Piling of an action for infringement

shall constitute such notice.”
This new language does not change the effect of existing
Section 2 of the bill but rather clarifies it. Section 286 of
title 35 provides that damages for patent infringement may
be recovered for a period of six years prior to filing of the
complaint or counterclaim for infringement. The law in
Section 287 provides a means for giving notice to the public
that a product is protected by a patent. This form of public
notice is met by affixing the word "patent" or "pat." and
the patent number to the product, its package, or its label.
If the patentee fails to mark, damages for infringement may be
recovered only after the infringing party has received actual
notice of infringement. Damages are limited to infringing
activity occurring after the notice. However, the law is

equally clear that failure to mark does not limit damages for

infringement of a process patent. The amendment we propose
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takes into account these two principles and will have the
following effect. If the party manufacturing the product
abroéd by use of the patented U. S. process is also the
importer, seller, or user of the product within the U. S.,

no limitation on liability for infringement will apply.

That party is treated as to notice in the same way as the
party would be if the process was infringed by the party within
the United States. However, if a party is committing the
infringing acts and is dealing at arm's length with the manu-
facturer of the product, it would be unfair not to 1limit
liability.for infringement. Such a party must be put "on
notice®" and liability for damages will attach only after the
date of notice. The notice required will be actual notice
according to the terms and interpretations of existing

Section 287 in a nonmarking situation.

Product Patent Rights
The Supreme Court in a 5 to 4 decision in Deepsouth

Packing v. Laitram Corporation, 406 U.S. 518 (1972) created

what amounts to a "loophole" in the patent law, which the
Courtvsaid must be corrected by Congress. While nany legal
commentators believe the case was wrongly decided [e.g.,
"Operable Versus Substantial Assembly of Patented Combinations:

A Critique of Deepsouth v. Laitram,” Charles Kerr, 26 Stanford

Law Review 893 (1974)], the precedent stands.
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Laitram patented and manufactured a machine to devein
shrimp. Deepsouth, a competitor, manufactured a similar
device. Laitram sued Deepsouth for patent infringement and
the district court found that Deepsouth had infringed Laitram's
patent. In a subsequent clarification of its holding, the
district court ruled that Deepsouth could continue to manu-
facture the machine so long as the machine was not completely
assembled in the U. S. and was being made for export only.
The Fifth Circuit reversed and ruled that substantially
assembling the machine so that it could be made operable
in a foreign country constituted infringement of Laitram's
pétent on the machine. The Supreme Court reversed the Fifth
Circuit and reinstated the district court decision.

We believe that a patentee, such as Laitram, should
have the right to benefit from his invention. The holding
in the Deepsouth Case enables domestic copiers to circumvent
the protection afforded by the patent laws by taking simple
evasive production and marketing tactics. This loophole in
the law negatively affects the patentee's ability to export
his ‘invention or license others to do so. Defeating the
expectation of innovative companies of benefitting from
export trade is a severe disincentive, serious injustice,
and is especially contrary to current economic policies
designed to reduce United States trade deficits.

We recommend that the word"knowing" be deleted from

line 5 on page 2. Section 271(f) like existing Section 271 (a)
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defines activities whicﬁ.constitute direct infringement of
a patent. If a patentee brings suit pursuwant to Section
271(a), he must prove that the alleged infringer commiﬁted
the infringing acts. A judge or jury decides whether or not
the patent was infringed. Section 271(f) as drafted would
require that the patentee not oniy prove that the alleged
infringer committed the infringing acts and intended the
combining of the material components outside of the U. S.
but also that he did so "knowing®" that components when
combined would "be an infringement of the patent.” The
~existence of this state of mind in the alleged infringer
wéuld be extremely difficult to prove. Proof of infringement
involves both faﬁts and law and cannot be known until after
a court determination. Therefore, for the patentee to prove
that the alleged infringer "knew" would be an easy escape for
the unscrupulous infringer and would effectively nullify the
section. But more importantly, the reason 271(f} should be
added to the law is that patent fights should be protected
whether an infringer finally assembles the infringing product
in the U. S. or arranges to have it done in a foreign country.:-
We see no reason to require a higher burden of proof in one

set of circumstances and not the other.

H.R. 4524
This bill contains amendments to provisions of Chapter

27 of Title 35. That Chapter is designed to prevent the
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transmittal of information in patent applications to foreign
countries which may "be detrimental to the national security"”
(35 y.s.c. 181). Approximately 7 percent of the patent appli-
cations filed by Americans each year aré in a class which
requires scrutiny by the PTO and other Government agencies to
determine whether secrecy orders should be issued. The problem
is that the licensing regulations, which are burdensome on the
PTO and to applicants, and the penalties, which are harsh,
apply to the 93 percent of the applications which clearly do
not affect national 'security. The amendments proposed by these
sections of the bill affect only the "non-national security”
applications and in no manner a;fect or weaken the ability of
the PTO to meet its vital legal responsibility to issue secrecy
orders when necessary.

An inventor who wishes to apply for a patent abroad within
six months of the date of filing a U. S. application must receive
a license from the PTO to do so. The term "application"” is
defined in Section 184 to include "modifications, amendments,
or supplements theretor, or divisions thereof.®

Section 184 also provides that in the case of an applica-
‘tion which does not affect national security a retroactive
license may be granted to an applicant who has filed abroad
without a license if the applicant acted “inadvertently."
Paragraph (1) of Section 2 would change the standard of
“inadvertently” to require that the applicant acted "through

error and without deceptive intent.”
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We believe that Section 184 authorizes the Commissioner
to grant retroactive licenses to allow for equity when an
applicant has made an unintentional error. The reason that
equity is required is that the penalty for filing abroad
without a license is that the corresponding U. S. application
is declared invalid. The need for a more flexible standard
was made clearly evident by the case of In Re Gaertner, 604
P. 2nd 1348 (1979). The attorney for the applicant in a
complicated situation decided that a foreign filing license
was not required based on his interpretation of the facts in
the case and judicial interpretations of the Section 184
definition of "application."” The Commissioner's position was
that he did not have the right to grant a retroactive license
because the decision by the attorney which was uléimately found
to be incorrect was not "inadvertent,” but was consciously
made.. The patent application was, therefore, declared invalid.
The CCPA, in upholding the PTO, stated: “Neither Gaertner nor
this court has authority to determine whether the disclosure
abroad of . . . would be detrimental to national security.
Section 184 assigns that right and duty to the PTO." The bill
would proQide the Commissioner a more flexible and reasonable
standard so that fairness is possiblé in all cases of uninten-
tional error.

We emphasize that the more flexible standard only applies

‘ to errors in cases which do not affect national security.
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Paragraph (2) of Section 2 amends Section 184 to provide
that filing licenses are not required to file "the illustra-
tion, exemplification, comparison, or explanation of subject
matter specifically or generally disclosed" in an application
already authorized to be filed abroad. This amendment will
eliminate the need to obtain.a foreign filing license on
information which adds nothing substantive to subject matter
of the patent application which has no national security impli-
cations and which has already been licensed for foreign filing.
The PTO has already promulgated regulations which authorize
the Commissioner to grant a general license which eliminates
the need for an additional specific license in this type of
situation. However, we believe this change in Section 184
is highly desirable in view of the fact that criminal liability
and a declaration of patent invalidity potentially arises for
failure to comply with these license requirements.

Section 3 of the bill conforms Section 185 to the amend-
ment made by the bill to Section 184. Section 4 amends
Section 186 to provide that criminal penalties may not be
imposed on an inventor who fails to meet licensing require-
ments in cases which do not involve national security. The
inventor is subject to loss of patent rights in the U. S.
for a violation of licensing requirements. Adding criminal

sanctions to that is an unduly severe penalty.
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H.R. 4525

This bill contains an amendment to Section 103 of Title
35. Section 103 is a key provision in Title 35 in determin-
ing what is patentable. When the subject matter sought to
be patented is not identical to the prior art, Section 103
requires the Patent and Trademark Office or the court to
determine whether the subject matter would have been "obvious."

This amendment does not change the test for obviousness
set forth in Section 103. It merely limits the subject matter
which can be considered "prior art®" under Section 103.

Such limitation on the "prior art"™ is necessary because
of specific problems which arise in conjunction with researcﬁ
and development projects within corporations, universities,
and other business entities where several people or a group
of people are involved in such research and development.

The problem cured by this amendment to Section 103 is
focused on in two cases by the Court of Customs and Patent
Appealé (now merged into the new Court of Appeals for the

Federal Circuit). Those cases are In Re Bass et al, 177

U.S.P.Q. 178 (C.C.P.A. 1973) and In Re Clemens et al, 206

U.S.P.Q. 289 (C.C.P.A. 198Q).

In the Bass case, there was a first inventor, Jenkins,.
who invented a tapered bar screen. Jenkins was also a co-
inventor with two other parties, Bass and Horvat, on a
combination apparatus that included the Jenkins tapered bar
screen. Both of the inventions were assigned to a company

by whom all three of the inventors were employed.
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In the Clemens case, there were two inventions, one
made by an employee, Barrett, and the second by a group of
three co-employees including Clemens. As in Bass, both
inventions were assigned to the employer of the co-employees
involved in the two inventions.

In both Bass and Clemens, the CCPA construed Section

102(g) and Section 103 of Title 35 so that the prior invention
of one employee could be "prior art” to the second invention
of co-employees and thus be subject to the "obviousness” test
of Section 103. The Bass decision was by a divided court,
with a two-judge concurring opinion which amounted to a
dissent. Wording used in both cases implicated Section 102(f)
as well as Section 102(g).

The result of Bass and Clemens is that the earlier

invention by an employee is treated under Section 102(g} or
possibly under 102(f) as prior art to a later invention made
by a co-employee(s) who is involved in the first invention or
otherwise has knowledge of the first invention by reason of
their mutual employment and usually by reason of joint or
overlapping research and development work.

Such treatment of an invention by a co-employee as
prior art under Section 103 is a hindrance and an impediment
to joint research and development within a corporation,
university, or other business entity. In effect, it inhibits
co-employees ‘from communicating with each other about their

research work on projects in the same organization, even
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though their work may be related. Such restraint on communi-
cation in research is unhealthy and contrary to the purpose
of the patent laQs which is to promote progress in science
and the useful arts. Such blocking of communication between
persons working on research and development is a negative
influence which does not serve any useful purpose.

Further, under the Bass case, the prior inventor of a
component is inhibited from cooperating with others to make
additional inventions within the same research and development
organization.

Additionally, under the present state of the law, to
avoid the first invention from being treated as prior art as
to later modifications and improvements, the employer must
either keep the first invention secret until the research
and development project is completed, or run the risk of
losing patent protection on the later modifications and
improvements by the court holding them to be "obvious®" from
the first invention. Such a restraint thus could delay the
patenting of inventions and the ultimate availability to the
public.

Thus, the amendment to Section 103 of Title 35 is an
important step in the encouragement of research and development
within organizations by removing statutory obstacles to dis-
closure and cooperation between co-employees working in such
organizations.

We recommend that H.R. 4525 be redrafted as follows:
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In addition, subject matter developed by another

which qualifies as prior art only under sections

102(£f) or (g) of this title shall not negative

patentability under this section when the subject

matter and the claimed invention were commonly

owned or subject to an obligation of assignment

to the same party at the time the invention was

made.
We believe that H.R. 4525 as drafted in addition to modifying
subparagraphs (f) and (g) of Section 102 of Title 35 might
be interpreted as eliminating other prior art bars. Also,
some of the words in the bill are unnecessarily vague. The
purpose of the amendment is to precisely define the needed
remedy. We have attached as an appendix a full discussion
of the effect of the proposed amendment which may be useful

to the Committee in establishing legislative history.

H.R. 4527

The amendments to Section 116 of Title 35 should have
a twofold purpose: (1) to permit inventors to be joined in
a single patent application, even though they may not have
contributed to every claim in the application, and (2) to
clarify the criteria for joint inventorship. The bill as
currently drafted achieves only the first purpose. Therefore,
we recommend that an amendment be made to H.R. 4527. The
amendment is specified below. H.R. 4527 is complimentary to
the amendment to Section 103 in H.R. 4525 and recpgnizes the
realities of team research in a modern organizational environment.

With respect to the first purpose, although the present

statute is silent as to the requirement that each inventor
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joined in the patent application must have contributed to
the invention recited in each claim thereof, judicial inter-
pretations can be found supporting either side of the coin.

Thus, in support of such a requirement are Worden v. Fisher,

11 F. 505, C.C.E.D. Mich. 1882, and Stewart v. Tenk, 32 F.
665, C.C.s.D. Ill. 1887. That this requirement continued
under present Section 116 is shown by a footnote In Re
Sarett, 327 F. 24 1005 (C.C.P.A. 1964). 1In that case, an
application by a sole inventor was rejected for double
patenting over a patent issuing to joint inventors, in-
cluding that same person. Judge Rich, speaking for the
Court, states:

It should be clear that the patent could not

legally contain a claim to Sarett's sole in-

vention under existing law because it would not

have been the invention of the joint patentees.
Of interest to the present proposal to modify the first
paraéraph of Section 116 is that Judge Rich goes on to
state:

This rule of law forces the filing of distinct

applications in many situations resembling

that before us and creates the complexities

and delays which could be avoided under a less

rigid statute.

However, in SAB Industri A.B. v. The Bendix Corp., 199

U.S.P.Q. 95 (E.D. Va. 1978), the Virginia District Court
noted that neither the statute or any rule of the Patent
arid Trademark Office provides that joint inventors must

have combined their efforts to each claim in the patent.

In view of the problems noted by Judge Rich above, the
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uncertainty resulting from different judicial interpretations,
a need for the first purpose of this amendment becomes quite
evident.

The second purpose is to overcome the difficulty’in
what does, in fact, constitute joint inventorship. As

stated by the judge in Mueller Brass Co. v. Reading Indus.,

352 F. Supp. 1357 (E.D. Pa. 1972):

The exact parameters of what constitutes joint

inventorship are quite difficult to define.

It is one of the muddiest concepts in the

muddy metaphysics of the patent law.
Researchers in an organization sometimes work on one aspect
of an invention, while others may work on a different aspect.
Pérsonnel are continually added to the research team, while
others may leave the team. Concepts and developments are
often generatéd through brainstorming and cannot accurately
be attfibuted to a particular inventor or inventors. The
criteria for joint inventorship, as the amendments to Section
116 would state such criteria, have been judicially recognized.
' The District of Columbia district court noted in Monsanto
Co. v. Kamp, 154 U.S.P.Q. 259 (D.D.C. 1967) that to constitute
joint inventorship it is not necessary that (1} the co-
inventors physically work together or at the same time, or
{2) the co-inventors make the same type or amount of contribu-
tion to the invention. In addition to clarifying this “"muddy"
concept of the patent law, the suggested amendment also serves
to insure that the patent specification provides a more com-

plete disclosure relative to the requirements of enablement
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and best mode, by making it clear that persons who have made
contributions can be included as inVentors, even when a
question exists as to whether their contribution is "an
inventive contribution."

As we said above, originally the wording of H.R. 4527
achieves only the first objective and does not state specific
criteria for joint ihventorship. The original wording merely
substitutes a new, undefined term, i.e., that each have made
"an inventive contribution."” The amendment to Section 116
we recommend follows along with a conforming amendment to
Section 120 of Title 35:

When an invention is made by two or more persons

jointly, they shall apply for patent jointly and

each make the required oath, except as otherwise

provided in this title. Inventors may apply for

a patent jointly even though (i) they did not

physically work together or at the same time,

(ii) each did not make the same type or amount

of contribution to the invention, or (iii} each

did not make a contribution to the subject matter
of every claim to the invention.

Section 120 of Title 35 United States Code is amended to
read:

An application for patent for an invention dis-
closed in the manner provided by the first para-
graph of Section 112 of this title in an applica-
tion previously filed in the United States, or
as provided by Section 363 of this title, by an
inventor or inventors named in the previously
filed application shall have the same effect,

as to such invention, as though filed on the
date of the prior application, if filed before
the patenting or abandonment of or termination
of proceedings on the first application or on an
application similarly entitled to the benefit of
the filing date of the first application and if
it contains or is amended to contain a specific
reference to the earlier filed application.
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We have attached as an appendix a full discussion of the

effect of the proposed amendments.

H.R. 4528

The United States and Canada are the only industrialized
countries in the world whose patent laws are based on the
fundamental principle that only the "first” inventor is
entitled to receive a patent. Other countries award patents
to the first to file an application. The Commissioner of
Patents regularly receives from different inventors applica-
tions for a patent on a substantially identical invention.
The Commissioner is then responsible, pursuant to Section
135 of Title 35, to determine through interference proceedings
which applicant was the first to invent. These proceedings are
complicated and time consuming. H.R. 4528 will make needed
improvements in this difficult area of patent practice which
will benefit parties to a patent interference.

Section 1 of the bill would add a new section, 135(d),
to permit the parties to an interference to determine priority
or any other aspect of an interference by arbitration. Under
this proposal, the parties would give notice of any arbitra-
tion award to the Commissioner which would then be dispositive
of the issues to which it relates. The arbitration award
would, however, be unenforceable until notice had been given
to the Commissioner. With the recent enactment of 35 U.S.C.

294, (Public Law 97-247), arbitration agreements to settle
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issues of patent validity are made valid and enforceable.

To authorize the use of arbitration here is wholly consistent
with the public policy underlying 35 U.S.C. 294. Parties
should be encouraged to seek more expeditious and economic
alternatives to litigation in order to resolve disputes.

Historically, parties in interference have often agreed
to settle the.issue of priority éf invention and other aspects
of an interference proceeding amicably ﬁetween themselves. In
one sense, proposed 35 U.S.C. 135(d) merely permits parties
who agree that an interference should be settled amicably to

designate a third party to arbitrate the issue rather than to-
'résolve it through arbitration-like activity by the respective
counsel for the involved parties.

Should the proposed 35 U.S.C. 135(d) be enacted into law,
then the PTO should be encouraged to exercise its rulemaking
authority to facilitate arbitration of interferences. One
rulemaking aétion which the PTO might take would be to suspend
interferences for periods of up to six months upon notice by
the parties to the PTO that they have agreed to conduct the
priority determination by arbitration.

Sectionvz of the bill makes two amendments to 35 U.S.C.
135(c). Under current 35 U.S.C. 135(c), interference settle-
ment agreements must be filed before the termination of an
interference, or, if good cause for delay is shown, within

six months of the termination. Patents issuing from any



2723

involved application are rendered permanently unenforceable
if the agreements are not filed in a timely fashion. The
two changes set forth would, first, render such patents unen-
forceable only where the failure to file the agreement was
not through error and without deceptive intent; and, second,
would eliminate the statutory six month limitation on
accepting late-filed agreements.

The rigidity with which existing 35 U.S.C. 135(c)
operates is sufficient to justify the proposed change. The
penalty under 35 U.S.C. 135(c) is too harsh; the failure to
meet the six month limit for the filing of agreements is
often in itself of no substantial harm to the public interest.
If the failure to file was intentional for any reason, a
patentee may fairly be said to have assumed the risk of
unenforceability. If, however, for any reason the failure to
make a timely filing was unintentional, there can be no ques-
tion of a "deceptive intent” and the failure was clearly in
error.

Elimination of the six month limitation on discretionary
acceptance of belatedly filed agreements is appropriate. A’
patentee might have unintentionally failed to file an agree-
ment and only after the six month grace.period discover the
need to do so. In such a case a part of the "good cause for
failure to file" in a timely manner before termination would
require a showing of diligence, i.e., a patentee would need

to demonstrate that once the need to file was appreciated,
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he proceeded expeditiously with the filing. Any continuing

failure to file would be intentional.

H.R. 4529

The Supreme Court in Lear, Inc. v. Adkins, 395 U.S.

653 (1969) held that a person licensed to use a patent may
challenge the validity of the patent in court. The Court
expressly overruled the holding in Automatic Radio

Manufacturing Co. v. Hazeltine Research, Inc., 339 U.S. 827

(1950) that licensee éstoppel was the “general rule."”
The Court in Lear said the following:

The uncertain status of licensee estoppel in the
. case law is a product of judicial efforts to
accommodate the competing demands of the common
law of contracts and the federal law of patents.

On ‘the one hand, the law of contracts forbids

a purchaser to repudia:e his promises simply
because he later becomes dissatisfied with the
.bargain he has made. On the other hand, federal
law requires that all ideas in general circulation
be dedicated to the common good unless they are
protected by a valid patent . . . When faced with
this basic conflict in policy, both this Court and
courts throughout the land have naturally sought
to develop an intermediate position which somehow
would remain responsive to the radically different
concerns of the two different worlds of contract
and patent. The result has been a failure. Rather
than creative compromise, there has been a chaos of
conflicting case law, proceeding on inconsistent
premises.

The bill will bring the equities of these conflicts
between patent licensors and licensees back into balance.
The section codifies the results in Lear. However, it also
provides that the licensee. shall pay to. the licénsor the

royalties agreed upon in the licensing contract until the
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contract is terminated. It also provides that either the
licensor or the licensee can terminate the contract if the
licensee challenges the validity of the patent in court.

Under the Lear doctrine, the contract rights of the
licensor are largely illusory. A licensee is free to nego-
tiate a contract to pay royalties to a patent owner and then
at any time renege on the contract by either failing to pay
the royalties or by bringing a declaratory judgment action
on the ground that the patent is invalid. The licensor must
then either bring a breach of contract action against the
licensor or defend the patent in the declaratory judgment
action. Courts haye adopted various theories on whether the
licensee is required to continue to pay royalties during the
course of litigation. In any case, currently the licensee
risks virtually nothing. If the patent is valid, courts are
very likely to find that the agreed upon royalties_are the
best measure of the worth of the patent. Therefoxe, after
prevailing in the lawsuit the licensor will receive the
royalties owed under the contract. Also, because the
licensor remains bound to the contract, the licensee can
continue to practice the invention after the patent is found
valid.

The unfairness of the current state of the law is
especially relevant when the licensor is an individual
inventor and the licensee is a large corporation. This is

often the case and was in Lear. 1If a patent owner does not
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resources to utilize his invention, he must license it to
another who possesses those resources. That licensee is
able to bear the cost of 1itigat;on where the licensor is
often hardpressed to do so.

The fact that the licensee has so little to lose
encourages a disregard. for contract obligations and encourages

litigation. Neither result is desirable.

Effective Dates

An important consideration in the bills H.R. 4524,
H.R. 4525, H.R. 4526, H.R. 4527, H.R. 4528, and H.R. 4529 is
the effect on existing rights of -affected parties if enacted.

As to H.R. 4526, we recommend the following provision be
added in lieu of Section 3:

Sec. 3.. The amendments made in Section 1 shall

apply to any U. S. patent granted after the date

of . this Act; and shall apply to any unexpired

U. S. patent granted prior to the date of this

Act, provided that no liability shall attach to

the importation, sale or use of a product imported

into the U. S. before the .date of this Act, where

such liability is founded solely on subsection (e)

and . to the supply of any components before the

date of this Act, where such liability is founded

solely on subsection (f).
H.R. 4526 will enhance the .ability of American patent owners
to compete in international and U. S. markets, and to prevent
the evasioh of the rights of U. S. patent owners. Therefore,
the strengthening of such rights should apply to unexpired
U. S. patents, many of which still have a significant period

to run. However, it would be unfair to attach infringement
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liability to a party as a result of acts wyich were permis-
sible prior to the effectuation of this Act. Therefore, the
proposal for the effectiveness as to Section 1 removes such
liability as to any product imported into the U. S. [subsec-
tion (e)] and as to components supplies [subsection (f)]
prior to the date of the Act. Another important recognition
of equity is contained in Section 2 discussed earlier which
makes damages for infringement only prospectively possible
for a class of potential infringers by requiring notice of
infringement.

H.R. 4524, H.R. 4525, and H.R. 4526 will obviate certain
undesirable interpretations of Sectigns 102(£), 102(g), and
184 of title 35. Because éhe bills correct what we believe
are existing inequities, they should apply to peading patent
applications, and existing patents. However, some instances
may exist in which a party made, used, or sold a patented
invention in reliance on the advice of counsel that the patent
was invalid for reasons obviated by these bills. These cases
will be extremely rare because the facts and circumstances
surrounding a patent, which would have to be known to the
third party to form the basis to evaluate the validity in
circumstancés affected by these bills, would generally only
become known during.the course of discovery during litigation.
Nevertheless, if reliance can be shown that party should not
be held liable for acts preceding the effective date of the

bills.
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We recommend the following provision patterned after
existing Section 252 of Title 35 be added to these bills:

No United States patent granted before the date
of enactnent of this Act shall abridge or affect
the right of any person or his successors in
business who made, purchased, or used prior to
such effective date anything protected by the
patent, to continue the use of, or to sell to
others to be used or sold, the specific thing

so made, purchased, or used, if the patent
claims were invalid or otherwise unenforceable
on a ground obviated by this Act and the person
made, purchased, or used the specific thing in
reasonable reliance on such invalidity or unen-
forceability. If a person reasonably relied on
such invalidity or unenforceability, the court
before which such matter is in question may
provide for the continued manufacture, use, or
sale of the thing made, purchased, or used as
specified, or for the manufacture, use, or sale
of which substantial preparation was made before
the date of enactment of this Act,, and it may
also provide for the continuwed practice of any
process practiced, or for the practice of which
substantial preparation was made, prior to the
date of enactment, to the extent and under such
terms as the court deems equitable for the protec-
tion of investments made or business commenced
before the date of enactment.

H.R. 4462

This bill would combine tﬁe Board of Appeals and the
Board of Patent Interferences, which now exist in the Patent
and Trademark Office, into a single Board of Appeals and
Interferences. The intent to the proposal is to improve and
expedite patent interferences which are often lengthy and
costly proceedings. The bill is an important part of a compre-
henisive rulemaking now underway to reform patent interference
practice and procedure. We support the bill and the efforts’
of the Office to improve the administration of this provision

of the law.
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APPENDIX

Analysis of Proposed Amendment
to H.R. 4525

The bill amends section 103 of title 35, United States
Code, by adding to the end of section 103 a new sentence
providing that subject matter developed by another which
qualifies as prior art only under séctions 192(f) or (g) of
title 35 shall no£ negative patentability when the subject
matter and the claimed invention were commonly owned at the

time the invention was made.

The term "subject matter® as used in this amendment is
intended to be construed broadly in the same manner as the

. term is construed in the remainder of section 103. The term
“"another"” as used in this amendment means any inventive
entity other thén the inventor and would include the inventor
and any other person. Thus, subject matter developed jointly
by the inventor and any other person would be "subject"
matter developed by "another" for purposes of this amendment

and insofar as the claimed invention is concerned. The term
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"developed” is to be read broadly and is not limited to the

manner in which the development occurred.

The subject matter which is disqualified as prior art under
section 103 is strictly limited to subject matter which
qgualifies as prior art only under sections 102(f) or (g).

If the subject matter gualifies as prior art under any other
section, e.g., section 102(a), (b) or (e), it would not be
disqualified as prior art under the amendment to section
103. The amendment only applies to subject matter which
qualifies as prio; art under section 103. It does not apply
to or affect subject matter which qualifies as prior art

under section 102.

The amendment is not intended to permit anyone other than
the inventor to be named as the inventor in a patent appli-
cation or patent. Also, the amendment is not intended

to, and does not, ratify or enable appropriation of thé
invention of another. For example, if the subject matter
developed .by another is the same as that claimed, and would
thus anticipate the claimed invention under section 102, the
amendment would nét disqualify the subject matter as prior
art. The bill also makes clear that subject matter derived
from another under section 102(f} is prior art under section
103 unless the derived subject matter and the claimed inven-

tion are commonly owned. The contents of a secret co-pending
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patent applicatién, of the same or different ownership,
continue to be available as prior art under section 103 by
virtue of section 102(e) as of the application filing date.
If subject matter becomes potential prior art under section
102 (e) because a patent application is filed on such subject
matter before a commonly owned claimed invention is made

the subject matter of a later application, the two applica-
tions may be combined into a single application under the
changes contained in H.R. 4527 and such subject matter would
no longer constitute potential prior art under section 102(e)

or under Section 103.

in order to be disqualified as prior art under the amendment

the subject matter which would otherwise be prior art to the
claimed‘invention and the claimed invention must be commonly

owned at the time the claimed invention was made. The term
"commonly owned" ié intended to mean that the subject matter which
would otherwise be prior art to the claimed invention and the
claimed invention are entirely or wholly owned by the same

person, persons, or organization at the time the claimed inven-
tion was made. If the person, persons, or organization owned less
than 100 percent of the subject matter which would otherwise be
prior art to the claimed invention, or less than 100 percent of
the claimed invention, then common ownership would not exist.
Common ownership requires that the person, persons, or organization

own 100 percent of the subject matter and 100 percent of the claimed
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in?cntion. As long as principal ownership rights to either the
éubject matter or the claimed invention reside in different
persons or organizations common ownership does not exist. A
license of the claimed invention to another by the owner where
basic ownership rights are retained would not defeat ownership.
The requirement for common ownership at the time the claimed
invention was made is intended to preclude obtaining ownership of
subject matter after the~claimed.inventioﬁ was madé in order to
disqualify that subject matter as prior art against the claimed
invention. The question of whether common ownership exists at
the time the claimed invention was made is to be determined on
the facts of the particular case in question. Actual ownership
of the subjeqt‘matter and the claimed invention by the same
individual or orgénization or ; legal obligation to assign both
the subject matter and the clﬁimed invention to the same
individual or organization must be in existence at the time the
claimed invention was made in order for the subjec£ matter to

be disqualified as prior art. A moral or unenforceable obligation

would not evidence common ownership.

Under this amendment of section 103, an applicant's admission
that subject matter was de&eloped prior to applicant's invention
would not make the subject ﬁatter prior art to.applicant if the
subject matter~qpalifie; as prior art‘oply under sections 102&:)

or (g) of title 35 and if the subject matter and the claimed
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invention were commonly owned at the time the invention was made.
See In rc Fout, 213 USPQ 532 (CCPA 1982), for a decision involving
an applicants' admission which was used as prior art against

their application. If the subject matter and invention were

not commonly owned, an admission that the subject matter is

prior -art would be usable under section 103.

The burden of establishing that subject matter is disqualified
as prior art under the section is intended to be placed and
reside upon the person or persons urging that the subject
matter is disqualified. For example, a patent applicant urgiﬁg
that subject matter is disqualified as prior art under the
amendment would have the burden of establishing that it was
commonly owned at the time the claimed invention was made.

The patentee in litigation would likewise properly bear the
same burden placed upon the applicant before the Patent and
Trademark Office. To place the burden upon the patent
examiner or the defendant in litigation would not be appro-
priate since evidence as to common ownership at the time the
claimed invention was made might not be available to the
patent examiner or the defendant in litigation, but such
evidence, if it exists, should be readily available to the

patent applicant or the patentee.

In view of this amendment it would be expected and intended that

the Commissioner would reinstitute in appropriate circumstances
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the practice of rejecting claims in cbmmogly owned applica-
tions of different inventive entities on the grounds of
double patenting. Such rejections could then be overcome
in appropriate circumstances by the filing of terminal
disclaimers. This practice has been judicially.authorized.
See In re Bowers, 149 USPQ 571 (CCPA 1966). The use of
double patenting rejections which then could be overcome by
.terminal disclaimers would'preélude patent protection from
being improperly extended while still permitting inventors
and their assignees to obtain the legitimate benefits from

_their contributions.



2735

Analysis of Proposed Amendments
to H.R. 4527

The bill amends section 116 of title 35 by adding to the

end of section 116 a new sentence recognizing that inventors
may apply for a patent jointly even though (i) they did

not physically work together or at the same time, (ii)

each did not make the same type or amount of contribution,

or (iii) each did not make a contribution to the subject
matter of every claim of the patent. Determinations of
inventorship in patent law are recognized as different
undertakings and the amendment seeks to clarify and, to

the extent possible, to simplify such undertakings by adopting
and introducing into section 116 some principles set forth in

judicial precedents. The court in Monsanto Co. v. Kamp,

154 USPQ 259 (D.D.C. 1967) stated the pertinent principles

as follows:

"A joint invention is the product of collaboration of
the inventive endeavors of two or more persons working
toward the same end and producing an invention by their

aggregate efforts. To constitute a joint invention,

45-025 O - 85 - 53
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it is necessary that each of the inventors work on the
same subject matter and make some contribution to the
inventive thought and to the final result. Each needs
to perform but a part of the task if an invention
emerges from all of the steps taken together. It is

not necessary that the entire inventive concept should
occur to each of the joint inventors, or that the two
should physically work on the project together. One

may take a step at one time, the other an approach at
different times. One may do more of the experimental
work while the other makes suggestions from time to time.
The fact that each of the inventors plays a different
role and that the contribution of one may not be as
'gfeat As that of ‘another does not detract from the fact
that the invention is joint, if each makes some original
contribution, though partial, to the final solution of the

problem."

The amendments to section 116, in (i) and (ii), adopt as

statutory criteria the pertinent princip?-s of Monsanto Co. v.

Kamp. '

The amendment to section 116 also provides that inventors may

apply for a patent jointly even though each did not make a

contribution to the subject matter of every claim of the patent.
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This amendment recognizes che realities of corpovate and team
rescarch. A rescarch project in today's environment may include
many inventions and some inventions may have contributions which
are made by some individuals who were not involved in other
aspects of the invention. It is appropriate to recognize the
contribution of each 'individual even though the individual may
not have been involved in, or may not have contributed to, all
aspects of the invention. The amendment to section 116 would
pernit this recognition by not requiring that each inventor make
a contribution to every claim of the patent. Under the amendment
to section 116, an inventor could apply for a patent jointly with
other inventors as long as each inventor made a contribution,
i.e., was an inventor or joint inventor, of the subject matter of
at least one claim of the patent. While the principle that

each inventor does not have to make a contribution to every

clain of the patent was recognized by the court in SAB Industri

v. Bendix Corp., 199 usPQ 95 (E.D. Va. 1978), it is appropriate

that this principle be incorporated into section 116 in order to
clarify the criteria for joint inventorship. It is not intended
that this amendment encourage the inclusion in one application of
more than one invention. However, to the extent that more than
one invention is included in an apblication, the Commissioner may
require the application to be restricted to one of the inventions
in accordance with the provisions of section 121 of title 35. 1In
such case, any divisional applications filed would be entitled to

the filing date of the original application, even if the
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inventorship changes in the divisional application, as long as
the subject matter of the original application and the divisional

application are commonly owned. .

The amendments to section 116 increase the possibility that the
claims of a particular application may have different dates of
invention to which they are entitled. For example, one
inventor may have developed part of the invention represented
by some claims. On a later date another inventor may have
developed another part of the invention which is claimed in
other claims. The twé inventors could have jointly develqped‘
the squect matter of other claims at an even later time. .
Under the amendment to section 116, a single applicationAcould
be filed on'BehaIf of the two inventors. At thé same time,
there is no requirement that all the inventors be joint inventors
of the subject matter of any one claim. Where necessary for
purposes of examination of the patent application or during the
course of patent litigation involving the patent, the Patent

and Trademark Office ok_the court before which the litigation is
pending may inquire of the patent applicant or the patentée~

as to the inventorship and the invention dates of the subject

matter of the various claims.

The amendments to section 116 also delete the reference to
"sign the application" to be consistent with eariier-changes'

to section 111 and to clarify that it is not necessary for
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each inventor to separately sign the application, in addition

to making the required oath and applying for a patent jointly.

The bill also amends section.1l20 of title 35, United States
Code, to provide that a later filed application by an

inventor or inventors of a previously filed pending application
may claim the benefit of the previously filed pending applica-
tion even though the later filed application does not name all
of, the same inventors as the previously filed application. For
example, if the previously filed application named inventors

A and B as the inventors, a later application by either A or B
could be filed during the pendency of the previously filed
aéplication and claim benefit of the previously filed applica-
tion under séction 120 of title 35. In order for the claims of
the later filed application to be entitled to the benefit of
the date of the earlier filed application, the requirements of
section 120 would have to be met, including the requirement that
the subject matter of the claims of the later filed application
be disclosed in the earlier filed pending application in the

manner provided by the first paragraph of section 112 of title 35.

Similarly, if inventor A filed an application on an invenéion
and during the pendency of that application made an improvement
on the subject matter of the application as a joint inventor
with inventor B, the joint application filed on behalf of

inventors A and B could claim the benefit of A's previously
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filed sole application to the extent that the later filed
joint application contained claim; to A's subject matter which
was disclosed in the. earlier filed pending application in the
manner provided by the first paragraph of section 112 of title

35.

Likewise, an application filed by inventors A and C could
claim the benefit of an earlier filed pending application of
inventors A and B, to the extent that the requirements of

section 120 could be met.

The Patent and Trademark Office or a court before whom the

' paéent is beipé litigated may inquire, in appropriate
circumstances, as to who invented, and the date of invention of,
the subject matter being claimed in any claims in the later
filed application. In order to be entitled to the benefit of

an earlier filed pending application, the subject matter of the
claims of the later filed application would have to be disclosed
in the manner provided by the first paragraph of section 112

of title 35.

The prohibitions of double patenting would also be applicable
. to the applications or patents, whether or not they are commonly
owned. If the applications or patents are commonly owned,

the rejection of the application on the grounds of double
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patenting could be overcowe by an appropriate terminal disclaimer
as long as the identical invention is not béing claimed. See

In re Robeson, 141 USPQ 485 (CCPA 1964), and In re Kaye, 141

USPQ 829 (CCPA 1964). 1If the applications or patents are not
commonly owned, the double patenting rejection of the later

filed application could not be overcome by_a terminal disclaimer
since the ownership of subject matter being claimed belongs to

someone other than the owner of the later filed application.
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bt . comecem April 26, 1982

The Honorable Robert W. Kastenmeler

Chairman

Subcommittee on Courts, Civil Liberties,
and the Adminiatration of Justice

Committee on the Judiciary

U. 8. House of Representatives

Washington, DC 20515

Dear Mr. Chairman:

This letter is in response to your letter of April 26, 1982,
requesting OTA's assistance in connection with your Subcommittee's
consideration of voluntary arbitration for patent disputes. :

The enclosed staff paper, on Resolving Patent Disputes Outside
the Court System, discusses binding voluntary arbitration. It was
prepared by the OTA staff based on analyses and information developed
as part of ocur ongoing Assessment of "The Patent System and Its Impact
on New Technology Enterprises®.

We would be happy to respond to any questions you may have
regarding this document. I hope that this information is useful to
you and the membera of your Subcommittee.

Sincerely,
bdoiie
i . Gibbons

co: The Honorable Tom Railsback
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RESOLVING PATENT DISPUTES OUTSIDE THE COURT SYSTEM

The expense of resolving patent disputes in the court system is a
major factor determining whether a patent will be enforced or challenged in

court.

The causes of the expense in litigating patent disputes are inherent
in the American judicial system, and the problem of expense is shared by
many other high-stakes litigations. Reducing the expense of resolving
-patent disputes by denying access to the court system or materially
altering the procedural due process of litigants in the courts is not
Constitutionally permissible. Article VII of the Bill of Rights of the
Constitution guarantees the right to trial and Article V assures that no

one can be deprived of property without due process of law.

Congress can authorize a non-judicial forum, or para-judicial system,
from which parties can seek a less expensive resolution of patent disputes.
The para-judicial system could accomplish less expensive resolutions of
disputes through, for instance, limiting discovery and using quasi-judges
who are familiar with the technology and patent law.

Congress by enacting reexamination has c¢reated a para-judicial system
for resolving certain matters in patent disputes (35 USC Sect. 302-307).
While reexamination is a significant step, it can not serve to resolve

infringement, patent misuse, or even issues of patent validity that do not
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involve patentability of the claims over disclosures in patents or printed

publications (35 USC 301).

Binding voluntary arbitration has been proposed as an alternative
forum for resolving patent disputes by the Committee on Economic

Development (Stimulating Technological Progress, p. 55, January, 1980} and

the United States Chamber of Commerce. Recent emphasis has been placed on
encouraging the use of binding voluntary arbitration by Chief Justice
Burger. (Burger, Warren E., "Isn't There a Better Way?", American Bar
Association Journal 68 pp. 274-277, March, 1982). This paper explores
‘binding voluntary arbitration and administrative patent law panels as

alternative forums for the resolution of patent disputes.

-Binding Voluntary Arbitration: In binding voluntary arbitration, the

parties agree among themselves to waive their rights to seek redress in the
court system and agree to be bound by the decision of an arbitrator. The
decision of the arbitrator would only be challengeable in the courts for

matters such as impropriety in the arbitration proceeding.

Binding voluntary arbitrations are widely used in resolving many types
of disputes, and have been author}zed by Congress in the Federal
Arbitration Aet (Title 9, USC). (Virtually all states have arbitration
statutes that authorize voluntary arbitration and provide controls on the
arbitration procedures; for example, in California, the arbitrator is not
permitted to award attornéy fees.) The law is presently unclear as to

whether parties can use binding voluntary arbitration to resolve patent
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disputes. Several courts have held that binding arbitration of patent
validity is against public policy. (Zip Manufacturing Co. et. al. v. Pep
Manufacturing Co., 44 F2d 184, USDCD Del (1930); Beckman Instruments, Inc.
v. Technical Development Corp., 167 USPQ 10, CCAT (1970); and Babcock &
Wilcox Co.'Q. Public Service Company of Indiana, 193 USPQ 161, DCSD
Indiana (1976)) The lack of consensus on this ;séue among the courts has
purportedly deterred the use of binding voluntary arbitration in patent

validity and infringement disputes.

Because of the uncertainty about whether agreements to arbitrate and
_the decisions of an arbitrator will be enforced by the courts, legislation
authorizing voluntary arbitration (S. 2255) was passed by the Senate in the
94th Congress, and in the 97th authorizing legislation will be introduced
(Mr. Railsback's forthcoming amendment to H.R. 5602). The issues before
the policymaker include not only whether voluntary arbitration in patent
disputes shoﬁld_be permitted, but also if it is permitted, what

constraints, if any, are to be placed on the parties.

Binding voluntary arbitration offers the potential for, but does not
guarantee, less expensive and more expeditious resolution of patent
disputes. Favoring the speed and lesser expense of the probeedings are
that the arbitrator could be seleéted on the basis of his familiarity with
the technology and patent law; that the proceedings need not await the v
availability of the court; and that the standards for discovery used by the
courts need not'be employed. However, these benefits depend on the

: willingness'of the parties to cooperate in all éspects of the arbitration



27147

and on the performance of the arbitrator. Since the rules and procedures
of the arbitration, as well as the arbitrator and issues to be arbitrated
must be agreed upon by the parties major areas for disagreement exist that
éan result in lengthy and expensive efforts even before the arbitration
begins. Arsitrations that 1limit discovery can achieve cost reductions but
it can jeopardize the ability of the parties to.p;esent their positions
adequately and fairly. One commentator, who has served as an arbitrator in
patent disputes, has stated that discovery shouid be fairly complete for a
sound arbitration 6r patent disputes. (Davis, James F., "A New Approach to
Resolving Costly Litigation", Journal of the Patent Office Sooiety, Vol.

.61, pp. 482, 1979)

Binding voluntary arbitration will have little, if any, effeot on the
value of patents in general and will not enhance the patent-provided
incentives to undertake innovation. The only patents that will be involved
in arbitration are those in which eoonomic interest exists to have a
dispute worth resolving and in which the parties can come to an agreement
to arbitrate. If one party to a patent dispute believes that strategic
advantages exist with court litigation or that an adverse resolution can
have a significant effect on its operations, it is unlikely that an

agreement to arbitrate would be reached. (J. F. Davis, supra)

A published case history of a successful arbitration (Paul Janicke
"Resolving Patent Disputes by Arbitration: An Alternative to Litigation",
Journal of the Patent Office Society, 62 (6) pp 337-360, June 1980) relates

the experience of two major companies, Shell 0il Company and Intel Company,
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in resolving a dispute as to whether a Shell patent on a computer chip
invention was infringed. The author, who represented a party to the
arbitration,. states his belief that the arbitration succeeded because of
éhe mutual trust of the parties, and their desire and willingness to save
time and m&ney. He also argues that the arbitration was possible because
the computer chip was not in Shell's line of busigess and that the parties
pre-agreed to damages of $500,000 in the event that the patent was found to
be infringed. In his judgment had the stakes been higher ($5,000,000) or
the patent had been of direct commercial interest to Shell, no agreement to

arbitrate would have been achieved.

These observations place into question the frequency that binding
voluntary arbitration would be used by the parties to a dispute. Some
circumstances seem more favorable for voluntary arbitration. For example,
it is likely that the agreements to arbitrate would often be made as
provisions to patent license agreements. Since the possibility of a
dispute is remote, the parties would be more willing to enter into
agreements to arbitrate. Patent owners, particularly small patent owners,
would benefit from including binding voluntary arbitration provisions in
licensing agreements because the licensee would have sacrificed his ablility
to go to court where he could have withheld royalty payments peﬁding the

outcome of the suit and thereby exert economic pressure on the licensor.

Another class of potential user would be one who can not afford
litigation, yet has an earnest desire to seek an independent resolution of

disputes. But binding voluntary arbitration is not likely to place parties
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having disparate economic resources on a more equal fooéing in resolving a
patent dispute than court litigation. Because the parties must establish

the ground roles of the arbitration, the relative bargaining positions of

fhe parties may have a greater influence in arbitrations than in court

resolutions of disputes.

It is difficult to reliably estimate how many will use binding
voluntary arbitration to resolve patent dispute$ and whether 1t will
provide a more expeditious and less expensive route for resolving disputes.
Nonetheless, the growing emphasis and acceptance of voluntary arbitration
.in other areas implies the likelihood of use of voluntary arbitration in

patent disputes.

The policy implications of arbitration of patent disputes affect more
than the parties themselves.. For example, society can benefit from binding
voluntary arbitration. The use of arbitration would free the court system
of some disputes. On the other hand, there is a public interest in patent
validity. It is on this basis that the courts have held voluntary

arbitration agreements unenforceable.

One of the public interest concerns is that a finding of validity by
the arbitrator would prevent the éhallenger f;om contesting the validity of
the patent in the courts. The challenger, however, may be the only party
having sufficient economic interest to test the validity of the patent.

The policy set forth by the Supreme Court in holding that agreements by

licensees not to contest 'the validity of patents were unenforceable (Lear
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v. Adkins, 162 USPQ 1, 1969) would, to some extent, be modified if binding
voluntary arbitration were permitted. However, arbitrators, although
perhaps not having the same degree of public interest concerns as the
éourts, are more likely to reflect the public interest concerns than the
parties thémselves. For those cases which would be resolved by
arbitration, litigation might be precluded or unj;stified for many because
of the expense. Hence in those cases in which litigation would not occur,
arbitration increases the likelihood that the public interest would be

considered in their resolutions. (President's Commission on Patents, 1966,

p. 41)

There is another public interest concern in that if a pateant is found
to be invalid by the arbitrator the invalidity would apply only between the
parties to the agreement. The patent owner could continue to enforce his
patent against others. Legislative options exist that would result 1n4
arbitration having an effect on more than the parties to thg arbitration.
One option is to require the arbitrator to request reexamination in all
instances in which a significant question of the validity of the patent
over printed prior art exists. A finding of invalidity by the PTO would
nullify the patent.

An alternative to requiring reexaminétion would be to require that the
decision of the arbitrator be made part of the public record of the patent.
Although the decision would not affect the patent, the public would be made
aware of what the arbitrator believed to be defects in the patent. A

finding by an arbitrator that the patent was not valid would create an
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inference that the patent would be found invalid by a court, and this
inference would diminish the statutory presumption of validity should the
patent owner' attempt to enforce the patent against another party. Further,
ghe patent owner could anticipate efforts by the other party to obtain the

details of the arbitration decision through discovery.

In summary, binding voluntary arbitration qf patent disputes will
benefit those parties that are able to agree to the proceedings and
exercise discipline in the proceedings; however, potentials for abuse
exist. The frequenc§ with which voluntary arbitration will be used is
‘subject to speculation, but because the parties must agree to the
arbitration and its finality, its use 1is not likely to be widespread.

While questions of the effect of arbitration on society exist, they are not
susceptible to quantification. The policymaker can minimize any negative
effects on society by requiring that issues of patentability over prior art
be resolved through reexamination by the Patent and Trademark Office or by
requiring the decision of the arbitrator to be placed in the public record

of the patent.

Administrative Patent Law Panels: The Federal government could

establish, within the Executive Branch, admin}strative law panels that
would resolve all aspects of patent disputes including the validity and
infringement of the patent and whether the patent can be enforced as a
matter of equity. Other issues that do not directly relate to the patent
1ah,>such as anti-trust, which sometimes arise in patent disputes, would

not be considered by the administrative law panel.

45-025 O - 85 - 54
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This legislative approach is explored to contrast another type of
forum for resolving patent disputes with binding voluntary arbitration.
The administrative proceedings would have an established procedure and
ﬁanel of judges, thereby eliminating the necessity for the parties to.
negotiate éﬂese factors as would be required for an arbitration. Also, the
administrative proceedings wou;d be made public.a; are court proceedings,
and the decision of invalidity.would invalidate the patent itself. Another
difference is that the administrative law Judge; would be charged with

protecting the public interest.

While the administrative procedure can be mandatory, the right of the
parties to seek a resolution in the courts can not be constitutionally
compromised. Because mandatory administrative proceedings offer the
potential of adding to the duration and expense of litigation, only
voluntary proceedings under which the parties agree to forego their right

to the courts, are reviewed herein.

Having administrative law Jjudges with expertise in patent law and
technology will facilitate the proceedings and represent some savings to
the parties. However, in order to reduce significantly the duration and
expense of litigation, it is essential that the administrative proceedings
limit discovery, the primary area‘of expense ;n court litigations. An
example of an existing administrative law panel that has limitations on
discovery primarily through the imposition of time limits is the
International Trade Commission. (19USC Sect 1337(b)). The International

Trade Commission has jurisdiction to resolve, among other things, patent
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validity and infringement in connection with actions to stop the
importation of products. (19USC Sect 1337(a)) Often the International
Trade Commission is the exclusive forum to resolve the dispute (e.g., for
the importation of a product made by allegedly infringing a U. S. patent

directed to a process for making the product).

The limited discovery procedures of the International Trade Commission
have received mixed reviews. On the one hand, the proceedings have been
expeditious with disputes being resolved within 12 months (18 months in
complex cases) from the notice that an investigation has commenced. But as
‘a trade-off, discovery has been limited in time to usually about 5 months
(Donald V. Duvall, "The Expeditious Adjudication of Section 337 Unfair
Import Trade Practice Cases at the United States International Trade
Commission,® APLA Quarterly Journal, Vol 9 (2) pp. 157-171, 165, 1981).

The presiding administrative-law judge has the authority to limit the kind
and amount of discovery to enable the proceeding to be completed in a
timely fashion. (19 CFR 210.30) There have been complaints from involved
parties that they have not had adequate time to prepare for trial. The due
process limits imposed by the statute have not yet been fully tested.
(Duvall, "Adjudication Under Statutory Time Limits: The I. T. C.

Experience," 32 Ad. L. Rev. 733, 744 (ABA 1980))

Whether parties, given a choice, would be willing to forego a
comprehensive discovery provided by the courts for the possible time and
cost advantages of an administrative proceeding is uncertain. As with

binding voluntary arbitration, factors such as the amount in controversy,
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the importance of the patent, and the mutual trust of the parties, are
expected to be determinative of whether to undertake the risk of a
proceeding offering limited discovery. Hence the frequency of use of
aﬂministrative proceedings, if available, to resolve patent disputes may be
on the samé‘order as that for binding voluntary arbitration. The
administrative law panel would be governed by the.Administrative Procedures
Act (5 USC, Sect 551), and therefore its decisions would be reviewable by
the courts. However, the review is considered in the manner of an appeal
rather than a new trial, and the standard for reversal is that the decision
was clearly contrary to the evidence or arbitrary, capricious or

.discriminatory.

The broader social implications of administrative proceedings include
whether as a matter of practice the administration law judges will consider
the public interest as well as the courts and the expense of operating an
administrative law panel. As with voluntary arbitration, it must be
recognized that the alternative to administrative proceedings for many
cases may not be court litigation but rather private settlements. The
expense of the administrative proceedings could be off-set through user
fees; however, the implications of user fees is not addressed in this

paper.

In conclusion, administrative patent law panels can provide advantages
to the parties and to the public over binding voluntary arbitration;
however, these advantages (e.g., providing existing procedures and panels)

can be provided privately, for instance, by the American Arbitration
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Assoclation. Further, these advantages are not so significant that on
balance administrative proceedings are clearly superior to arbitration.
While it is difficult to reliably predict, it is expected that
aﬁministrative proceedings would not be appreciably more widely used than

binding voluntary arbitration.
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FMC Corporation

2000 Market Street
Philadelphia Pennsylvania 19103
(215) 299 6000

March 15, 1983 ;MC

FEDERAL EXPRESS

Mr. Mike Remington
Chief Counsel
Subcommittee on Courts,
Civil Liberties, and the
Administration of Justice
House Committee on the Judiciary
2137 Rayburn Building
Washington, D.C. 20515

Dear Mike:

This is the proposed patent legislation I mentioned today by
phone. It was developed by a group of us with industrial
backgrounds, and the purpose is to strengthen the patent
system from a variety of directions: . briefly, to encourage
manufacturing within the United States, to ease technology
transfer by patent license, to simplify patent interferences,
and to correct some inequities. All this is ‘described on the
attached pages.

I look forward to discussing this ~ and other issues of
interest - on Friday at 3:00 p.m. Dick Witte (who testified
for the Industrial Research Institute during the hearings on
the new Court of Appeals) will also be in Washington that day,
and I've asked him to come along. We all look forward to
working with you again.

Cordjially,
@
Pauline Newnfgn, Director

Patent & Licensing Department

cc: R, Witte

rl8al
LN73
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&AS//, LQNJ . Jﬁ'
Qgﬁeﬂk Qov*s
PROPOSAL FOR PATENT LEGISLATION, prepared by the Ad Hoc
Committee to Improve the Patent Laws

As patent counsel for major technology-based industries we have
undertaken to study proposed modifications of the patent system,
for the purpose of increasing its value to our national purpose

of technological leadership. We now recommend the following group
of amendments to Title 35. These amendments will encourage manu-
facturing within the boundaries of the United States, will ease
technology transfer through licensing, will simplify patent inter-
ferences, and will modify some inequitable procedures. Taken
together, they will strengthen the usefulness of the patent system
as a bulwark of industrial innovation.

We stand ready to provide further information and materials in
support of the attached proposals.

The committee: Rudolph J. Anderson
Merck & Co.

Robert B. Benson
Allis Chalmers Co.

Donald W. Banner
Schuyler, Banner, Birch, McKie & Beckett

Homer O. Blair
Itek Corporation

Harry F. Manbeck
General Electric Company

John E. Maurer
Monsanto Company

Pauline Newman
FMC Corporation

Donald J. Quigg
Philips Petroleum Co. (retired)

Richard C. Witte
Procter & Gamble Company

Arthur R. Whale
Eli Lilly & Co.
Supporting organizations:

Chemical Manufacturers Association

(Others pending)
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3/3/83
PROPOSED PATENT LEGISLATION

The national interest in the patent system is based on its contri-
butions in strengthening the technological base of the nation,

in encouraging research and invention and the commercial develop-
ment of new technology, in stimulating investment by the private
sector in technological progress, in improving the international
trade balance of the nation, in increasing employment, and in
providing a wider selection of products and services.

The pace of technological growth is slowing in the United States.
We believe that the patent system has the potential to serve as a
more forceful element in encouraging technological commitment and
investment. We believe that it is feasible to increase the
effectiveness of the patent system for this purpose.

The urgency of our national situation with respect to technological
leadership and innovation has convinced us that modification of

the patent law, in ways that strengthen the incentive role of
patents, can have a significant beneficial effect in encouraging
investment in innovative efforts. For this purpose, the following
areas are proposed for early legislative attention:

I. Infringement of process patents by offshore production:
This is a situation that has long been in need of remedy.
The 1966 Report of the President's Commission on the Patent
System commented as follows:

"The unauthorized importation into the United
States, or sale or use, of a product made
abroad by a process patented in the United
States, does not now constitute infringement...
This recommendation would make it possible
to prevent evasion of the process patent
owner's exclusive rights in the United
States by the practice of his process
abroad and the importation of the products
so produced into this country."

All other major manufacturing countries have such provisions
in their laws. It is inequitable for foreign laws to
protect foreign manufacturers against imports of this type
without the same benefit being available to United States
manufacturers. As part of a program to strengthen the
patent system for the benefit of United States innovators,
this useful step should now be taken.
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The principle is not new to U.S. jurisprudence, and is
embodied in 19 U.S.C. 1337(a), the Tariff Act, as a potential
unfair method of competition. However there are limitations
to application of the Tariff Act: it requires an administra-
tive determination of substantial competitive injury and the
Presidential promulgation of an exclusion order, as well as
proof of patent infringement and often adjudication of

patent validity. This proposed change would broaden the
procedural and substantive remedies available to the patentee,
would embody basic principles of fairness, and would favor
production within the United States of products intended for
the United States market. A proposed text follows:

§271(e): Whoever without authority imports
into or sells or uses within the United
States a product made in another country by
a process patented in the United States
shall be liable as an infringer.

Infringement of product patents by offshore assembly of
components: As a corollary to the above, it is timely to
!mpEement the long-discussed legislative reversal of the
decision in Deepsouth Packing Co. v. The Laitram Corporation,
406 U.S. 518 (1972), in order to provide an innovator with a
remedy against those who act to circumvent a United States
patentee's rights. In Deepsouth the Supreme Court held that
a United States patent is not infringed if vie final assembly
of the patented machine is done outside of the United

States, even when all the components are made within the
United States for this purpose. The Court stated that
legislative, not judicial, remedy is required. Such remedy
was part of various patent bills, including S. 2504 in the
93rd Congress and S. 473, S. 2255, and S. 23 in the 94th
Congress.

There has been extensive commentary on the Deepsouth holding,
in connection with hearings on past proposed legislation,
and in scholarly articles. It has been noted that the
subterfuge enabled by Deepsouth is disadvantageous to an
innovative economy, as copiers move offshore for the final
assembly of a patented product destined for export. This
result is inimical to innovation as well as unfair to the
innovator. We suggest that the national interest is better
served if there were increased support and recompense to
innovation, and decreased encouragement to opportunistic
copying and evasion of inventors' rights. The following
text is proposed:
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. §271(£f): Whoever without authority supplies
or causes to be supplied in the United
States the material components of a patented
invention, which components are uncombined
in whole or in part, intending that such
components will be combined outside the
United States and knowing that if such
components were combined within the United
States the combination would be an infringe-
ment of the patent, shall be liable as an
infringer.

III. Licenses for foreign filing: Chapter 17 of Title 35 was
enacted to prevent the transmittal abroad of technical
information bearing on national security. Its provisions
permit Government agencies concerned with security matters to
determine if patent applications contain such information.
When an inspection indicates that this is so, the Government
agency places the application under a secrecy order.

Although the great majority of patent applications contain
no sensitive information relating to national security, all
United States inventors wishing to file a foreign patent
application are reguired either to obtain a license for
filing abroad or to wait for six months after filing an
application in this country (35 U.S.C. 184). Aany deviation
" from that requirement, including the furnishing of informa-
tion abroad as an amendment to a foreign patent application
without prior license, could result in invalidation of the
corresponding U.S. patent and, additionally, in criminal
penalties (35 U.S.C. 186). .These sanctions can apply even
when the subject matter has nothing to do with national
security and even when the general subject matter has been
on file in the United States for over six months or has
been published in an issued U.S. patent.

In compliance with §184, enormous volumes of paper flow
through the PTO for the routine grant of export licenses,
often on trivial material. It is believed that a slightly
modified system can fully meet the governmental purpose of
the statute, while providing a significant benefit to users
of the patent system and cost savings to the PTO. The
following is suggested:
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Add to §184: In the case of an application
for which a license has been obtained or an
application which has been filed in the
United States PTO for more than six months
before the filing in a foreign country, and
on which no secrecy order has been issued, a
license shall not be required for any modi-
fications, amendments, supplements, divisions,
or other information filed in or transmitted
to the foreign country in connection with
such application if such modifications,
amendments, supplements, divisions, or
information, consist only of the illustra-
tion, exemplification or explanation of
subject matter specifically or generally
disclosed in such application.

A further change is proposed in Section 184, the third
sentence of which provides for a retroactive license if

a patent application was "inadvertently” filed abroad.

It is proposed to substitute the concept that the inadvertent
filing was “through error and without deceptive intent”,
which language appears in a different context in Section 251
of this title, and is in line with judicial analysis (see In
re Wadlinger et al., 181 U.S.P.Q. 827, 832). The Court of
Customs and Patent Appeals in wWadlinger pointed out that the
primary definition of error or mistake is "to choose wrongly";
thus even if the foreign filing without the requisite license
was not really inadvertent, but rather was a mistake in
interpretation of the statute, it could be rectified at the
Commissioner's discretion - in accordance with the following
amendment :

amending the third sentence of §184 by
striking out "inadvertently® and inserting
after "filed abroad" the words "through
error and without deceptive intent”.

Section 185 provides that failure to comply with §184 shall
invalidate the patent. Section 186 imposes a fine and prison
term for violation of Section 181 and Section 184. The
penalty for a non-deliberate and harmless failure to comply
with §184 (as contrasted with §181 relating to national
security) is disproportionately harsh. The following amend-
ments are proposed:

§185, add: , unless the failure to
procure such license was through error
and without deceptive intent, and the
patent does not disclose subject matter
within the scope of §181 of this title.

§186, lines 6-7, delete: whoever, in
violation of the provisions of §184 of
this title,
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IV. Unpublished research known to the patent applicant or
the assignee, as prior art:

Whether in a large research laboratory or a small technology-
based business, there usually exists scientific or techno-
logical prior knowledge in the field of an invention made by
a patent applicant. Team research, and the benefits of the
free flow of information within a research organization, add
inevitably to this situation. There is a growing body of
jurisprudence on the subject of the effect of this prior
knowledge on subsequent invention, starting with In re Bass.
The subject was discussed in the Journal of the Patent Office
Society, October 1981, 516-559.

"The impact of Bass and Clemens on the corporate
research environment arises not from any Bass~
Clemens rule per se, but rather from concepts
of inventive entity and joint and sole inventor-
ship under United States patent laws - laws that
require each and every joint inventor to have
contributed to the subject matter of each and
every claim contained in a patent application...
Thus, in the corporate research environment
where teamwork is the general rule and the
general policy is to encourage knowing what
fellow employees are doing, the patent laws
place a premium on not knowing. What an
applicant did not know when he made his
invention cannot be used as prior art, but
what he did know, can.

“Such encouragement of ignorance defeats a
fundamental principle of corporate research-
the free exchange of ideas between corporate
employees. Moreover, it runs counter to both
the policy and the spirit of the patent laws
because it discourages both invention and
the prompt disclosure of new inventions.®
(p. 557)

The situation is being refined through litigation, but
meanwhile it presents pitfalls which will inspire further
litigation and emphasize the unreliability of patents by
raising a further basis for challenge. Legislative evalua-
tion of the issues and balance of interests, in the light of
modern research practices and the purpose of the patent
incentive, is believed preferable to continuing uncertainty
in the law. Of the various statutory texts which have been
proposed, the following is suggested:

Add to §103: Prior art shall not include
unpublished information which is developed
by the applicant singly or jointly with
others, or which is known to the applicant
only by virtue of his/her employment.
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In re Bass and subsequent cases focused attention on the

issues of joint invention in research organizations and in

complex modern technology. It is timely to recognize and
provide for the common occurrence within research organiza-
tions, that team research may lead to inventions that are not
technically “joint® under present law. Thus there is today a
potential cloud on genus/species inventions, on continuation-
in-part applications where new researchers have joined the
team, on inventions which result from the teamwork of special-
ists who contribute different aspects of the inventive
solution. The following is suggested:

Substitute for the first paragraph of §116:
wWhen two or more persons have made inventive
contributions to the subject matter claimed

in an application, they shall apply for
patent jointly and each shall sign the appli-
cation and make the required oath, except as
otherwise provided in this title. Joint
inventors need not have made an inventive
contribution to each claim of the application.

Patent interference practice: It is reported that five out
of six interferences are disposed of prior to final hearing
at the PTO. Of those which are fully contested, about 70%
are won by the senior party. Interference contests and law,
and the procedures accompanying the declaration of inter-
ferences, the delineation of the issues, and the adducement
of proofs, comprise one of the most elaborate and arcane
practices that lawyers, judges, and bureaucrats have evolved
over the years. The cost is commensurately high. The
determination of priority of invention, as an administrative
proceeding, needs a fresh look.

We do not propose the abolition of interferences and
adoption of a first-to-~-file system. Rather, we propose
that the interference practice be simplified, to relieve
its unnecessary burden on the Patent and Trademark Office
and patent applicants, to remedy inequities, and to remove
pitfalls, by (a) adopting the statutory basis for a procedure
whereby priority of invention is established on the basis of -
affidavits and documents submitted to the PTO, as in the
Canadian procedure; and (b) encouraging administrative
control and simplification of all phases of interference
practice.
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t. Affidavit evidence:

The major cause of disproportionate cost and delay is in
the extensive discovery and deposition phase of current
interference practice. We propose that this be eliminated,
by appropriate Rule changes as well as by statutory change
to authorize a practice similar to that of Canada, whereby
evidence is by affidavit, and discovery and depositions are
not involved in priority contests.

Add to §i135(a): Evidence to establish priority
of invention iIn accordance with Section 102(g)

shall be provided by affidavit.

Procedural details could be presented in the Rules. There
are opportunities for .improving on the Canadian system,

with which there has been generally satisfactory experience.
Simplification of the interference.practice before the PTO
will avoid what is often a large litigation expense; and
earlier resolution of priority of invention can remove a
.significant disincentive to innovation. 1If indeed there is
suspicion of false affidavits or contrived records, the usual
legal remedies and defenses are available. And if any
disappointed interference party wants to go beyond a decision
based on the record of affidavits and written argument, the
party can bring an. action in the Pederal District Court as
presently provided by 35 U.S.C. 146.

2. Arbitration of priority of invention:

In harmony with the national interest in facilitating the
settlement of disputes, it is recommended that parties to
an interference be authorized to arbitrate issues of priority
and issues ancillary to priority. This is a logical exten-
sion of arbitration of issues of patent validity and
infringement, enabled in 35 U.S.C. 294, passed in 1982. As
stated by Rivise and Caesar in "Interference Law and Prac-
tice", page 2940, "It is extremely doubtful whether the
Patent Office may base a decision of priority on an arbi-
tration award." Although it is uncertain how frequently it
would be used in the context of today's patent/antitrust
‘interface, arbitration may provide a faster and cheaper
alternative to the present interference practice. 1In any
event, there appears to be no need to continue this last
exception to arbitration of patent-related disputes.
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Add §135(d): Parties to a patent interference
may determline such contest or any aspect thereof
by arbitration. The parties shall give notice
of any arbitration award to the Commissioner,
and such award shall be dispositive of the
issues to which it relates. The arbitration
award shall be unenforceable until such notice
is given.

3. Piling of interference settlement agreements:
Interference settlement agreements are private contracts in
settlement of litigation before the PTO where the issue is
priority of invention. Section 135(c) of the patent statute
requires the filing of these agreements for Justice Depart-
ment antitrust review. This is a regulatory statute,
apparently intended to deter antitrust violations by placing
them on record. Since its adoption in 1962 there has been no
recorded antitrust action, public or private, as a result of
this filing statute. The primary effect of this law has
been to provide another pitfall for patentees, due to the
harsh and inflexible statutory penalty.

At the time of enactment of §135(c) concern was expressed
that the statutory language was unclear as to what agreements
were covered. The reality of this concern is apparent in
subsequent litigation. Rather than try to revise the entire
statute to define its scope, it is proposed that the penalty
provision be made subject to a rule of reason rather than an
inflexible forfeiture, in harmony with the relief proposed
for inadvertent violation of §184 (above). At present, for
both §184 and §135(c), willful wrongdoing and substantial
compliance receive the same penalty. By the proposed
amendment the forfeiture would apply only when the non-
compliance was in bad faith and for the purpose of conceal-
ment, i.e., with deceptive intent:

Rewrite the 3d sentence of §135(c): Failure to
file the copy of such agreement or understanding,
unless such failure was through error and with-
out deceptive intent, shall render permanently
unenforceable such agreement or understanding

and any patent of such parties...

To provide an opportunity for remedy of a good faith failure
to meet the statute's filing requirements, it is proposed
that the Commissioner be granted discretion to accept late
filings on a showing of good cause. The following amendments
would remove the six-month present limit on such discretion:

In §135(c), strike "during the six-month period®
in the fourth sentence and "within the six-month
period” in the sixth sentence.
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It is also suggested that this regulation be subject to
“"sunset”, since experience over its twenty-one years of
life has shown it to be of 1limited public value as compared
with its burden.

Licensee estoppel and licensor estoppel:

It 1s not proposed to change the judge-made law that a
licensee can not be estopped to refrain from attacking

the validity of a licensed patent. There have however been
conflicting judicial interpretatijions of related issues,

such as the right of the licensor to terminate the license
or to receive royalties if the licensee refuses to terminate
the license while attacking the patent. ’

The opportunities for mischief have become disproportionately
high: A potential licensee can negotiate its best deal,

sign the contract, and then move into court at its whim, in
the knowledge that in some jurisdictions it is not even
risking its license. A fairer balance is required between
the integrity of contracts and the purported public interest
in facilitating attacks on the validity of patents.
Legislation is proposed to embody the following principles:

(a). A licensee shall not be estopped from contesting
the validity of a licensed patent; however, the
licensee shall be liable for continuing royalties
unless it terminates the license agreement.

(b). A licensor shall not be estopped from términating
the license during such contest.

(c). Until such termination by licensor or licensee,
royalties shall continue to be paid to the licensor
(i.e., not in escrow) in accordance with the license
agreement.

(d). Upon such termination of the license agreement by
either party, unlicensed practice of the patented
invention shall be subject to the remedies in
Chapter 29 of Title 35.
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These changes are intended to discourage opportunistic
licensing and subsequent litigation to the disadvantage
of a licensor who may find the patent asset wasted
thereby. A draft text follows:

Section 295. Licensee estoppel

(a) A licensee shall not be estopped from asserting in
judicial action the invalidity of any patent to which
it is licensed. Any agreement between the parties to
a patent license agreement which purports to bar the
licensee from asserting the invalidity of any licensed
patent shall be unenforceable as to that provision.

(b) In the event of an assertion of invalidity by the
licensee in a judicial action, licensee and licensor
shall each have the right to terminate the license at
any time after such assertion. Until so terminated by
either party, the licensee shall pay and the licensor
shall receive the consideration set in the license
agreement."”

This proposal places a heavier burden on the licensee

to make its attack on the patent at an early stage or
prior to taking a license. It also ensures that the
licensor will receive the bargained-for consideration if
the licensee continues to practice the licensed invention.
Those courts which have required the payment of royalties
into escrow have prevented the inventor from using these
monies to defend the patent. 1In our opinion, the balance
should not be weighted so heavily against the inventor.

VI. Applicability to unexpired patents: If indeed these
changes 1in title 35 will help to increase the usefulness
of the patent system as a national incentive, they should
be available to the large number of already issued United
States patents:

The amendments made by this Act shall apply
to all unexpired United States patents
granted before or after the date of enact-
ment of this Act.

r116A20(s2)
ec73(N)

45-025 O - 85 - 55
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A BILL

To amend title 35, of the United States Code, to increase

the effectiveness of the patent laws and for other purposes.

Be it enacted by the Senate and House of Representatives

of the United States of America in Congress assembled,

Sec. 1. Section 271 of title 35, of the United States
Code, is amended by adding at the end thereof the following
new subsections:

"(e) Whoever without authority imports into or sells
or uses within the United States a product made in another
country by a process patented in the United States shall be
liable as an infringer.

"(f) Whoever without authority supplies or causes to
be supplied in the United States the material components
of a patented invention, where such components are uncom-
bined in whole or in part, intending that such components
will be combined outside of the United States, and knowing
that if such components were combined within the United
States the combinaﬁion would be an infringement of the

patent, shall be liable as an infringer."”

Sec. 2. Section 184 of title 35, United states Code,
is amended by

(1) amending the third sentence thereof by striking
out "inadvertently" and inserting after "filed abroad” the

words "through error and without deceptive intent".
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(2) adding at the end thereof the following new
paragraph:

"In the case of an application for which a license
has been obtained or an application which has been filed
in the United States Patent and Trademark Office for more
than six months before the filing in a foreign country,
and on which no secrecy order has been issued, a license
shall not be required for any modifications, amendments,
supplements, divisions, or other information filed in or
transmitted to the foreign country in connection with such
application if such modifications, amendments, supplements;
divisions, or information consist only of the illustration,
exemplification, or explanation of subject matter specifically

or generally disclosed in such application.”

Sec. 3. Section 185 of title 35, United States Code,
is amended by adding to the last sentence thereof the
following: ", unless the féilure to procure such license
was through error and without deceptive intent, and the
patent does not disclose subject matter within the scope of

section 181 of this title.®

Sec. 4. Section 186 of title 35, United States Code,
is amended by:
(1) striking out " whoever, in violation of the

provisions of section 184 of this title,"; and
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(2) inserting "such" in the clause "in respect of

any such invention..."

Sec. 5. Section 103 of title 35, United States Code,
is amended by adding at the end thereof the following:
"Prior art shall not include unpublished information
which is developed by the applicant singly or jointly with
others, or which is known to the applicant only by virtue of

his or her employment.”

'

Sec. 6. Section 116 of title 35, United States Code, ;s
amended by amending the first paragraph to read as follows:

"When two or more persons have made inventive contribu-~
tions to the subject matter claimed in an application, they
shall apply for patent jointly and each shall sign the
application and make the required oath, except as otherwise
provided in this title. Joint inventors need not have made

an inventive contribution to each claim of the application.”

Sec. 7. Section 135(a) of title 35, United States
Code, is amended by adding at the end thereof the following:
"Evidence to establish priority of invention in accordance

with section 102(g) shall be provided by affidavit.”

Sec. 8. Section 135(c) of title 35, United States
Code, is amended by--

(1) inserting before "shall render" in the third
sentence the following: %, unless such failure was through

error and without deceptive intent,"; and
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(2) striking out the words "during the six~-month
period®™ in the fourth sentence and "within the six-month

period" in the sixth sentence.

Sec. 9. Section 135 of title 35, United States Code,
is amended by adding at the end thereof the following new
subsection:

"(d) Parties to a patent interference may determine
such contest or any aspect thereof by arbitration. The
parties shall give notice of any arbitration award to the
Commissioner, and such award shall be dispositive of the
issues to which-it relates. The arbitration award shall

be unenforceable until such notice is given.”

Sec. 10. Title 35, United States Code, is amended by
adding a new section 294 a follows:

"Section 295. Licensee estoppel

“"(a) A licensee shall not be estopped from asserting in
judicial action the invalidity of any patent to which
it is licensed. Any agreement between the parties to a
patent license agreement which purports to bar the licensee
from asserting the invalidity of any licensed patent shall
be unenforceable as to that provision.

"(b) In the event of an assertion of invalidity by the
licensee in a judicial action, licensee and licensor shall

each have the right to terminate the license at any time
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after such assertion. Until so terminated by either party,
the licensee shall pay and the licensor shall receive the

consideration set in the license agreement."”

Sec 11. The amendments made by this Act shall apply to
all unexpired United States patents granted before or after

the date of enactment of this Act.

r126A19
ec73(N)
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FMC Corporation

2000 Market Street
Philadelphia Pennsylvania 19103
(215) 299 6000

July 29, 1983 : ;Mc

David Beier, Esq.

Subcommittee on Courts, Civil Liberties,
and the Administration of Justice

House Committee on the Judiciary

2137-B Rayburn House Office Building

Washington, DC 20515

Subject: Legislative Proposals Relating to
Of fshore Production or Assembly as
Patent Infringement

Dear David:

The enclosed materials relate to Section 1 of the
legislation proposed by the Ad Hoc Group, directed to

the practice of process patents outside of the United
States and to the overturn of the Supreme Court decision
in Deepsouth v. Laitram. The following enclosed materials
are pertinent:

1. A page from the 1966 report of President Johnson's
Commission on the Patent System, recommending that
importation of a product made abroad by a process
patented in the United States shall constitute
infringement of the United States patent.

2. A report distributed in 1974 by Rudy Anderson dis-
cussing the commercial problems that require remedy
of the sort achieved by the amendment recommended by
the President's Commission.

3. A copy of a letter from Mike Kirk dated March 10,
1982, (Mike and the Commigssioner of Patents have
participated in the work of the Ad Hoc Group. The
first page of Mike's letter applies to Section 2
of our proposed bill, about which I shall write
separately. The second page of his letter relates to
the Deegsouth case. Mike's letter contains a number
of pertinent materials, as follows:
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2. July 29, 1983
David Beler, Esq.
Subcommittee on Courts, Civil Liberties,
and the Administration of Justice
House Committee on the Judiciary

a. Several bills introduced in the 93rd and 94th
Congresses, wherein the proposals embodied in
Section 1 of our Bill were previously submitted.
They were not the subject of controversy at
the time.

b. A statement which appeared in hearings held
before the 93rd Congress on S,1321, by Guy
Shoup discussing the Deepsouth decision and
the reasons why a divided Supreme Court
reversed a unanimous Court of Appeals. The
Supreme Court decision also appears in this
record, along with the dissent which suggests
the need for legislative attention.

c. Mike also provided the attached statement of
the Houston Patent Law Association.

d. He also provided an internal Patent Office
paper discussing Deepsouth and supporting the
position that the decision should be overturned.

I'm working on the next installment.

Sincerely, ‘
CBolein W/
No

Pauline Newman, Director
Patent & Licensing Department

cc: Ad Hoc Group
Enclosures

r412a4
md73
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REgORT OF THE PRESIDERT'S COHMISSION ON THE PATERT
1966

'The 1mportntion 1nb0vtne United ‘States’
Cof a product made abroad:by, a cesa N

- patented in the United:States a ’

“oqnatitute an act of: 1nrr1ngwment.

SY°TuM

The unauthorlved 1mpo at on 1nto t}e United Statns,.

or sale or use, of a productimade.abroad by a process
patented in the United Stacee,;dOea not' now constitute ine
fringement, A process patent: owner'may seek to have tho

offending product excluded from thig-oountry uander
Tarifl Act of 1930, on the ground that inmportation
tend to cause substantial injury to an efficiently
aconomically operated domestic industry, However,
of thece requiremaents, the patent ewner les 1ittle
for succeaa. ; :

Thig rcoammundation would méke 1t poasible

the

will

and
boecause
proapset

‘to proe

“vent evasion, of the process;patentiowner's.exclusive )
"rights in the United States, by the’practice of hip proceos
gbroad and the 1mportacion or tho products 6o produood

into this country.

’
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.. Opinion of the Court 408 U.8.

DEEPSOUTH PACKING CO., INC. v. LAITRAM
CORP.

CERTIORARI TO THE UNITED STATES COURT OF APPEALS FOR
THE FIFTH CIRCUIT

No. 71-315. Argued April 11, 1972—Decided May 30, 1972

Petitioner is not foreclosed by 35 U. 8. C. §271 (a), which pro-
scribes the unauthorized making of any patented invention within
.the United States, from making the parts of shrimp deveining
machines (for which respondent was adjudged to have valid com-
bination patents) to sell to foreign buyers for assembly by the
buyers for use abroad. The word “makes” as used in § 271 (a) .
does not extend to the manufacture of the constituent parts of a
combination machine, and the unassembled export of the elements
of an invention does not infringe the patent. Radio Corp. of
America v. Andrea, 79 F. 2d 626. Pp. 519-532.

443 F. 2d 936, reversed and remanded.

WHITE, J., delivered the opinion of the Court, in which DougLas,
BrRENNAN, SteEwart, and MarsHALL, JJ., joined. Brackwmun, J.,
filed a dxseentmg opinion, in which Burger, C. J., and PoweLL and
Rerxnquisr, JJ., joined, post, p. 532.

Harold J. Birch argued the cause for petitioner. With
-him on the briefs were C. Emmett Pugh and William W.
Beckett.

Guy W. Shoup aréued the cause and filed a brief for
respondent.

Edward 8. Irons and Mary Helen Sears filed a brief
a8 gmici curiae urging reversal.

MRr. JustTicE WHITE delivered the opinion of the
Court. -

The United States District Court for the Eastern Dis-
trict of Louisiana has written:

“Shrimp, whether boiled, broiled, barbecued or

fried, are a gustatory delight, but they did not evolve
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to satisfy man’s palate. Like other crustaceans, they
wear their skeletons outside their bodies in order
to shield their savory pink and white flesh against
predators, including man. They also carry their
intestines, commonly called veins, in bags (or sand
bags) that run the length of their bodies. For
shrimp to be edible, it is necessary to remove their

- ghells. In addition, if the vein is removed, shrimp
become more pleasing to the fastidious as well as
more palatable.” !

Such “gustatory’”” observations are rare even in those
piscatorially favored federal courts blissfully situated on
the Nation’s Gulf Coast, but they are properly recited
in this case. Petitioner and respondent both hold
patents on machines that devein shrimp more cheaply -
and efficiently than competing machinery or hand labor
can do the job. Extensive litigation below has estab-
lished that respondent, the Laitram Corp., has the
-superior claim and that the distribution and use of
petitioner Deepsouth’s machinery in this country should
be enjoined to prevent infringement of Laitram’s patents.
Laitram Corp. v. Deepsouth Packing Co., 443 F. 2d
928 (CA5 1971). We granted certiorari, 404 U. S.
1037 (1972), to consider a related question: Is Deep-
south, barred from the American market by Laitram’s
patents, also foreclosed by the patent laws from ex-
porting its deveiners, in less than fully assembled form,
for use abroad?
I

A rudimentary understanding of the patents in dis-
pute is a prerequisite to comprehending the legal issue
presented. The District Court determined that the
Laitram Corp. held two valid patents for machin-

1 Laitram Corp. v. Deepsouth Packing Co., 301 F. Supp. 1037,
1040 (1969).
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ery used'in the process of deveining shrimp. One,
granted in 1954, accorded Laitram rights over a “slitter”
which exposed the veins of shrimp by using water pres-
sure and gravity to force the shrimp down an inclined
trough studded with razor blades. As the shrimp de-
scend through the trough their backs are slit by the
blades or other knife-like objects arranged in a zig-zag
pattern. The second patent, granted in 1958, covers a
“tumbler,” “a device to mechanically remove substan-
tially all veins from shrimp whose backs have previously
been slit,” App. 127, by the machines described in the
1954 patent. This invention uses streams of water to
carry slit shrimp into and then out of a revolving drum
fabricated from commercial sheet metal. As shrimp
pass through the drum the hooked “lips” of the punched
metal, “projecting at an acute angle from the support-
ing member and having s smooth rounded free edge
for engaging beneath the vein of a shrimp and for wedg-
ing the vein between the lip and the supporting mem-
ber,” App. 131, engage the veins and remove them,

Both the slitter and the tumbler are combination
patents; that is,

“[n]one of the parts referred to are new, and none
are claimed as new; nor is any portion of the com-
bination less than the whole claimed as new, or
stated to produce any given result. The end in
view is proposed to be accomplished by the union
of all, arranged and combined together in the man-
ner described. And this combination, composed of
all the parts mentioned in the specification, and
arranged with reference to each other, and to other

2 This patent expired shortly before argument in this court and is
therefore not relevant to Laitram’s claim for injunctive relief. It
is described, however, because Laitram claims damages for Deep-
south’s asserted past exportation of the parts of this machine.
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parts of the [machine] in the manner therein de-
scribed, is stated to be the improvement, and is the
thing patented.” Prouty v. Ruggles, 16 Pet. 336,
341 (1842).

"The slitter’s elements as recited in Laitram’s patent
claim were: an inclined trough, a ‘“knife” (actually,
knives) positioned in the trough, and a means (water
sprayed from jets) to move the shrimp down the trough.
The tumbler’s elements include a “lip,” a “support mem-
ber,” and a “means” (water thrust from jets). As is
usual in combination patents, none of the elements in
either of these patents were themselves patentable at
the time of the patent, nor are they now. The means
in both inventions, moving water, was and is, of course,
commonplace. (It is not suggested that Deepsouth
infringed Laitram’s patents by its use of water jets.)
The cutting instruments and inclined troughs used in
glitters were and are commodities available for general
. use. The structure of the lip and support member in
the tumbler were hardly novel: Laitram concedes that
the inventors merely adapted punched metal sheets or-
dered from a commercial catalog in order to perfect their
invention, The patents were warranted not by the
novelty of their elements but by the novelty of the
combination they represented. Invention was recog-
nized because Laitram’s assignors® combined ordinary
elements in an extraordinary way-—a novel union of
old means was designed to achieve new ends.* Thus,

8 The machines were developed by two brothers who are now
president and vice-president of the Laitram Corp. The patents are
in their names, but have been assigned to the corporation.

¢ The District Court wrote:

“Defendant urges that the [1958] patent is invalid as aggregative,
anticipated by the prior art, obvious, described in functional language,
overbroad, and indefinite. While it is clear that the elements in



21780

522 ' OCTOBER TERM, 1971
’ Opinion of the Court 408 U. 8.

for both jnventions “the whole in some way exceed fed]”
the sum of its parts.” Great A. & P. Tea Co. v. Super-
market Equipment Corp., 340 U. S. 147, 152 (1950).

II

The lower court’s decision that Laitram held valid
combination patents entitled the corporation to the
privileges bestowed by 35 U. S. C. § 154, the keystone
provision of the patent code. “[F]or the term of seven-
teen years” from the date of the patent, Laitram had
“the right to exclude others from making, using, or sell-
ing the invention throughout the United States . ...”
The § 154 right in turn provides the basis for affording
the patentee an injunction against direct, induced, and
contributory infringement, 35 U. S. C. §283, or an
award of damages when such infringement has already
occurred, 35 U. S. C. §284. Infringement is defined
by 35 U. S. C. §271 in terms that follow those of
§ 154:

“(a) Except as otherwise provided in this title,
whoever without authority makes, uses or sells any
patented invention, within the United States dur-
ing the term of the patent therefor, [du‘ectly] in-
fringes the patent.

“(b) Whoever actively induces infringement of a
patent shall be liable as an infringer.

“(c) Whoever sells a component of a patented
machine, manufacture, combination or composition,
or a material or apparatus for use in practicing a
patented process, constituting a material part of
the invention, knowing the same to be especially
made or especially adapted for use in an infringe-

the . . . patent, especially the punch lip material, had been avail-
able for a considerable period of time, when combined they co-act in
such a manner to perform a new function and produce new results.”
301 F. Supp., at 1063,
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ment of such patent, and not a staple article or
commodity of commerce suitable for substantial non-
infringing use, shall be liable as a contributory
infringer.”

As a result of these provisions the judgment of
Laitram’s patent superiority forecloses Deepsouth and
its customers from any future use (other than a use
approved by Laitram or occurring after the Laitram
patent has expired) of its deveiners “throughout the
United States.” The patent provisions taken in con-
junction with the judgment below also entitle Laitram
to the injunction it has received prohibiting Deepsouth
from continuing to “make” or, once made, to “sell”
deveiners “throughout the United States.” Further,
Laitram may recover damages for any past unauthorized
use, sale, or making ‘“throughout the United States.”
This much is not disputed.

But Deepsouth argues that it is not liable for every
-type of past sale and that a portion of its future busi-
ness is salvageable. Section 154 and related provisions
obviously are intended to grant a patentee a monopoly
only over the United States market; they are not in-
tended to grant a patentee the bonus of a favored posi-
tion as a flagship company free of American competition
in international commerce. Deepsouth, itself barred from
using its deveining machines, or from inducing others
.to use them “throughout the United States,” barred also
from making and selling the machines in the United
States, seeks to make the parts of deveining machines,
to sell them to foreign buyers, and to have the buyers
assemble the parts and use the machines abroad.® Ac-

S Deepsouth is entirely straightforward in indicating that its
course of conduct is motivated by a desire to avoid patent infringe-
ment. Its president wrote a Brazilian customer:

“We are handicapped by a decision against us in the United States.
This was a very technical decision and we can manufacture the entire



2782

524 OCTOBER TERM, 1971
Opinion of the Court 406 U.S.

cordingly, Deepsouth seeks judicial approval, expressed
through a modification or interpretation of the injunc-
tion against it, for continuing its practice of shipping
deveining equipment to foreign customers in three sepa-
rate boxes, each containing only parts of the 134-ton
machines, yet the whole assemblable in less than one
hour.® The company contends that by this means both
the “making” and the “use” of the machines occur abroad
and Laitram’s lawful monopoly. over the making and
use of the machines throughout the United States is
not infringed.

Laitram counters that this course of conduct is based
upon a hypertechnical reading of the patent code that,
if tolerated, will deprive it of its right to the fruits of
the inventive genius of its assignors. “The right to
make can scarcely be made plainer by definition . . . )"
Bauer v. O'Donnell, 229 U. S. 1, 10 (1913). Deepsouth
in all respects save final assembly of the parts “makes”
the invention. It does so with the intent of having
the foreign user effect the combination without Laitram’s
permission. Deepsouth sells these components as though
they were the machines themselves; the act of assembly
is regarded, indeed advertised, as of no importance.

The District Court, faced with this dispute, noted
that three prior circuit courts had considered the mean-
ing of “making” in this context and that all three had
resolved the question favorably to Deepsouth’s posi-

machine without any complication in the United States, with the
exception that there are two parts that must not be assembled in the
United States, but assembled after the machine arrives in Brazil.”

Quoted in Laitram Corp. v. Deepsouth Packing Co., 443 F. 2d
928, 938 (CA5 1971).

¢ As shipped, Deepsouth’s tumbler contains & deveining belt dif-
ferent from Laitram’s support member and lip. But the Laitram
elements are included in a separate box and the Deepsouth tumbler
is made to accommodate the Laitram elements. The record shows
that many customers will use the machine with the Laitram parts.
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tion. See Hewitt-Robins, Inc. v. Link-Belt Co., 371
F. 2d 225 (CA7 1966) ; Cold Metal Process Co. v. United
Engineering & Foundry Co., 235 F. 2d 224 (CA3 1956);
and Radio Corp. of America v. Andrea, 79 F. 2d 626
(CA2 1935). The District Court held that its injunec-
tion should not be read as prohibiting export of the
elements of a combination patent even when those
elements could and predictably would be combined to -
form the whole.

“It may be urged that . .. [this] result is not log-
ical . . .. But it is founded on twin notions that
underlie the ‘patent laws. One is that a combina-
tion patent protects only the combination. The
other is that monopolies—even those conferred by
patents—are not viewed with favor. These are logic
enough.” 310 F. Supp. 926, 929 (1970).

The Court of Appeals for the Fifth Circuit reversed,
thus departing from the established rules of the Second,
Third, and Seventh Circuits. In the Fifth Circuit

" panel’s opinion, those courts that previously considered
the question ‘“worked themselves into . . . a conceptual
box” by adopting “an artificial, technical construction”
of the patent laws, a construction, moreover, which in
the opinion of the panel, “[subverted] the Constitutional
scheme of promoting ‘the Progress of Science and use-
ful Arts’ ” by allowing an intrusion on a patentee’s rights,
443 F. 2d, at 938-939, citing U. S. Const., Art. I, § 8.

II1

We disagree with the Court of Appeals for the Fifth
Circuit.” Under the common law the inventor had no

T For simplicity’s sake, we, like the lower courts, will discuss only
Deepsouth’s claim as to permissible future conduct. It is obvious,
however, that what we say as to the scope of the injunction in Lai-

tram’s favor applies also to the calculation of damages that Laitram
may recover,

45-025 O - 85 - 56
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right to exclude others from making and using his inven-
tion. If Laitram has a right to suppress Deepsouth’s ex-
port trade it must be derived from its patent grant, and
thus from the patent statute.® We find that 35 U. S. C.
§ 271, the provision of the patent laws on which Laitram
relies, does not support its claim.

Certainly if Deepsouth’s conduct were intended to
lead to use of patented deveiners inside the United
States its production and sales activity would be subject
to injunction as an induced or contributory infringe-
ment. But it is established that there can be no con-
tributory infringement without the fact or intention of a
direct infringement. “In a word, if there is no [direct]
infringement of a patent there can be no contributory
infringer.” Mercoid Corp. v. Mid-Continent Co., 320
U. S. 661, 677 (1944) (Frankfurter, J., dissenting on other
grounds). Aro Mfg. Co. v. Convertible Top Replacement
Co., 365 U. S. 336, 341-342 (1961), succinctly articulates
the law:

“It is plain that § 271 (¢c)—a part of the Patent
Code enacted in 1952—made no charige in the
fundamental precept that there can be no contribu-
tory infringement in the absence of a direct infringe-
ment. That section defines contributory infringe-
ment in terms of direct infringement—namely the
sale of a component of a patented combination or
machine for use ‘in an infringement of such
patent.’ ”

8 “But the right of property which s patentee has in his inven-
tion, and his right to its exclusive use, is derived altogether from
these statutory provisions; and this court [has] always held that
an inventor has no right of property in his invention, upon which
he can maintain a suit, unless he obtains a patent for it, according
to the acts of Congress; and that his rights are to be regulated and
measured by these laws, and cannot go beyond them.” Brown v.
Duchesne, 19 How. 183, 195 (1857).
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The statute makes it clear ‘that it is not an infringe-
ment to make or use a patented product outside of the
United States. 35 U. S. C. §271. See also Dowagiac
Mfg. Co. v. Minnesota Moline Plow Co.,, 235 U. S.
641, 650 (1915), Brown v. Duchesne, 19 How. 183
(1857). Thus, in order to secure the injunction it seeks,
Laitram must show a § 271 (a) direct infringement by’
Deepsouth in the United States, that is, that Deepsouth
“makes,” “uses,” or “sells” the patented product within
the bounds of this country,

Laitram does not suggest that Deepsouth “uses” the
machines. Its argument that Deepsouth sells the ma-
chines—based primarily on Deepsouth’s sales rhetoric
and related indicia such as price —cannot carry the day
unless it can be shown that Deepsouth is selling the
“patented invention.,” The sales question thus resolves
-itgelf into the question of manufacture: did Deepsouth
“make” (and then sell) something cognizable under
the patent law as- the patented invention, or did it

"“make” (and then sell) something that fell short of
infringement? "

The Court of Appeals, believing that the word “makes”
should be accorded “a construction in keeping with the
ordinary meaning of that term,” 443 F. 2d, at 938, held
against Deepsouth on the theory that “makes” “means
what it ordinarily connotes—the substantial manufac-
ture of the constituent parts of the machine.” Id., at
939. Passing the question of whether this definition
more closely corresponds to the ordinary meaning of the
term than that offered by Judge Swan in Andrea 35 years’
earlier (something is made when it reaches the state of

? Deepsouth sold the less than completely assembled machine for
the same price as it had sgold fully assembled machines. Its adver-
tisements, correspondence, and invoices frequently. referred to a
“machine,” rather than to a kit or unassembled parts. See Brief for
Respondent 8-11,
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final “operable” assembly), we find the Fifth Circuit’s defi-
nition unacceptable because it collides head on with a line
of decisions so firmly embedded in our patent law as to be
unassailable absent a congressional recasting of the
statute.

We cannot endorse the view that the “substantial
manufacture of the constituent parts of [a] machine”
constitutes direct infringement when we have so often
held that a combination patent protects only against the
operable assembly of the whole and not the manufacture
of its parts. “For as we pointed out in Mercoid v. Mid-
Continent Investment Co., [320 U. S. 661, 676] a
patent on a combination is a patent on the assembled
or functioning whole, not on the separate parts.”
Mercoid Corp. v. Minneapolis-Honeywell Regulator Co.,
320 U. S. 680, 684 (1944). See also Leeds & Catlin Co.
v. Victor Talking Machine Co., 213 U. S, 301:

“A combination is a union of elements, which
may be partly old and partly new, or wholly old or
wholly new. But whether new or old, the combina-
tion is a means—an invention—distinct from them.”
Id., at 318.

“[O]ne element is not the combination. Indeed, all
of the elements are not. To be that—to be identical
with the invention of the combination—they must
be united by the same operative law.” Id., at 320.

And see Brown v. Guild, 23 Wall. 181 (1874). In sum,
“[i]f anything is settled in the patent law, it
is that the combination patent. covers only the
totality of the elements in the claim and that no ele-
ment, separately viewed, is within the grant.” Aro
Mfg. Co. v. Convertible Top Replacement Co., 365
U. S., at 344.



2181

DEEPSOUTH PACKING CO. v. LAITRAM CORP. 529
518 Opinion of the Court

It was this basic tenet of the patent system that led
Judge Swan to hold in the leading case, Radio Corp. of
America v. Andrea, 79 F. 2d 626 (1935), that unassembled

export of the elements of an invention did not infringe
the patent.

“[The] relationship is the essence of the patent.

“. .. No wrong is done the patentee until the com-
bination is formed. His monopoly does not cover
the manufacture or sale of separate elements capable
of being, but never actually, associated to form
the invention. Only when such association is made
is there a direct infringement of his monopoly, and
not even then if it is done outside the territory for
which the monopoly was granted.” Id., at 628.

See also Cold Metal Process Co. v. United Engineering
& Foundry Co., 235 F. 2d, at 230 (“We are in full
accord with the rule thus laid down in the Andrea
cagse and we think that the master and the district court
were right in applying it here”); Hewitt-Robins, Inc. v.
Link Belt Co., 371 F. 2d, at 229 (to the same effect).

We reaffirm this conclusion today.

Iv

It is said that this conclusion i8 derived from too
narrow and technical an interpretation of the statute,

and that this Court should focus on the constitutional
mandate

“[t]o promote the Progress of Science and useful
Arts, by securing for limited Times to Authors and
Inventors the exclusive Right to their respective
Writings and Discoveries . . . ,” Art. I, §8,

and construe the statute in & manner that would, al-
legedly, better reflect the policy of the Framers.
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- We cannot accept this argument. The direction of
Art. I is that Congress shall have the power to pro-
mote the progress of-science and the useful arts. When,
as here, the Constitution is permissive, the sign of how
far Congress has chosen to go can come only from
Congress. We are here construing the -provisions of a
statute passed in 1952, The prevailing law in this and
other courts as to what is necessary to show a patent-
able invention when a combination of old elements is
claimed was clearly evident from the cases when the
Act was passed; and at that time Andrea, representing
a specific application of the law of infringement with
respect to the export of elements of a combination patent,
was 17 years old. When Congress drafted §271,
it gave no indication that it desired to change either
the law of combination patents as relevant here or the
ruling of Andrea* Nor has it on any more recent
occasion indicated that it wanted the patent privilege’
to run farther than it was understood to run for 35
years prior to the action of the Court of Appeals for
the Fifth Cireuit. :

Moreover, we must consider petitioner’s cla.lm in light
of this Nation’s historical antipathy to monopoly ** and
of repeated congressional efforts to preserve and foster
- competition. As this Court recently said without
dissent:

* “[I]n rewarding useful invention, the ‘rights and

welfare of the community must be fairly dealt

10 When § 271 was drafted and submitted to the Senate in 1952,

Senator Saltonstall asked: “Does the bill change the law in any way
- or only codify the present patent laws?” Senator McCarran, Chair-
man of the Judiciary Committee, responded: “It codifies the present
patent laws.” 98 Cong. Rec. 9323.

11 8ee the discussion in Graham v. John Deere Co., 383 U.S. 1,7
et seq. (1966).
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with and effectually guarded.” Kendall v. Winsor,
21 How. 322, 329 (1859). To that end the pre-
requisites to obtaining a patent are strictly ob-
served, and when the patent has issued the limi-
tations on its exercise are equally strictly en-
forced.” Sears, Roebuck & Co. v. Stiffel Co., 376
U. S. 225, 230 (1964).

It follows that we should not expand patent rights
by overruling or modifying our prior cases construing
the patent statutes, unless the argument for expansion
of privilege is based on more than mere inference from
ambiguous statutory language. We would require a
clear and certain signal from Congress before approving
the position of a litigant who, as respondent here, argues
that the beachhead of privilege is wider, and the area
of public use narrower, than courts had previously
thought. No such signal legitimizes respondent’s posi-
tion in this litigation.
Iri conclusion, we note that what is at stake here i8
the right of American companies to compete with an
American patent holder in foreign markets. OQur patent
system makes no claim to extraterritorial effect; “these
acts of Congress do not, and were not intended to, oper-
ate beyond the limits of the United States,” Brown v.
Duchesne, 19 How., at 195; and we correspondingly
reject the claims of others to such control over our
markets. Cf. Boesch v. Graff, 133 U. S. 697, 703
(1890). To the degree that the inventor needs pro-
tection in markets other than those of this country, the
wording of 35 U. S. C. §§ 154 and 271 reveals a congres-
sional intent to have him seek it abroad through patents
secured in countries where his goods are being used. Re-
spondent holds foreign patents; it does not adequately
explain why it does not avail itself of thém.
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' v
In sum: the case and statutory law resolves this case

against the respondent. When 8o many courts have
so often held what appears so evident—a combination
patent can be infringed only by combination—we are
not prepared to break the mold and begin anew. And
were the matter not so resolved, we would still insist
on a clear congressional indication of intent to extend
the patent privilege before we could recognize the mo-
nopoly here claimed. Such an indication is lacking.
Accordingly, the judgment of the Court of Appeals for
the Fifth Circuit is reversed and the case is remanded
for proceedings consistent with this opinion.

It is so ordered.

MR. JusTicE BLACKMUN, with whom THE CHIEF Jus-
TICE, MR. Justice PoweLL, and MR. JusTicE REENQUIST
join, dissenting. ‘ ‘

Because our grant of certiorari was limited, 404 U. S.
1037 (1972), the customarily presented issues of patent
validity and infringement are not before us in this case.
I necessarily accept, therefore, the conclusion that the
Laitram patents are valid and that the Deepsouth de-
veining machine, when manufactured and assembled in
the United States, is an infringement. The Court so
concedes. The Court, however, denies Laitram patent
law protection against Deepsouth’s manufacture and
assembly when the mere assembly is effected abroad.
It does so on the theory that there then is no “making”
of the patented invention in the United States even
though -every part is made here and Deepsouth ships
all the parts in response to an order from abroad.

With all respect, this seems to me to be too narrow
a reading of 35 U. S. C. §§ 154 and 271 (a). In addi-
tion, the result is unduly to reward the artful com-
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petitor who uses another’s invention in its entirety and
who seeks to profit thereby. Deepsouth may be admis-
sive and candid or, as the Court describes it, ante, at
523 n. 5, “straightforward,” in its “sales rhetoric,” ante,
at 527, but for me that rhetoric reveals the very
iniquitous and evasive nature of Deepsouth’s opera-
tions, I do not see how one can escape the conclusion
that the Deepsouth machine was made in the United
States, within the meaning of the protective language
of §§154 and 271 (a). The situation, perhaps, would
be different were' parts, or even only one vital part,
manufactured abroad. Here everything was accom-
plished in this country except putting the pieces to-
gether as directed (an operation that, .s Deepsouth
represented to its Brazilian prospect, would take ‘less
than one hour”), all much as the fond father does with
his little daughter's doll house on Christmas Eve. To
say that such assembly, accomplished abroad, is not
_ the prohibited combination and that it avoids the re-
" strictions of our patent law, is a bit too much for me.
The Court has opened the way to deny the holder of
the United States combination patent the benefits of
his invention with respect to sales to foreign purchasers.

I also suspect the Court substantially overstates when
it describes Radio Corp. of America v. Andrea, 79 F.
2d 626 (CA2 1935), as a “leading case,” ante, at 529,
and when it imputes to Congress, in drafting the 1952
statute, an awareness of Andrea’s “prevailing law,” ante,
at 530. Andrea was seriously undermined only two years
after its promulgation, when the Court of Appeals modi-
fied its decree on a second review. Radio Corp. of
America v. Andrea, 90 F. 2d 612 (CA2 1937). Its
author, Judge Swan himself, dissenting in part from
the 1937 decision, somewhat ruefully allowed that his
court was overruling the earlier decision. Id., at 615, I
therefore would follow the Fifth Circuit's opinion in the
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present case, 443 F. 2d 936 (1971), and would reject
the reasoning in the older and weakened Andrea opinion
and in the Third and Seventh Circuit opinions that merely
follow it.

By a process of only the most rigid construction, the
Court, by its decision today, fulfills what Judge Clark,
in his able opinion for the Fifth Circuit, distressingly
forecast: '

“To hold otherwise [as the Court does today]
would subvert the Constitutional scheme of pro-
‘moting ‘the Progress of Science and useful Arts,
by securing for limited Times to Authors and In-
ventors the exclusive Right to their respective
Writings and Discoveries.” U. S. Const., art. I
§8 Cl. 8. It would allow an infringer to set up
shop next door to a patent-protected inventor whose
product enjoys a substantial foreign market and
deprive him of this valuable business, If this
Constitutional protection is to be fully effectuated,
it must extend to an infringer who manufactures
in the United States and then captures the foreign
markets from the patentee. The Constitutional
mandate cannot be limited to just manufacturing
and selling within the United States. The in-
fringer would then be allowed to reap the fruits
of the American economy—technology, labor, ma-
terials, etc—but would not be subject to the re-
sponsgibilities of the American patent laws. We
cannot permit an infringer to enjoy.these benefits
and then be allowed to strip away a portion of the
patentee’s protection.” 443 F. 2d, at 939.

I share the Fifth Circuit’s concern and I therefore
dissent.
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JEFFERSON Ert AL. v. HACKNEY, COMMISSIONER
OF PUBLIC WELFARE, ET AL.

APPEAL FROM THE UNITED STATES DISTRICT COURT FOR THE
NORTHERN DISTRICT OF TEXAS

No. 70-5064. Argued February 22, 1972—Decided May 30, 1972

Appellants, recipients of Aid to Families With Dependent Children
(AFDC), challenge the system whereby Texas, in order to allocate
its fixed pool of welfare money among persons with acknowledged
need, applies a percentage reduction factor to arrive at a reduced
standard of need, the factor being lower for AFDC than for other
categorical assistance programs. Appellants assert that the State’s
method of applying this factor to recipients with outside income
contravenes § 402 (a)(23) of the Social Security Act, which re-
quired adjustment, by July 1, 1869, of “amounts used . . . to
determine the needs of individuals” to reflect increases in living
costs, because this method does not increase the welfare rolls to

- the same extent as would an alternative procedure used by some
other States. They also make an equal protection claim on the
grounds that the distinction between the aid programs is not ra-
tional and that the Texas system racially discriminates against the

- ‘proportionately larger number of minority groups in AFDC than
in the other programs. Held:

1. The Texas scheme does not contravene § 402 (a) (23) of the
Social Security Act, which does not require use of a computation
procedure that maximizes individual eligibility for subsidiary bea-
efits. Pp. 539-545.

2. The challenged system does not violate the Equal Protection
Clause of the Fourteenth Amendment. Pp. 545-551,

(a) The fact that there are more members of minority groups
in the AFDC program than in other categories does not indicate
racial discrimination, absent any proof of racial motivation in the
Texas scheme. There was no such proof here. Pp. 547~549.

(b) Texas’ decision to provide somewhat lower welfare benefits
for AFDC recipients than for the aged and infirm who are in other
categories is not invidious or irrational, and there is no constitu-
tional or statutory requirement that relief categories be treated
exactly alike. Pp. 549-551. ‘

Affirmed.
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INFRINGEMENT AND ASSEMBLY ABROAD —
PATENT PROTECTION TAKES A
VACATION IN DEEPSOUTH

INTRODUCTION

The doctrine of infringement originated as a means of enforcing
a patentee’s superior claim to intellectual property’and was legislatively
recognized in this country by the original Patent Act of 1790.! How-
ever, as application of the patent system broadened and technology ad-
vanced, a patentee’s ability to protect his patent was diluted by the
impracticality of maintaining infringement actions against direct in-
fringers.2 In 1871, as a solution to this dilemma, the concept of con-
tributory infringement was advanced in Wallace v. Holmes® A line of
case law embracing this concept* was codified as section 271(c) of the
Patent Act of 1952.5 Although the courts’ interpretations of this section
led to much controversy, the doctrine of contributory infringement has
gained general acceptance. This doctrine has been most useful in the
area of combination patents. Opponents of its broad application argue
that the doctrine of contributory infringement indirectly extends the

1 Patent Act of 1790, ch. 7, § 4, 1 Stat. 109, 111,

2 As an example of a fairly common pattern that made it difficult for a patentee to
pursue the direct infringer, 2 private consumer might purchase an unpatented element
of a patented combination from an unauthorized manufacturer and then combine this
element with the rest of the combination (which he had either manufactured himself or
bought from another). The ultimate use of the resulting combination would be a direct
infringement if the replacement of the element in question was a reconstruction of the
patented combination. (See text accompanying notes 19-33 infra for a complete discussion
of this aspect of infringement.) In such a situation, the private consumer would be the
direct infringer whether or not he had knowledge of the nature of his conduct. The
inadequacy of an infringement action against an individual consumer or even consumer-
users as a class is obvious to even the most aggressive patent holder. The loss of good will
would easily outweigh the possibility of recovery. Additionally, the monetary recovery
resulting from a cause of action against a consumer or a group of consumers would, of
necessity, be too small to reasonably compensate the plaintiff for the costs of his action,
not to mention damages incurred as a result of the infringement. A more equitable and
effective remedy was needed by the patent holder.

829 F. Cas. 74 (No. 17,100) (C.C.D. Conn. 1871). This doctrine permits a patentee to
sue a person who sells an unpatented component of a patented combination with the’
intent and purpose of bringing about its use in a patented combination. See text accom-
panying notes 38 to 62 infra. The practical advantage of the doctrine is that jt gives the
patentee a cause of action against a party better able than the direct infringer to com-
pensate him adequately for his damages.

4 Carbice Corp. of America v. American Patents Dev. Corp., 283 US. 27 (1931); Henry
v. A. B. Dick Co., 224 US. 1 (1912); Leeds & Catlin Co. v. Victor Talking Mach. Co., 213
U.S. 325 (1909); Morgan Envelope Co. v. Albany Paper Co., 152 U.S. 425 (1894); Heaton-
Peninsular Button-Fastener Co. v. Eurcka Specialty Co., 77 F. 288 (Gth Cir. 189G); Saxe V.
Hammond, 21 F. Cas. 593 (No. 12,411) (C.C.D. Mass. 1875); Wallace v. Holmes, 29 F. Cas. 74
(No. 17,100) (C.CD. Conn. 1871).

635 US.C. § 271(c) (1970). See note 66 infra.

662



2796

- DEEPSOUTH : 663

patent monopoly beyond its intended bounds by protecting unpatented
elements as well as the patented combination itself.

The recent Supreme Court patent case, Deepsouth Packing Co. v.
Laitram Corp.,” dealt with an analogous area. This case involved an.
alleged infringer who manufactured a domestically patented machine,
omitting two small pieces that would be present in the finished product.
The almost complete combination was then exported for final assembly
and sale to a foreign country where the patentee had no patent rights.
‘The Supreme Court, in a 54 decision, narrowly construed the section
-1548 right to exclude others from “making” the patented invention in
the United States as embracing only the fully assembled patented com-
bination. )

Although the Court’s holding, reversing a unanimous Fifth Circuit
Court of Appeals, was consonant with established precedents, this paper
will urge application of a more realistic test of infringement. Such a
test would seek out the “heart of the invention,” a focus revived by the
second Aro Manufacturing Co. v. Convertible Top Replacement Co.?
.case. Such a change is necessary to bolster the patent system by offering
the patentee broader protection in exchange for his disclosure of the
details of the patented invention. Just as section 271(c) codified early

. case law and overruled the Supreme Court’s holding in the Mercoid
cases,!? an amendment to 35 U.S.C. § 271 could codify substantial case
law and overrule the holding in Deepsouth. The purpose of this paper is
to explain the need for and urge the adoption of such an amendment
which would become section 271(e). The proposed subsection reads as
follows:

(e) Whoever shall substantially manufacture in the United States
so much of the unpatented elements of a patented combination

8 The philosophy tending to construe a patent grant most narrowly was clearly
manifested in two cases dealing with the activities of an alleged contributory infringer,
the Mercoid Corporation. The resulting “Mercoid doctrine” greatly limited the permissible
uses of a combination patent. Although Mercoid was found to have unauthorizedly manu-
factured the significant unpatented element of a patented combination, the Court held that
the patent grant could not be extended to cover such unprotected elements regardless of
their dominance in the combination. The patentec and his licensee were barred from
enforcing their patent rights against Merooid in companion cases. Mercoid Corp. v.
Minneapolis Honeywell Regulator Co., 320 US. 680 (1944); Mcreoid Corp. v. Mid-Continent
Inv. Co., 820 U.S. 661 (1944).

7406 US. 518, rehearing denied, request for leave to amend petition granted, 409 US,
902 (1972).

835 US.C. § 154 (1970). See note 14 infra.

9877 US. 476 (1964). For further discussion of this case, see text accompanying notes
101-121 infra.

10 Mercoid Corp. v. Minneapolis Honeywell Regulator Co., 320 U.S. 680 (1944); Mercoid
Corp. v. Mid-Continent Inv. Co., 320 US. 661 (1944). See note 6 supra.
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that the patentable aspect of that combination is captured, and
there exists no significant practical use for such manufactured
item(s) other than assembly into the patented combination, and
such assembly, requiring only minor integration, does in fact
take place abroad, shall be liable as a direct infringer.11

The remainder of this paper will discuss the development of patent
protection concepts and their relationship to the patent problem most
graphically illustrated in Deepsouth, partial domestic manufacture and
assembly abroad. It is hoped that this background exploration will illus-
trate the unsoundness of the result achieved by the Court in its first
decision affecting this significant area.

INFRINGEMENT

The mandate of the patent system is to implement the intention
of the framers of the Constitution: “The Congress shall have Power
. . . [t]Jo promote the Progress of Science . . . by securing for limited
Times to . . . Inventors the exclusive Right to their respective . . . Dis-
coveries.”’? The hope was that offering this exclusive right to an
inventor. in exchange for his full and frank disclosure would enable
others to have an opportunity to become familiar with his invention
within a short period of time. The natural result of such wide dissemi-
nation of knowledge is the advancement of technology through the
development and application of new techniques, processes and equip-
ment.!3

A patent grant gives a patentee, his heirs or assigns, the right to
exclude others from making, using or selling the invention in the
United States for a period of 17 years.’* The patentee’s remedy for vio-
lation of this patent grant by another is a civil action for infringement.'®

The present infringement statute, § 271(a)?® of the Patent Act of

11 An explanation of the proposed amendment and an analogous case law analysis are

ted in text accompanying note 190 infra.

12 US. Consr. art. 1, § 8.

18 SUBCOMM. ON PATENTS, TRADEMARKS AND COPYRIGHTS OF THE SENATE COMM. ON THE
JupIciAry, BlsT CONG., 2D SEsS., PROPOSALS FOR IMPROVING THE PATENT System (Comm. Print
1956).

1435 US.C. § 154 (1970) reads:

Every patent shall contain a short title of the invention and a grant to the

patentee, his heirs or assigns, for the term of seventcen years . . . of the right to
exclude others from making, using, or selling the invention throughout the United
States. . . .

15 85 US.C. § 281 (1970) reads:

A patentee shall have remedy by civil action for infringement of his patent.
1635 US.C. § 271(a) (1970) provides: -

Excert as otherwise provided in this title, whoever without authority makes, uses
or seils any patented invention, within the United States during the term of the
patent therefor, infringes the patent.
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1952, is a recodification of earlier statutes. The infringement concept
has been well received and broadly applied by the courts. The statute
prohibits unauthorized use, manufacture or sale of the intellectual
property claimed by the patent. To determine if there is an infringe-
ment, the claims of the patent are compared to the device allegedly
used, manufactured or sold in violation of the patent. Consideration is
given to the patent disclosure and the prosecution history of the patent
application.!” If the identical elements recited in the claims are present
in the defendant’s item, there is “literal” infringement.

When a user purchases a patented item from an authorized seller,
the sale implies authority to use that item. Consistent with this author-
ity, the purchaser has the right to repair the device to keep it operable.
However, difficulty arises in determining when the repair exceeds what
is permissible and thus becomes reconstruction, 4.e., a remaking. The
authority to reconstruct is not ordinarily implied in the sale of a pat-
ented item even though the reconstructed device will be used solely by
the original purchaser.'® The distinction between-repair and reconstruc-
tion becomes even more elusive when the patented item is protected by
a combination patent under which individual elements are unpatented,
only the combination being protected.

The concept of repair versus reconstruction?® was first considered
in-the 1850 case, Wilson v. Simpson,?® wherein defendant purchaser oi
a patented planing machine replaced only the unpatented knife blades.
The Court discussed tests that could be used to determine the limits of
permissible repair. The two factors given greatest weight in this deci-
sion were the durability of the part and the intention of the patentee.
The major assembly of the machine had a useful life of several years
while the cutting blades had a comparatively shorter life. Therefore,
the Court held the replacement of the blade a permissible repair within
the implicit intention of the patentee. However, the other parts were
not intended to be replaced by a purchaser and the useful life of the
‘machine was thus limited by the life of the more durable parts.!

The Wilson Court’s analysis was relied upon in a line of cases

17 Janes, Infringement, in ENCYCLOPEDIA OF PATENT PRACTICE AND INVENTION MANAGE-
MENT 437, 439 (R. Calvert ed. 1964).

18 Wilson v. Simpson, 50 US. (@ How.) 109 (1850). The Wilson Court found that
reconstruction constitutes a re-“making.”

19 This concept gains significance in the area of contributory infringement. Whea an
unpatented element of a patented combination is the. basis of an infringing reconstruction,
the unauthorized supplier of that element may be liable for contributory infringement.
See text accompanying notes 38-62 infra.

2050-US. (9 How.) 109 (1850).

21 Id. at 125-26.
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dealing with repair and reconstruction. Significantly, a number of fac-
tors besides intent?? and durability?® have been used by courts to test
whether a replacement is repair or reconstruction.?* For instance, the
inventiveness of the unpatented element in the combination was the
determining factor in Davis Electrical Works v. Edison Electric Light
Co.25 where the patent for an electric light bulb was held to be in-
fringed by the replacement of the filament. The First Circuit stated
that the filament was the distinctive element and its replacement was
reconstruction and not repair.

In Leeds & Catlin Co. v. Victor Talking Machine Co.,*® the Su-
preme Court found the patent covering the combination of the record
and the player to be infringed by the replacement of the record disc.
This holding was also_based on the importance or dominance of that
element in the patented combination.?

Other factors were relied upon in Westinghouse Electric & Manu-
facturing Co. v. Hesser®® when the Sixth Circuit held that replacement
of certain unpatented elements in a Ratented progressive-feed- stoker
was merely repair and not infringing reconstruction. This decision was
based primarily on the factors of removability and frequency of replace-
ment of the element in question. The Court also relied on durability
and intent, saying:

22 The leading case on intent is Cotton-Tie Co. v, Simmons, 106 US. 89 (1882). This
case dealt with a patented combination consisting of a steel buckle and a steel strap. The
patentee sold these ties for use on cotton bales. The ties were removed by cutting them
off. Although the ties were marked “licensed to use once only,” the defendant welded
the used ties together and resold the remade combination. The Court held such replacement
to be infringing reconstruction since the obvious intent of the patentee was for the ties
to be used but once. See Hildreth, Contributory Infringement, 44 J. PAT. OFF. Soc’y 512,
585-36 (1962), for the suggestion that intention be deemed the controlling consideration
and other factors such as dominance, removability, life and inventiveness are means of
determining the patentee’s intention. : .

23 Examples of cases relying on durability are Wilson v. Simpson, discussed in text
accompanying note 20 supra, and another early case, Morgan Envelope Co. v. Albany
Paper Co., 152 U.S. 425 (1894). The latter case concerned a patented toilet paper roll and
dispenser combination. The patentee charged the defendant with contributory infringe-
ment for supplying purchasers of the combination with replacement rolls of toilet paper.
Because of the perishable nature of the commodity, the Court found for the defendant. The
toilet paper roll, by its very nature, would have to be replaced frequently during the
useful life of the dispenser-roll combination. Such replacement of a perishable element
is mercly permissive repair. Accord, Heyer v. Duplicator Mfg. Co., 263 US. 100 (1923).

24 See Hildreth, Contributory Infringement, supra note 22, at 528-36; Comment,
Repair and Reconstruction of Patented Combinations, 32 U. CH1. L. Rev. 353 (1965); Note,
Repair and Reconstruction in Patented Combinations, 23 U. Prrr. L. Rev. 184 (1961).

25 60 F. 276 (Ist Cir. 1894).

28213 US. 325 (1909).

27 See text following note 49 infra. Actually, the disc itself had been protected by an
early patent that had expired.

28131 F.2d 406 (6th Cir. 1942).

45-025 O - 85 - 57
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-

Where the perishable nature of the parts are recognized by the
patentee, and where the parts are adapted to be removed from the
patented combination and, from time to time, replaced, replace-
ment of such parts is repair and not reconstruction.??

Aro Manufacturing Co. v. Convertible Top Replacement Co. (Aro
1)®® was the first major infringement case decided by the Supreme Court
subsequent to enactment of the Patent Act of 1952. Cautioning that
direct infringement is a prerequisite to a finding of contributory in-
{ringement,? the Court found that the mere replacement of part of a
patented combination would not constitute infringement.®2 Justice
Srennan’s concurring opinion recognized that replacement of elements
could not be dismissed so categorically. In order to determine whether
a replacement is permissible repair or infringing reconstruction,

r

[a]ppropriately to be considered are the life of the part replaced in
relation to the useful life of the whole combination, the importance
of the replaced element to the inventive concept, the cost of the
component relative to the cust of the combination, the common
sense understanding and intention of the patent owner and the
buyer of the combination as to its perishable components, whether
the purchased component replaces a worn-out part or is bought for
some other purpose, and other pertinent factors.33

When the infringement concept was initially introduced, only
literal infringement was considered. However, the courts expanded
the concept with their recognition of the doctrine of equivalents. In
1853, the Supreme Court, in Winans v. Denmead,** first applied this
doctrine. The modern case that is most frequently cited for this prin-
ciple is Graver Tank & Manufacturing Co. v. Linde Air Products®®
where the Court stated:

“To temper unsparing logic and prevent an infringer from stealing

the benefit of the invention” a patentee may invoke this doctrine to

proceed against the producer of a device “if it performs substan-

tially the same function in substantially the same way to obtain the
same result.”39

20 Id. at 410.
30 365 U.S. 336 (1961).
31]d. at 341, citing Mercoid Corp. v. Mid-Continent Inv. Co., 320 U.S. 661 (1944).
32 365 U.S. at 346.
No element, not itself separately patented, that constitutes one of the elements of
a combination patent is entitled to patent monopoly, however essential it may be
to the patented combination and no matter how costly or difficult replacement
may be.

I1d. at 345.
83 Id. at 363-64 (footnotes omitted). See id. nn.2-7.
3456 U.S. (15 How.) 330 (1853).
35 339 U.S. 605 (1950). .
86 Id. at 608, quoting Sanitary Refrigerator Co. v. Winters, 280 U.S. 30, 42 (1929),
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The doctrine of equivalents recognizes society’s moral and practical
obligation to protect the patentee in exchange for his disclosure of the
patented item, thus preventing someone else from changing an insignifi-
cant element and claiming the whole item as new. Such application of
the doctrine of equivalents effectively broadens the protection afforded
by a patent grant although the claims themselves are, of course, not
affected.?” This doctrine is the product of judicial decision and has never
been codified.

CONTRIBUTORY INFRINGEMENT

Similar to the doctrine of equivalents, the doctrine of contributory
infringement was also a logical response to the practical and equitable
obligation to protect patentees. Typically, an inventor of a combination
would patent it as such if the elements were individually unpatentable
although the combination met patentability requirements.?® Such a
patent protects the combination only and not the individual elements.3®
As stated in Aro 1,40 -

[I)f anything is settled in the patent law, it is that the combination
patent covers only the totality of the elements in the claim and that
no element, separately viewed, is within the grant.#!

The doctrine of contributory infringement, as it developed at com-
mon law, was a tort concept.*? It provided that a patentee could sue a
person who sold an unpatented component of a patented combination
with the intent and purpose of bringing about its use in a patented .
combination. The earliest case applying this doctrine was Wallace v.
Holmes** which permitted recovery against an unauthorized seller of
a patented kerosene lamp. The defendant sold the lamp without the
glass chimney, thus omitting one claimed element in an effort to avoid

87 Janes, Infringement, supra note 17, at 443, citing International Harvester Co. V.
Killeser Mfg. Co., 67 F2d 54, 61 (9th Cir. 1933).

88 The statutory requirements of patentability are novelty, utility and non-obviousness.
For a discussion of the modern considerations for patentability, see Graham v. John-Deere
Co., 383 U.S. 1 (1966).

89 Mercoid Corp. v. Minneapolis Honeywell Regulator Co., 320 U.S. 680, 684 (1944).
But sec 35 US.C. § 271(c) (1970). This section sets down circumstances in which the
contributory infringement action will be used to protect unpatent.ed elements of a
patented combination: when the component is a material part of the invention, especially
made or especially adapted for use in infringement of the patent and not a staple article
of commerce, the sale or manufacture of that unpatented component is expressly pro-
hibited.

40 365 U.S. 336 (1961).

411d. at 344,

42 REPORT OF ATTORNEY GENERAL'S NATIONAL COMMITTER TO STUDY Anmlusr Laws
at 251 (March 31, 1955).

4329 F. Cas. 74 (No. 17, 100) (C.C.D. Conn. 1871).
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“iability for infringement. The court allowed recovery on the theory
:hat the ultimate purchaser would supply the missing element and thus
infringe the patent by the use of the lamp. Since the recovery against
i:e user was impractical, the court felt that equity demanded recovery
against the contributory infringer, the supplier of the almost complete
combination.

Just four years later, in Saxe v. Hammond,* this broad holding
was limited to the situation where the element sold was usable only in -
ihe patented combination. If the element sold was a staple item of com-
merce capable of significant non-infringing use, the seller escaped lia-
hility as a contributory infringer. This principle was applied much
later in Carbice Corp. of America v. American Patent Development
Corp.#®

The Patent Act of 1952 codified the doctrine of contributory in-
fringement.*® In the 81 years between Wallace*” and the Patent Act
tiiere arose a number of significant cases. In Morgan Envelope Co. v.
-ilbany Paper Co.,*® the holder of a patent on a toilet paper dispenser
-smbination brought suit against an alleged contributory infringer who
supplied purchasers of this device with replacement rolls of paper. The
:‘ourt denied recovery because of the nature of the element supplied
znd its impliedly permissible replacement (repair) without direct in-
fiingement of the patent.

Similarly, Leeds & Catlin Co. v. Victor Talking Machine Co.* was
zn action brought against the unauthorized manufacturer of sound discs,
charging the company with contributory infringement. The patent in
question covered the combination of player and sound disc. The disc
manufactured by the defendant Leeds & Catlin Company could be
used only on plaintiff’s player. Recovery was allowed because the re-
placement constituted an infringing reconstruction and the defendant,
as supplier, was a contributory infringer. Thus, the determination of
the alleged contributory infringer’s liability turned on both the exis-
tence of direct infringement (the consumer’s use of the Leeds & Catlin

442] F. Cas. 593, 594 (No. 12,411) (C.C.D. Mass. 1875).

45283 U.S. 27 (1931). This case dealt with a combination patent on a refrigerator
device that incorporated dry ice (solid carbon dioxide) as a coolant. The patentee granted
another the exclusive license to supply purchasers of the patented device with the dry ice.
The defendant, Carbice Corporation, supplled dry ice to the same customers with the
knowledge that the ice would be used in the patented combination. Carbice escaped
liahility because the dry ice was a staple item and could not be granted patent protection.

4035 US.C. §§ 271(b), (c) (1970).

4729 F. Cas. 74 (No. 17,100) (C.C.D. Conn. 1871).

48152 U.S. 428 (1894).

49 213 U.S, 325 (1909). Sce text accompanying note 26 supra.
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disc in combination with the player) and the absence of a substantial
non-infringing use for the component supplied by the defendant.

The Leeds & Catlin Court distinguished the nature of the element
supplied in the Morgan Envelope case from the record disc. The Su-
preme Court stated that the paper rolls in the earlier case were mere
passive elements while in the latter case the discs were “the distinction
of the invention, . . . the advance upon the prior art.” This formulation
has also come to be known as the “heart of the invention” test.

That a patentee could enforce his patent rights against a contrib-
utory infringer was a well-settled principle until 1944 when the two
Mercoid cases®™ were decided by the Supreme Court. The suit brought
by Mid-Continent Investment Company against Mercoid Corporation,®
the alleged contributory infringer, concerned a combination patent for
a heating system. The dominant element of the combination was an
unpatented stoker switch which was being manufactured by Mercoid
without authorization. Mid-Continent, the patent holder, brought an
action for contributory infringement based on the fact that Mercoid's
stoker switch was not a staple item ‘since it lacked any significant non-
infringing use. As a defense, Mercoid alleged that the prosecution of
a contributory infringement action based on an element not itself pat-

ented constituted patent misuse.’? This view was supported by the dis-
S

50 Mercoid“Corp. v. Mid-Continent Inv. Co., 320 U.S. 661 (1944); Mercoid Corp. v
Minneapolis Honeywell Regulator Co., 320 U.S. 680 (1944).

5143 F. Supp. 692 (N.D. Iil. 1942).

62 The particular significance of a patent misuse defense or counterclaim lies in its
remedial aspects. Some forms of patent misuse involve conduct that, by its nature, con-
stitutes an antitrust violation, e.g., patent pooling, tying arrangements, and fraud on
the Patent Office. Only the patent monopoly itself is exempted from Sherman Act antitrust
liability and the above types of repressive conduct related to the use of patents are not.

A typical patent pooling agreement involves a number of patentees who have agreed
to condition the licensing of their particular patents upon the licensee acquiring the rights
to use all the patents in the pool. These agreements unlawfully expand a patent monopoly
beyond its permissible bounds and the Sherman Act exemption does not apply.

Tying arrangcments condition the sale of patented proprietary items upon the
purchase of nonpatented, readily available items as well. These restrictions remove the
sale of the unpatented itcms from free competition and constitute unlawful attempts to
expand the scope of a patent grant.

Fraud on the Patent Office is another type of patcnt misuse that is characterized as an
antitrust violation. When a patent applicant knowingly and wilfully submits false informa-
tion or conceals pertinent information from the Patent Office to acquire a patent, that
patentee is wrongfully removing the subject from the public domain and fraudulently
‘acquiring a monopoly. X

Typically, these severe manifestations of patent misuse result in antitrust liability.
The wrongful patentee may be linble for treble damages and the counsel fees of the
aggrieved party and can bc compelled to cnter into royalty-free licensing agreements with
others in the ficld. In extrcme cases, the court may even order that the patent be dedicated
to the public. :

The Mercoid Court hcld that the use of 2 combination patent to protect an unpatented
elemcnt was a2 patent misuse of sufficient gravity to entitle the aggrieved party to antitrust
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irict court.® The Court of Appeals for the Seventh Circuit reversed,®
fasing its decision on the Leeds®® case. Leeds had held that the un-
authorized use of an unpatented element constituted infringement if
that element was the dominant aspect of the patented combination.
‘The Supreme Court, in Mercoid Corp. v. Mid-Continent Investment
Co.,%® reversed, stating that the Leeds rule could no longer be used to
protect an unpatented element of a patented combination.’? Factors
such as the dominance or inventiveness of an element were no longer
of consequence.’® Justice Douglas, writing for the Court, clarified the
resulting status of the doctrine of contributory infringement:

Tle result of this decision, together with those which have pre-
ceded it, is to limit substantially the doctrine of contributory in-
fringement. What residuum may be left we need not stop to con-
sider.59
‘Thus limiting the patent monopoly was deemed to be justified in the
l)ub]lc interest and consistent with the judicial attltude that monopoly
“evil” per se.%0 :

The companion case, Mercoid v. Minneapolis Honeywell Regula-
tvr Co.,% was brought by Honeywell, a patent licensee. The Court re-
itcrated its position and clarified its attitude of opposition to the use
of a patent on a combination to control the market for unpatented ele-
ments. The mere bringing of a contributory infringement action against
a manufacturer or seller of an unpatented element of a patented com-
bination was held to be patent misuse per se and an antitrust violation:

The legality of any attempt to bring unpatented goods within the

damages. This holding was grounded on the belief that the patent was being used to
protect an unpatented element from competition. In reality, however, the patentee was
“using his patent not to monopolize the sale of what is not patented but to prevent the
defendants from aiding others to infringe what is patented.” Florence -Mayo Nuway Co. v.
Hardy, 168 F.2d 778, 785 (4th Cir. 1948).

53 Id,

64133 F.2d 803 (7th Cir. 1942).

55213 U.S. 325 (1909).

58 320 U.S. 661 (1944).

37 The Court’s holding had the effect of overruling the Leeds case although Justice
Roberts stated, in his dissenting opinion, that Leeds had not been overruled. Id. at 675

68 Id. at 667.

59 Id. at 669.

% This judicial hosiility is prevalent notwithstanding the creation of the patent
monopoly by Article I, section 8 of the United States Constitution. One explanation for
this current attitude toward patents is the 1938 Hartford Conspiracy. This incident and
the resulting antitrust action, Hartford-Empire Co. v. United States, 328 U.S. 386 (1945),
arose from the pooling of over 500 patents by a number of companies engaged in glass
manufacturing. See Gregg, Tracing the Concept of “Patentable Invention,” 13 ViLL, L. REv.
48, 104 (1967). ]

01320 U.S. 680 (1944).
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protection of the patent is measured by the anti-trust laws not by
the patent law.%2

The holding in the Mercoid cases led to much confusion and criti-
cism. In effect, the doctrine of contributory infringement had been
abrogated, the patentee’s protection stripped of much of its attractive
ness, and the distinction between patent misuse and antitrust violations
all but disregarded. '

LEGISLATIVE REACTION

The controversy that resulted from the Mercoid decisions led to the
passage of § 271 of the Patent Act of 1952. Subsection (a)®*® merely re-
states the general definition of infringement applied by the courts. The
doctrine of contributory infringement was revived and codified in the
remaining subsections of section 271. Subsection (b)%4 was interpreted
by Hautau v. Kearney & Trecher Corp.®® to apply only in the situation
where actual infringement occurs as a result of inducement by the ai-
leged infringer. A mere attempt to induce infringement is insufficient.

Subsection (c)®® narrowly defines the elements of contributory in-
fringement. Specifically, the components of the patented device sold

“for use in performing the patented process or as an element of a pat-
ented combination must be a material part of the invention, must be
khi)w_r_l to be particularly made or adapted for use in the infringement,
and such component must not be a staple item suitable for substantial
non-infringing use. If these elements are present, the unauthorized seller
is guilty of contributory infringement.

The House Judiciary Committee®” attempted to clarify the purpose
of section 271(c):

One who makes a special device constituting the heart of a patented
machine and supplies it to others with directions (specific or im-

62 Id, at 684,

6335 U.S.C. § 271(a) (1970) provides:

Except as otherwise provided in this title, whoever without authority makes, uses

or sells any patented invention, within the United States during the term of the

patent therefor, infringes the ﬁtent.

6435 US.C. § 271(b) (1970) reads:

Whoever actively induces infringement of a patent shall be liable as an infringer.

65179 F. Supp. 490 (E.D. Mich. 1959),

6635 US.C. § 271(c) (1970) provides:

Whoever sells a component of a patented machine, manufacture, combination or

composition, or a material or apparatus for use in practicing a patented process,

constituting a materizl part of the invention, knowing the same to be especially

made or especially adeotzd “or uce in an infringement of such patent, angex?ol a

staple article or commsZit, of commerce suitable for cubstantial noninfringing

use, shall be lizble as a con:ributory infringer.

8T Housz CoM»4. ON THE JUDITZARY, REVIZON OoF 7~ "~ 7, UNITED STATES CODE, H.R.
Rep. No. 1923, 824 Cong., 2d Se. 17327,
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plied) to complete the machine is obviously appropriating the bene-
fit of the patented invention. It is for this reason that the doctrine
of contributory infringement, which prevents appropriating another
man’s patented invention, has been characterized as “an expression
both of law and morals.” Considerable doubt and confusion as to
the scope of contributory infringement has resulted from a number
of decisions of the courts in recent years. The purpose of this sec-
tion is to codify in statutory form principles of contributory in-
fringement and at the same time eliminate this doubt and confu-
sion.%8

Since subsection (c) specifically reestablished the offense of contrib-
utory infringement, another section was required to allow a patentee to
utilize this concept without risking patent misuse liability. The law
prior to the Patent Act of 1952 followed the holding of the Mercoid
cases and considered enforcement of patent rights against a contributory
infringer to be a per se patent misuse. Theoretically, section 271(d)¢®
was intended to overrule this concept. Justice Brennan’s concurring
opinion in 470 I found that “the legislative history makes it clear that
paragraph (d) complements (c) with the view to avoid the application
of the patent misuse doctrine to conduct such as that of the patent
owner in the present case.”?°

Post SECTION 271 CASE LAWwW

‘Avo Manufacturing Co. v. Convertible Top Replacement Co.™
(dro I) was the first case to be decided by the Supreme Court under
§ 271 of the Patent Act of 1952. Briefly, this case was concerned with a

681d. at 9,

89 35 US.C. § 271(d) (1970) reads:

No patent owner otherwise entitled to relief for infringement or contributory

infringement of a patent shall be denied relief or deemed guilty of misuse or illegal

extension of the patent right by reason of his having done one or more of the
following: (1) derived revenue from acts which if performed by another without

his consent would constitute contributory infringement of the patent; (2) licensed

or authorized another to perform acts which if performed without his consent

would constitute contributory infringement of the patent; (3) sought to enforce

his patent rights against infringement or contributory infringement,

70 365 U.S. 865 n.9, citing House COMM. ON THE JUDICIARY, REVIstoN oF TimE 35,
U~iTep StaTES Copk, H.R. Rep. No. 1923, 82d Cong., 2d Sess. (1952) and Hearings on H.R.
3760 Before the Subcomm. of the House Comm. on the Judiciary, 82d Cong., 1st Sess., at
161-62, 169-75 (1951).

In Aro Mfg. Co. v. Convertible Top Replacement Co. (dro II), 877 US. 476 (1964),
the Court stated that

Congress enacted § 271 for the express purpose of reinstating the doctrine of

contributory infringement as it had been developed by decisions prior to Mercoid,

and of overruling any blanket invalidation of the doctrine that could be found in

the Mercoid opinions,

id, at 492,

The court made reference to the Aro I opinions of Justice Black, 365 US. at 348-49
and nn.3-4; Justice Harlan, id. at 378 n.6; and Justice Brennan, id. at 365-67.

71 365 U.S. 836 (1961).

-
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combination patent on a self-sealing weatherproof convertible top used
in 1952-1954 Ford and General Motors automobiles.” Older designs
required the user to fasten external devices along the sides of the top
whenever it was raised. The new design obviated the need for this op-
eration. The patented top contained a number of major elements in-
cluding wood or metal supports, a fitted fabric top, and a wiper panel
that sealed the top against the body of the car by applying internal
pressure along the sides of the top. These individual elements were
unpatented. :

The controversy arose when Convertible acquired territorial rights
to the combination patent and brought an action to enjoin Aro, the
alleged contributory infringer, from making and selling replacement
fabrics. The district court held for Convertible™ and the Court of
Appeals for the First Circuit affirmed.”™ Both decisions were based on
the determination that the replacement of so major an element of the
combination was a reconstruction and, therefore, an infringement.”™

The Supreme Court reversed, declaring, “It is plain that § 271(c)

. . made no change in the fundamental precept that there can be no
contributory infringement in the absence of direct infringement.”"®
In the Court’s opinion, direct infringement was lacking because the
replacement of the unpatented fabric element was permissible “repair”
and ri'"otw_i‘nfringing “reconstruction.”’” The actual test applied was quite
simple:

Mere replacement of individual unpatented parts, one at a time,

whether of the same part repeatedly or different parts successively,

is no more than the lawful right of the owner to repair his property.

Measured by this test, the replacement of the fabric involved in

this case must be characterized as permissible “repair,” not “recon-

struction.”78

72 Mackie-Duluk Patent No. 2,569,724,

78119 US.P.Q. 122 (D. Mass. 1957).

74270 F.2d 200 (1st Cir. 1959).

78 Representatives of the Aro Company admitted that replacement fabrics cut for
the Mackie-Duluk top, due to their unique shape, could not be used on any other type of
convertible top. Thus, the courts found that the replacement fabric was not a staple article
since it had no non-infringing use.

76365 US. at #41.

77 The Court apparently overlooked the fact that Ford's use of the Mackie-Duluk top
was unauthorized. General Motors had acquired a license to use the top on its 1952-54 cars
but Ford had not, Thus, any manufacture or sale of Ford automobiles containing that -
patented top was a direct infringement of the patent. Further, the use of the convertible
top by Ford purchasers was unauthorized and a direct mfrmgemcm as well, making it
unnecessary to even consider repair versus reconstruction since anyone supplying a material
element of a patented combination to a direct infringer is liable a3 a contributory infringer.

78365 US. at 346.
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Additionally, the Court reasserted the concept that a combination
jatent protects only the combination and not the unpatented elements
of that combination.™ It found that no distinction could be made based
on whether the element was the inventive or dominant part of the
patent or merely an insignificant part. The Court thus expressly re-
jected the “heart of the invention” test applied prior to Mercoid and
by the lower courts in 4ro I.

Justice Black, in his concurring opinion, construed the doctrine of
contributory infringement under section 271(c) very narrowly. He stated
ihat a combination patent protects only the combination and that, if
sn element is novel, it should be patented individually. Otherwise, any
m:ember of the public has the right to make the part except where it is
knowingly supplied for a new making of what'is in effect the whole
combination.®® Finally, Justice Black joined the majority in rejecting
ilie “heart of the invention” test for infringement, whether direct or
contributory.8!

_ Although the 4ro I holding was a 6-3 decision, the reasoning of the
Court was more evenly split. Chief Justice Warren and Justices Whit-
taker, Douglas, Clark, and Black held the test of infringement to be a
narrow interpretation of *“reconstruction,” that is, the combination is
suerely repaired so long as at least one element is left untouched.®? Justice
Brennan joined the dissenters, Justices Harlan, Frankfurter and Stewart,
in calling for a broader test of repair versus reconstruction,® a test
to be based on a collection of factors from the Court’s earlier decisions,
including, in particular, the “inventive” factor.®* The dissent’s argu-
ment is particularly persuasive in light of the express intent of the

™ Id. at 344, citing Mercoid Corp. v. Mid-Continent Inv. Co., 320 US. 661, 676 (1944).

80 365 U.S. at 362. The knowing supply of a part for use in the whole combination
could make the supplier a contributory infringer.

81 A patented combination is no more than that, a novel relationship brought to

bear on what presumably are familiar elements already in the public domain.

Such familiar elements are not removed from the public domain merely becausc

of their use, however crucial, in the novel combination.

{d. at 361 (Black, ]., concurring) (emphasis added).

82 An inconsistency in the opinion must be pointed out. The majority, at 365 U.S. 346,
tited the Cotton Tie case, as an example of reconstruction by “second creation.” However,
under the majority’s new test set down on the same page of the opinion, the Cotton Tie
situation would be a prime example of mere repair. The combination consisted of two
separate elements, the buckle and the strap. Replacing only the strap element left the
buckle element untouched. Thus, under the new test, such replacement would constitute
repair and not the reconstruction which Cotton Tie had held it to be, See 32 U. CHi. L.
Rev, 358, 360 (1965); 49 CaLir. L. REv. 988, 992 (1961).

83365 U.S. at 363.

84.See Hildreth, Contributory Infringement, supra note 22, at 537-40.
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drafters of section 271(c): restoration of the concept of contributory
infringement as it existed prior to the Mercoid cases.®

Aro I's treatment of precedents caused much confusion.®® As a
result, in 1964, Wilbur-Ellis Co. v. Kuther® came before the Court.
Defendant petitioner had purchased four patented fish canning ma-
chines in nonoperable condition. Complete sandblasting of the ma-
chines and grinding of some elements was required to restore them to
working order. In the process of restoration, six of the 35 unpatented
elements were modified so that the machine would pack a five ounce can
of fish instead of the one pound can it had originally been designed for.
The patentee’s ensuing infringement action against the purchaser was
upheld by the district court.®8

The petitioner argued that, under the Aro I test,®® the individual
elements could have been replaced with identical elements without in-
fringing the patent so long as at least one element remained untouched.
Thus, it was contended, a finding of non-infringement should also result
if the.same elements are merely ground to a different size or relocated.
However, the district court based its decision on the determination
. that changing the essential elements of the machine was reconstruction
and not merely repair.s® _
=& The Court of Appeals for the Ninth Circuit affirmed®® but the Su-
prenre.Court reversed on the basis of the principle that a combination
patent protects only the entire combination, not the elements.®? The
petitioner had modified only six elements,% the size and location of
which were not covered by the patent claims.® The Court held that

88 Hearings on H.R. 3760 Before the Subcomm. of the House Comm. on the Judiciary,
82d Cong., lst Sess., 151 (1951). Se¢ Connor, The Second Aro Case: A Realignment of the
Supreme Court on the Matter of Contributory Infringement of a Combination Patent, H
U. Civ. L, Rev. 127 n.18 (1965) [hereinafter cited as Connor].

The codification of the doctrine of contributory infringement in § 271(c) of the Patent
Act of 1952 must be considered an expansion of patent protection. The traditional judicial
hostility toward the patent monopoly is the only possible explanation for the consistent
refusal of the courts to acknowledge the explicit intent of the framers of the Patent Act.
The report of the House Committeg on the Judiciary expressly states the purpose of
§ 271(c) 23 “codifying the principles of contributory infringement” and “eliminating the
doubt and confusion.” House COMM. ON THE .JUDICIARY, REvVIsION oF Tmie 35, UNITED
StatEs Cone, H.R. ReP. No. 1923, 82d Cong., 2d Sess. 9 (1952).

88 Note, Repair and Reconstruction of Patented Combinations, 32 U. Cui L. REV.
353, 360-61 n.48 (1965). .

67377 U.S. 422 (1964).

88 Kuther v. Leuscher, 200 F. Supp. 841 (N.D. Cal. 1961).

89 See text accompanying note 78 supra.

90200 F. Supp. at 842.

91 Leuscher v. Kuther, 314 F2d 71 (9th Cir. 1968).

92 377 US. 422 (1964).

93 The claimed invention included a total of 35 elements.

04 377 US. at 423,
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-uch replacement was within the rights purchased by the petitioner and
constituted repair, not reconstruction. The abandonment of the “heart
ot the invention™ concept after Aro I made it clear that the existence
i 29 unchanged elements sufficed to classify the replacement as a mere
repair even though the essential elements were in fact modified.

Unlike the lower courts in the Wilbur-Ellis case, most lower courts
interpreted the Aro I decision as greatly limiting the power of a patent
rrant to protect the elements of a patented combination. In Switzer
L:rothers v. Locklin,® a particularly noteworthy case, the Seventh Cir-
cuit held that the Mercoid rule had not been vacated by section 271(c).
listead, as had been stated in Aro I, the monopoly granted to the pat-
ciitee applied only to the entire patented combination and not to the
ciements thereof regardless of their essential nature.®®

Similarly, in Pierce v. Aeronautical Communication Equipment,
{1:¢.,97 the Fifth Circuit refused to find double patenting®® where an ele-
ent of a patented combination was separately patented. A combination
patent covered an electricalcircuit containing a Pierce oscillator, among
other elements. Seven years later, a second patent was issued for the
cscillator element alone. The court of appeals overruled the district
court’s finding of double patenting,®® citing Aro I and Mercoid for the

cwoposition that a combination patent protects only the combination
and not the individual elements regardless of their essential nature.
Thus, a second patent on the oscillator alone would not give rise to
double patenting for that individual element received no protection
{from the combination patent.}®

03 297 F2d 89 (7th Cir. 1961). This case dealt with an assignee of several patents for
Muorescent fixtures and displays. The plaintiff assignee required that licensees purchase
from him the raw materials needed to produce the fixtures. Although the materials in
Question were raw materials and not included in a patent grant, the assignee tried to
invoke the protection of section 271(c). Not only did the Seventh Circuit state that
section 271(c) did not abrogate the Mercoid doctrine but it also asserted that Aro affirmed
that same doctrine. Thus, the elements of the combination would not be covered by the
patent. Furthermore, the court stated that, after Aro, it could no longer be argued that
section 271(c) overruled the Mercoid holdings.

98 Id. at 46.

9% 307 F.2d 790 (5th Cir. 1962). See Connor, supra note 85, at 127 for a complete
discussion of this point,

98 Double patenting occurs when the same invention receives patent protection from
more than one patent. The effect of a double patenting situation could be to extend the
patent protecuon beyond the statutory 17-year period. To avoid such a result, the later
Patent is declared invalid. The significance of ‘this rule is demonstrated by a situation like
the Pierce case where one separately patented clement was part of a patented combination.
If the combination patent was held to give protection to the already patented oscillator
tlement, the later combination patent would have been declared invalid as a form of
double patenting.

#9198 F. Supp. 269 (S.D. Fla. 1961)

100 307 F.2d at 795. The oscillator patent was held to be invalid by the First Circuit in
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It was necessary to mitigate the absolute rule the lower courts had
derived from the Aro I case. The refusal to protect any element of a
combination patent regardless of its essential nature created a situation
that required the Supreme Court to reanalyze its Aro I holding.

THE SEconp ARO Cast (4RO II)

Such an opportunity to assess the effect of the Aro I decision oc-
curred in 1964 when the Ao case!®! which had been remanded to the
district court°? and then appealed to the court of appeals,'®® once again
came to the Supreme Court on a writ of certiorari. This second decision
sounded a retreat from much of the holding in Aro I. Aro II drew a
sharp distinction between the claims with respect to the licensed use of
the convertible tops in General Motors cars and the unlicensed use in
Ford cars.’%¢ In Aro II, the Court claimed it had never intended, in
Aro I, to reverse the original court of appeals’ finding of contributory
infringement with respect to Aro’s supplying of the fabric elements for
use as replacements in Ford cars. In fact, however, there had been no
such apparent distinction made in Aro I since the Court had ordered
. the case as a whole “reversed and remanded.”

‘ On remand, the district court, acting under the Supreme Court
arder, entered a judgment negating any allegation of infringement,
either direct or contributory. Convertible Top appealed to the Court
of Appeals for the First Circuit!®® which reversed the lower court deter-
mination with respect to the fabric elements supplied for use on Ford
cars. The circuit court was in the unusual position of having to explain
its own holding in the first Aro case in order that the precise scope of
the earlier decision might be determined.*® Such analysis was needed

Pierce v. Hewlett-Packard Co., 220 F2d 531, cert. denied, 350 U.S. 833 (1955), and by the
Third Circuit in Pierce v. Allen B. DuMont Laboratories, 297 F2d 323 (1961), although
the latter court did not reach the same issue. The holding in Blonder-Tongue Laboratorics
v. University of Ill. Foundation, 402 U.S. 313 (1971), has since obviated the need for multiple
litigation on the validity of a single patent by abolishing the requirement of mutuality of
estoppel. Now, once a patent is held invalid by onc court, an alleged infringer may usé
the defense of collateral estoppel provided the invalidating judgment was rendered unde*
conditions meeting the Supreme Court’s fairness test outlined in Blonder-Tongue.

101 Aro Mfg. Co. v. Convertible Top Replacement Co., 377 US. 476 (1964).

102 (SD. Mass. 1961) (unreported decision).

103 312 F.2d 52 (Ist Cir. 1962). .

104 General Motors had acquired a license to use the patented top combination while
Ford had no such license. Thus, Ford’s use was a direct infringement of the combination
patent— a prerequisite for a finding of contributory infringement liability that obviated
the need for a repair versus reconstruction analysis.

103 312 F2d 52 (Ist Cir. 1962).

106 Through Chief Judge Woodbury, the court of appeals acknowledged the summary
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9. in turn, define the parameters of the Supreme Court’s reversal in
Adro L.

In particular, the First Circuit directed its attention to a considera-
tion of whether Aro I reviewed (and thus reversed) a decision covering
the contributory infringement aspects of Aro’s conduct with respect to
lioth General Motors and Ford Cars or General Motors cars alone. In a
very persuasive opinion, the court of appeals found that the Supreme
Court’s Aro I decision dealt only with the question of contributory in-
{ringement in relation to replacement tops for licensed General Motors
c1rs.1%7 Speaking for the Court in Aro II, Justice Brennan'®® agreed,
declaring, in reference to Aro I, “Our decision dealt, however, only with
the General Motors and not with the Ford cars."10

Aro II had significant impact on three areas of prime concern to
patent lawyers:11° the vitality of the Mercoid doctrine, the effect of
'icensing, and the concept of “heart of the invention.” First, Aro II
«:pressly recognized that the legislative intent behind the enactment of
*«ction 271 was the restoratidn of the pre-Mercoid doctrine of contrib-
uiory infringement.!*! The Court held that contributory infringement
actions seeking to protect substantial unpatented elements under com-
hination patents would no longer be barred as per se patent misuse.l13

- :'The impact of Aro II's holding on the area of licensing is not as
casy to-assess. The case is generally cited as authority for the proposition
that repair alone is infringement when the original use was unautho-

trcatment given in the original district court opinion to Ford’s infringement and concluded
that its own attention in the earlier decision had been directed primarily to the basic
qGuestion of repair versus reconstruction. Id. at 54. This question was only relevant to a
consideration of the allegation of contributory infringement with respect to licensed
General Motors cars since Ford’s unauthorized use of the Convertible tops constituted a
direct infringement and thus obviated any need to resart to a reconstruction concept.

107 Id. at 56. ¢

108 Mr, Justice Brennan’s concurring opinion in Aro I did refer to this distinction.
365 U.S. at 368.

109 377 U.S. at 479.

110 Additionally, Aro II considered the element of knowledge required by section 271(c)
for a finding of contributory infringement. Although knowledge is particularly significant
to a determination of monetary liability, Aro I disregarded this element. 377 U.S. at 488,
See Moseley, The Knowledge Requirement of Contributory Infringement and the Aro Case,
47 J. PAT. OFF. Soc’y 98 (1965), for a thorough discussion of the legislative considerations
leading to the enactment of § 271(c) of the Patent Act, in particular the development of
the knowledge concept.

111 877 U.S. at 492

112 The Mercoid Court held that the defense of patent misuse barred a contributory
infringement action. 320 US. at 668. However, the second 4ro Court stated that section
271(c) was enacted for the “express purpose of reinstating the doctrine of contributory
infringement as it had been developed by decisions prior to Mercoid, and of overruling any
blanket invalidation of the doctrine that could be found in the Mercoid opinions.” 377 USS.
at 492,
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rized since the repair operates to perpetuate the infringing use.!® The
Court stated:

The reconstruction-repair distinction is decisive, however, only
when the replacement is made in a structure whose original manu-
facture and sale have been licensed by the patentee, as was true only
of the General Motors cars; when the structure is unlicensed, as was
true of the Ford cars, the traditional rule is that even repair consti-
tutes infringement. . . . This aspect of the case was not considered
or decided by our opinion in A4ro 1.114

The minority Justices in Aro II maintained, however, that Aro I con-
sidered the issue of contributory infringement as it applied to replace
ment fabric for both the licensed General Motors and the unlicensed
Ford cars. They felt that there was no reason to draw a distinction be-
tween the two situations.!®

This statement is particularly significant because the dissenters in
Aro II had all been members of the majority in Aro [.11® The Aro 1]
dissent reiterated the earlier Holding that the patent monopoly could
not be applied to the unpatented fabric element regardless of any lack
of authorization for use of the entire patented combination.!” Thus,
the Aro II dissenters would accord no significance to the licensing of
Genetal Motors.1?8 These Justices were, of course, in the best position
to clarify that the intent of Aro I was not to differentiate between the
General Motors and Ford situations. This creates at least one problem:
since Aro II did not expressly overrule the licensing aspect of the 4ro I
holding and that holding is at least arguably as the Aro II dissenters
would have it, it could be claimed that the mere unlicensed use of 2
device covered by a combination patent does not make a supplier of an
element for the device a contributory infringer.11® It is clear, however,
that, if Aro II does indeed permit this escape from liability via Aro I,

I

113 See Janes, Infringement, supra note 17, at 446,

114 377 U.S. at 480.

118 Id, -

116 Justice Black, who wrote the dissenting opininn in Aro II, suggested that a change
in Court personnel resulted in the different holding. Justice Whittaker, the author of the
majority opinion in Aro I, was replaced by Justice White, who, with Justices Harlan, Stewart.

" Goldberg and Brennan, formed the majority in Aro I, 377 US. at 521. Justices Harlan and
Stewart had dissented in Aro I. Justice Goldberg replaced Aro I's dissenting Justice Frank-
furter while Justice Brennan had already drawn the Aro II distinction in his Ar0 1
concurring opinion. In light of the sharp line later drawn between General Motors and
Ford replacements in 4ro I, Justice Brennan's concurrence in Aro I could effectively b¢
considered a dizsenting opinion.

117 Id. ac 519.

118 1d,

119 Accord, Connor, supra note 85, at 133.
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" 5 limited to unauthorized suppliers of non-material elements because
e later decision’s restoration of the “heart of the invention” test.120
The judicial restoration of the essential element doctrine makes
1r0 II one of the few recent Supreme Court decisions that strengthens
the patent system. Through reinstatement of the pre-Mercoid concepts
ot contributory infringement, the combination patent could properly
pretect some unpatented elements. With dominance and inventiveness
of the element in question once again given primary consideration,
Mercoid’s prima facie refusal to protect any unpatented element was
rejected.’?® This holding was more realistic, giving greater recognition
t» the policy concepts behind the patent system and the need to give
the inventor of a combination broader protection.

PARTIAL MANUFACTURE AND ExPORT

In an analogous area, the recent Supreme Court decision, Deep-
sorth Packing Co. v. Laitram Corp.,1?22 perpetuates the improper appli-
cation of the patent laws. This action was commenced in the District
Court for the Eastern District of Louisiana by the Laitram Corporation,
assignee of a combination patent for a machine that cleaned and de-
- veined shrimp,'?® against the Deepsouth Packing Company.!?* Laitram
charged that Deepsouth infringed its patent through manufacture in
tire United States of all the elements of the patented deveining machine
and their subsequent assembly (by Deepsouth) at the customer’s facility
in Brazil. Laitram sought to enjoin Deepsouth from such activity.

120 377 U.S. at 485-86, 491-92. One commentator has said:

Now the situation has changed entirely . . . [with] the Supreme Court believing

that protect:on may be afforded to an mdmdual element of a patented combina-

tion. , . . [IJt is [now] reasonable to protect from direct and contributory infringe-
ment elements which go to the heart of a combination patent.
Connor, supra note 85, at 135.

121 877 US, at 491-92.

122 406 U.S. 518 (1972). See generally the discussions of this case in Lipman, Deepsouth
Packing Co. v. Laitram Corp.— How to Succeed in Deveining Without Really Trying, 54
J. Pat. OFr. Soc'y 695 (1972); 58 A.B.A.J. 1226 (1972); 41 Foronam L. Rev. 458 (1972); 10
Houston L. Rev. 216 (1972).

128 The validity and priority of the Laitram patent had been established in earlier
actions, Laitram Corp. v. Deepsouth Packing Co., 301 F. Supp. 1037 (E.D. La. 1969), aff'd,
443 F.2d 928 (5th Cir. 1971). The elements of the combination were individually un-
patentable. Furthermore, each element was available commercially and shown in suppliers’
catalogues, The Laitram patent was awarded for the novelty of the combination of the
known elements.

The first district court opinion ‘held that the Laitram and Deepsouth machines were
substantially the same and thus, under the doctrine of equivalents, Laitram’s patent was
infringed. An injunction specifically prohibiting Deepsouth from selling its infringing
machine in the United States was issued. -

124 Laitram Corp. v. Deepsouth Packing Co., 310 F. Supp. 926 (ED. La. 1970).
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The district court relied on the earlier decisions of the Second,
Third and Seventh Circuits in Radio Corp. of America v. Andrea
(Andrea I),'25 Cold Metal Process Co. v. United Engineering & Foundry
Co.,'*¢ and Hewitt-Robins, Inc. v. Link-Belt Company ¥ respectively,
and concluded that its injunction in an earlier infringement action
against Deepsouth could not properly be used to guard against less than
complete manufacture and assembly within the United States. The
Fifth Circuit reversed unanimously,?® holding that, since Deepsouth
manufactured all parts for its deveiner in the United States and assem-
bled it to such a degree before exporting that the machine could be
made operable by a mere one hour final assembly abroad, there was a
direct infringement of Laitram’s patent. On certiorari, the Supreme
Court heard the case. In a 54 decision, '* the Court reversed the Fifth
Circuit, restoring the holding of the district court.

The district court had relied heavily on the Second Circuit’s first
decision in the Andrea I case.!® In Andrea I the defendants manufac-
tured all the components of a,patented radio receiver but, to avoid in-
fringement, packed the receiver chassis and uninstalled vacuum tubes
separately (although they were shipped in the same carton) for exclu-
sively foreign sales. The court stated:

:N'o.’_wrong is done the patentee until the combination is formed.
His monopoly does not cover the manufacture or sale of separate
elements capable of being, but never actually, associated to form
the invention. Only when such association is made is there a direct
infringement of his monopoly, and not even then if it is done out-
side the territory for which the monopoly was granted.13t

12679 F.2d 626 (2d Cir. 1935).

126235 F.2d 224 (3d Cir. 1956). This case concerned a defendant who manufactured
and sold a steel rolling mill to users overseas. The mill, though manufactured in the United
States, was shipped abroad before it was assembled. The plaintiff patentee had licensed
the defendant to manufacture such mills but a controversy arose over the royalties involved
in this sale. The defendant escaped liability because the place of final assembly was beyond
the limits of American patent protection,

127371 F2d 225 (7th Cir. 1966). Hewitt-Robins dealt with a patented reclaiming
apparatus. Plaintiff Hewitt-Robins, as assignee of the patent, brought the action against
Link-Belt. The defendant had contracted to supply the reclaiming apparatus to purchasers
in Enegli, Turkey. The patented apparatus was never assembled in the United States and
parts were sent to Turkey in numerous shipments over a three month period. This case
can clearly be distinguished from Deepsouth by the degree of assembly required at the
place of foreign usage. In Hewitt-Robins the assembly took months while in Deepsouth it
took merely one hour although the equipment was complex and weighed over one ard
three quarter tons.

128 443 F2d 936 (5th Cir. 1971).

120406 U.S. 518 (1972).

180310 F. Supp. at 929.

18179 F2d at 628 (emphasis added).

45-025 0 - 85 - 58
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“'he later Cold Metal and Hewitt-Robins cases cited by the Deepsouth
district court added little to the analysis of this situation. These later
ases cited Andrea I as the primary reason for their holdings.

The Fifth Circuit reviewed the above decisions in Deepsouth and
rejected their reasoning, stating that “the courts have worked them-
selves into what we perceive to be a conceptual box.”’1¥3 The court of
appeals argued that the term “makes” in section 271(a)!® should be given
a realistic construction,'® i.e., it should be read as meaning “what it
ordinarily connotes — the substantial manufacture of the constituent
rarts of the machine.”'35 Thus, the court held:

[W]hen all parts of a patented machine are produced in the United

States and, in merely minor respects, the machine is to be finally

assembled for its intended use in a foreign country. ... the machine
is “made” within the United States.136

One year later, the Supreme Court overruled the court of appeals
in an opinion written by Justice White. Citing Aro I and Mercoid v.
Mid-Continent Investment «Co.%" the Supreme Court reiterated the
vigid rule that a combination patent protects only the entire com-
bination and not the unpatented elements.!*® On that premise, the
Court rejected the view that substantial manufacture of the constituent
rarts of a machine results in direct infringement of a combination
patent.1? The Court quoted Judge Swan’s declaration for the Second
Circuit in the Andrea I case, “[The] relationship is the essence of the
patent,”**® and concluded that, unless all the elements are assembled,
there is no “essence” to be violated by the manufacturing exporter.14

182443 F.2d at 938.

133 35 U.S.C. § 271(2) (1970) provndes

(a) Except as otherwise provided in this title, whoever without authority makes,

uses or sells any patented invention, within the United States during the term
of the patent therefor, infringes the patent. -
(Emphasis added.)

184443 F.2d at 938.

135 Id. at 939, (Emphasis added.)

138 Id.

137 320 U.S. 661 (1944).

138 406 U.S. at 528-29.

139 1d.

14079 F.2d at 628, quoted in 406 U.S, at 529.

141 This attitude is unrealistic. By their selection of the words “makes,” “uses” and
“sells,” the framers of the Patent Act were obviously trying to offer the patentee an
attractive exclusive right. He could exclude others from making, using or sclling his
invention. Since it is to be presumed that each of these words has independent legislative
significance, an interesting argument that would produce a result contrary to Dcep.wuth
tan be developed. The argument would run as follows First, it would be noted that, in
addition to its explicit meaning, the term “use” protects the patentee where another
appropriates the benefit of his invention and, without authority, makes and then uses the
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The dissenting opinion, written. by Justice Blackmun and joined
by Chief Justice Burger and Justices Powell and Rehnquist,}3 identi-
fied the major weakness in the majority’s argument, a point not high-
lighted by the court of appeals but one discussed by commentators prior
to the Supreme Court’s Deepsouth decision.}4? The authority of Andrea
1, relied on by the majority, was substantially undermined by the modi-
fied opinion of the same court just two years later,'¢ reversing the
holding and arguably overruling the rationale of the original decision.
This later case held that the sale of the substantially assembled parts of
the patented combination for a minor final assembly and use abroad
was a direct infringement since the entire combination was made, sold
and practically completely assembled in the United States.

It is the opinion of this author that the second Andrea case com-
pletely eviscerated the first decision because, in its modification, the
Second Circuit neutralized its prior holding point for point. Seeking
to narrow the Andrea II holding, the Cold Metal'** and Hewitt-
Robins'*® courts incorrectly relied upon only one of the distinctions
drawn by the majority in Andrea 1I**7 — complete assembly for testing

-.purposes and subsequent disassembly before shipment. However, im-
mediately following its observation regarding assembly for testing
purposes, Andrea I1 also noted:

WHere the elements of an invention are thus sold in substantially
unified and combined form, infringement may not be avoided by a

device himself. Similarly, “sells” protects the patentee from one who, without authority,
makes and then sells the device. Thus, since a domestic maker of a fully assembled com-
bination (i.e., the only type of “maker’ Decpsouth would provide protection against) could
invariably be found guilty of use or sales infringement, the inclusion of the term *“makes”
in section 271(a) would be unnecessary unless a broader meaning were intended. Second,
it would be pointed out that, in fact, the only situation in which one can use or sell 2
patented device without also necessarily incurring liability for making it as well, occurs
when that device is made or purchased outside the United States and then imported by
the ultimate user or seller. In any but this infrequent situation the prohibition of “making”
the patented item is necessarily included in the very terms “sells” and “uses.” Third, it
would be determined that it is, therefore, a reasonable interpretation of the framers’ intent
to conclude that “makes” has a broader meaning than that attributed to it in Deepsouth
and that it could specifically protect the patentee from an exporter-manufacturer who only
makes the item in this country and ships it abroad for sale or use. Allowing a manufacturer
to escape liability because minor, insubstantial elements are not finally assembled before
shipment abroad seems to be contrary to the overall intent of § 271(a) of the Patent Act.

142406 U.S. at 532.

148 See, e.g., Comment, Tightening the Screws on Minor Assemblies Abroad: The
Meaning of “Makes” Under the Patent Infringement Statute, 57 lowa L. Rxv. 889, 891-97
1972).
¢ 21)“ Radio Corp. of America v. Andrea, 90 F.2d 612 (2d Cir. 1937).

145 235 F.2d at 280.

146 371 F2d at 280-31.

14790 F.2d at 613.
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separation or division of parts which leaves to the purchaser a sim-
ple task of integration.148

The court then quoted its earlier Andrea I holding, pointing out
that

[the judgment was made] on the basis that the defendants were
manufacturing and selling a complete combination which infringed,
even though the tubes were not inserted in the sockets of the re-
ceiver at the time of sale.14?

Going even further, the court held that the sale in the United States
of the supposedly disassembled receiver constituted infringement be-
cause “[t]he single package contained all the elements of the combina-
tion”1%0 and thus was a “sale” of the patented device. Therefore, the
assembly for testing purposes analysis was merely one aspect of the deci-
sion and not a proper basis for distinguishing the Cold Metal and
Hewitt-Robins cases from Andrea I1. The primary consideration should
be the substantial combination of all the elements."In Deepsouth, there
was a sale of the entire combination®! — although not fully assembled,
all the elements were present.

The Andrea I opinion restated the rule that a combination patent
protects only the entire combination. Andrea II noted that the defen-

“dant appellant did in fact sell the whole combination, the only mitigat-
ing faetor being that the vacuum tubes needed cursory insertion to
make the combination operable. However, only sale of a complete com-
bination, not sale of an operable combination, was required by the
Patent Act.'5?

To clarify its holding and complete its analysis, Andrea II discussed
the defendant’s right to use the tubes'®® as an element in an unautho-
rized combination.

Judge Swan,'® in his partial dissent to Andrea I1, stated that the
Second Circuit's later holding overruled its decision in Andrea 1. He
expressed his agreement with the second holding on the merits but

148 Id. at 613 (emphasis added),

149 Id. at 614.

180 Id.

181 Liability under the “sales” aspect was also discussed by the Court.

162 90 F.2d at 614,

163 The existence of other uses for the tubes and the written notice accompanying the
sale of each tube stating that “tubes are to be used in systems already licensed for use”
negatéd any implied license to use the tubes in this vunauthorized combination. Thus, the
defendant’s use of the tubes was an infringement. Id. at 615.

184 Judge Swan had written the opinion of the court in Andrea I, and would, there-
fore, have been well aware of its intent.
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dissented because he felt the court should not disregard its earlier opin-
ion before the Supreme Court had an opportunity to review it.1%8

In light of Andrea II, the precedential value of the line of cases
that relied upon Andrea I must be viewed cautiously. As mentioned
earlier, neither Cold Metal nor Hewitt-Robins added any significant
independent basis for their holdings. Indeed, the court in Hewitt-
Robins demonstrated a superficial treatment of this aspect of patent law
by citing Aro I for the proposition that a combination patent covers
only the totality of the elements in the claim and that no element sepa-
rately viewed is within the grant.1®® Just two years prior to this Seventh
Circuit observation, the Aro II decision had demonstrated that such a
statement was no longer absolutely true.!57

Additionally, the Seventh Circuit “deem[ed] it equally clear that
unassembled elements of a combination patent do not constitute the
‘patented invention.’ 1% This statement was totally unsupported by
authority!® and demonstrated the court’s desire to affirm the district
court holding. A more reasonable basis for such a result would have
been the factual distinction which could be drawn between Hewitt-
Robins and Andrea II: in Hewitt-Robins there were separate shipments
of the various parts over a prolonged period of time and, even more
significanitly, the assembly overseas was substantial.

The same-argument cannot be used to distinguish Deepsouth from
Andrea 11 for, in both these cases, the entire combination was shipped
at one time and the final assembly abroad was really a “final sham
assembly.”1¢0 -

CriticAL ANALYSIS OF THE SUPREME CoURT HoLDING

The majority of the Court, in an opinion written by Justice White,
refused to find that Deepsouth’s conduct infringed Laitram’s patent.
The Court based its holding on a number of points which must have
had a synergistic effect because, when considered individually, they are
not persuasive at all.

Citing Great Atlantic & Pacific Tea Co. v. Supermarket Equipment

18890 F.2d at 615.

166 371 F.2d at 229,

157 877 U.S. at 485-86, 491-92. The opinion of the Court in 4ro II expressly stated that
the sale of the fabric element by the unauthorized manufacturer made such manufacturer
liable as a contributory infringer under section 271(c)..In this noteworthy instance the
unpatented element was indeed protected by the combination patent.

1688 371 F2d at 229,

189 See Comment, Tightening the Screws on Minor Assemblies Abroad: The Meon-
ing of “Makes” Under the Patent Infringement Statute, 57 IowA L. Rev. 889, 893 (1972).

160 D, DUNNER, J. GAMBRELL, I, KAYTON, PATENT LAW PERSPECTIVES, at Dev. B.1(2)(a)-9
(1971 Developments),
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(‘orp.,'% the opinion first reiterated the principle that a combination
patent is awarded not for the novelty of the elements but for the novelty
of the combination which in some way exceeds the sum of its parts.162
Thus, only the entire combination was entitled to patent protection.
In this case, however, Deepsouth did manufacture the entire combina-
tion. The patentable essence of the combination had been captured by
Deepsouth when it manufactured and substantially assembled the pat-
ented device. Once the novelty of a combination is present in the sub-
-.antially assembled device and there is no other legitimate use for the
partial assembly, there is an effective misappropriation of enough of the
combination ‘to be a direct and intentional infringement of the com-
ination patent — even though the minor assembly of unsubstantial
¢iements might be omitted or intended for a later.point in time 162

The Court did not consider such factors as the patentable essence
cf the combination, often called the “heart of the invention.” Instead, it
cited Mercoid Corp. v. Mid-Continent Investment Co.*® and Aro I as
authority for an absolute principle that only the totality of elements is
protected by a combination patent. This theory is, however, now subject
_ to exceptions carved out by Congress and the case law. First, the strict
holdings of the Mercoid cases were expressly overruled by the enact-
snent of § 271 of the Patent Act of 1952.1% Second, the Aro II case
expressly revived the “heart of the invention” analysis, particularly in
the area of contributory infringement.¢

Although it might be pointed out that Deepsouth’s liability, to the
extent that it should have been found to exist, would not have resulted
from contributory infringement,7 it is highly significant that the Court
majority so blatantly showed its tendency to ignore any patent law
developments, legislative or judicial, that expand protection of the
patentee from the misappropriation of the fruits of his labor.

On the question of sales liability, Deepsouth argued that there was
no unauthorized sale of a patented device because only compo-
nents were sold here and the “making” occurred outside the
United States.?%® This position was adopted by the Court and was justi-
fied by a narrow construction of the term ‘“makes.”%® However, this

161406 U.S. at 552,

162 340 U S. 147 (1950).

108 See D. DUNNER, et al., PATENT LAW PERSPECTIVES, supra note 160, at Dev. B.1(2)(a)-9.
164 320 U.S. 661 (1944). -

165 See text accompanying notes 68-70 supra.

166 877 U.S. at 491-92, )

187406 U.S. at 526.

168 Id. at 523-24.

169 Id. at 528.
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aspect of the decision adds little to its weight because the Court relied
entirely on Andrea I where Judge Swan stated that something is “made”
when it reaches a state of final “operable” assembly. The Court disre-
garded the effect of Andrea II which conspicuously omitted the word
“operable” from the same court’s re-analysis. Of significance in Andrea
II was the fact that all elements of the combination were made, packaged
together, and sold in the United States by the infringing manufacturer.

The last point to be considered by the Court!? was legislative intent
affecting this area of infringement. The majority felt that § 271 of the
Patent Act of 1952 was a mere codification of existing patent laws and
did not change them in any way.1” This reasoning was extended to en-
compass codification of the Andrea I''2 holding for, it was argued, if
Congress had intended to overrule that doctrine, it would have done so
expressly just as it had expressly overturned the Mercoid holdings.
However, it is contended by this author that at the time section 271 was
adopted, Andrea 11, not Andrea I, represented the courts’ latest ex-
pression on the law of infringement applicable to the export of elements
of a substantially assembled patented combination.!™ Andrea II so
limited the Second Circuit’s earlier ruling that the Deepsouth majority’s
argument on this point is wholly lacking in persuasive value.

In: its final discussion, the Court appeared to recognize the weak-
ness of some of its arguments and to reveal the true reason for its hold-
ing. Justice White indicated that it was the majority’s opinion that a
contrary decision would constitute an overruling or modification of
prior case law, it being felt that such a modification should be based
on an argument stronger than Laitram’s demand for recognition of the
equities of its situation.'”™ As a result, the Court permitted an unau-
thorized manufacturer to take advantage of another’s disclosure of an

170 The Court also touched upon the availability of foreign patents to protect the
American patent holder beyond the territorial limits of the original patent. Id. at 55
Foreign patenting is not always a practical solution. In countries with patent laws like
those of the United States, a patent application would be barred if made more than one
year after the same patent application was filed in any other country. Thus, an American
patentee would have to anticipate those foreign countries in which he would later need
patent protection and apply immediately. Even if this conrse of conduct could be pursued,
it would be finandally burdensome in many instances. Many countries assess their patent
holders an annual tax for the privilege of holding a patent monopoly. This tax is often
substantial and is levied regardless of whether the patent is used or not.

171 406 US. at 530 & n.10, citing the Congressional Record and a conversation between
Senators Saltonstall and McCarran, Chairman of the Committee on the Judiciary.

17379 F.2d 626 (2d Cir. 1935),

17390 F.2d 612 (2d Gir. 1937).

174 Accord, 406 U.S. at 538 (Blackmun, J., dissenting). See Comment, Tightening the
Screws on Minor Assemblies Abroad: The Meaning “Makes” Under the Patent Infringement
Statute, 57 Iowa L. REv. 889, 895 (1972).

178 406 US. at 551.
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invention in compliance with the patent laws, to appropriate the fruits
of the patentee’s labor without regard to patent law responsibility, and
then to hide behind an unrealistic and highly technical interpretation
of the same laws.

Conduct such as Deepsouth’s is causing a failure of consideration
in the patent system. The consideration given to a patentee in exchange
for his disclosure is the right to exclude others from the use, manufac-
ture or sale of the disclosed invention in the United States. Much of the
value of this consideration is lost when another is allowed to substanti-
ally manufacture that device without incurring liability.”® The Court
did not expressly state that such an interpretation of the Patent Act

~would be incorrect!?? but based its holding on a reluctance to overturn
“strong” judicial precedents.}”® However, no such strong precedents
existed. As has been discussed above, reliance on Andrea I is erroneous.
Cold Metal™® cited Andrea I without contributing any new develop-
ment while Hewitt-Robins'® simply cited Cold Metal and Andrea I and
is, furthermore, distinguishable on its facts.’®* Thus,-to have overruled
such weak precedent and affirmed the holding of the court of appeals
would not have been a difficult step.

In its failure to recognize the possible consequences of its holding,
the Court took refuge behind the assertion that such an expansion of the
patent law as Laitram proposed is a legislative task not to be initiated
by the courts in the absence of some “sign” of congressional approval. 182
In so reasoning, the Court ignored the example of the doctrine of
equivalents. That patent law doctrine is nothing more than a court-
developed equity concept which has broadened the patent grant pro-
tection.1® Under it, if an alleged infringer has changed one or more of
the elements of a patented item to a substantially similar substance that
performs substantially the same function in substantially the same way,
he is held liable for infringement by equivalency.

This doctrine evolved in response to the moral and practical obli-
gation to protect the patented item. Although a solid constituent of

176 See note 141 supra.

177 Although the Court did not argue that monopolies are per se undesirable, the
majority referred to a suggestion to that effect in Graham v. John-Deere, 383 U.S. 1 (1966).
406 U.S. at 530 n.11, et. seq.

178 See 406 U.S. at 528.

179 Cold Metal Process Co. v. United Eng'r & Foundry Co., 235 F24 224 (3d Cir. 1956).
See note 126 supra.

180 Hewitt-Robins, Inc, v. Link-Belt Company, 871 F2d 225 (7th Cir. 1966). See note
127 supra.

181 J.¢., the substantial assembly overseas. Id.

182406 US. at 531-32,

183 See text accompanying notes 34-37 supra.
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patent jurisprudence, the rule has never received legislative recognition.
Clearly, the failure to codify this rule in the Patent Act of 1952 cannot be
construed as a legislative renunciation but, more properly, as an implied
concurrence. If the courts had waited for a “sign” from the legislature
before applying the doctrine of equivalents the patent system would
have all but disappeared in the 120 years since Winans v. Denmead.1®

Immediately after the district court holding in Deepsouth, some
commentators!8® recognized the analogy between the doctrine of equiv-
alents and substantial manufacture and export:

[The district court] ignore[d] the fact that sale of the unassembled
parts of a patented combination — at least when most of the parts
have no other substantial use or are clearly intended to be combined
to create the patented combination — is fully the equivalent of sell-
ing the parts assembled. The unassembled subterfuge works the
same kind of constructive fraud on the patentee that the Supreme
Court refused to permit in its Graver Tank decision by invoking
the doctrine of equivalents.180 -

L]

This statement assumes even greater significance when the degree of
domestic assembly of the combination components in Deepsouth is
considered. The final Brazilian assembly of the one and three quarter
ton machine took less than one hour.

Contr,xbutory infringement also originated as a judicial concept.
Until it was Tixst recognized in Wallace v. Holmes,'¥" there was no basis
for the extension of infringement liability to a supplier of the elements
of a patented combination. The Wallace holding operated to make the
supplier of the almost complete combination liable. That doctrine
survived the next 70 years with various expansions and narrowings!®®
until it was effectively abolished by the Mercoid cases in 1944. Only
then did the legislature take the opportunity to place its imprimatur on
the doctrine in § 271 of the Patent Act of 1952. The concept of con-
tributory infringement was then codified as it existed prior to the
Mercoid cases. If the severe limitation by Mercoid had not occurred, the
legislature might not have expressly acknowledged the doctrine at all.

The “sign” sought by the Court has, in fact, already been mani-
fested in the expressions of congressional intent leading to the enact-
ments of the patent acts from the original act of 1790 to the present

18456 US. (15 How.) 330 (1853).

185 Sec D. DUNNER, et al.,, PATENT LAW PERSPECTIVES, supra note 160, at Dev. B.1(2)(2)-2
(1969-1970 Annual Review),

188 Id, (footnotes omitted).

18729 F. Cas, 74, 80 (No. 17,100) (C.C.D. Conn. 1871).

188 See Hildreth, Contributory Infringement, supra note 22, at 541-42.

189 | Stat. 109 (1790).
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«ct of 1952. The thrust of these acts has uniformly revealed the legisla-
tive intent to be the legal and moral protection of the inventor and
ihe encouragement of full and frank disclosure of his invention.

ProPOSED TEsT

A distinction must be made between the liability attaching to a
Deepsouth situation and that applied to the conduct of a manufacturer
who intends a bona fide sale of only some elements of a patented com-
hination to a user outside the United States. In Deepsouth, the sub-
siantial manufacture and assembly of the combination in the United
States was so complete that the complex machine could be finally
2ssembled in just one hour.

To draw such a distinction, this author proposes that the courts
use a test based on the essence of the combination, i.e., if there is such
substantial manufacture of the elements of a patented combination in
the United States that the patentable aspect of the combination is
captured and no practical use can be made of the manufactured ele-
nients other than assembly into the patented combination, there is a
direct infringement. The element of knowledge becomes moot as it can
easily be inferred from the conduct of an infringer meeting this test.
If sales are. significantly limited to users beyond the territorial bounds
of the United: States patent, it can be inferred that the seller knew of
the existence of the protectlon within the United States.

This test, set out in statutory form in the introduction to this
paper,® could also be added to section 271 by Congress in order to
clarify the line of cases in the area. Andrea I would then be expressly
overruled and Andrea II adopted. Cold Metal would become a question
of fact as to the extent of the overseas assembly and Hewitt-Robins
would be affirmed on its facts since the final assembly in Turkey took
fully three months and was clearly not a “minor assembly abroad.”

CONCLUSION

As the Deepsouth dissenters pointed out, the results of that holding
will effectively frustrate the constitutional intent that shaped the patent
system.?®! The Supreme Court’s refusal to apply a more realistic inter-
pretation of the section 271 term “makes” is tantamount to a tacit
approval of the type of “iniquitous and evasive’1?? operation resorted
to by Deepsouth. With the importance presently attached to world

100 See text accompanying note 11 supra
101406 US. at 534.
192 Id. at 533.
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trade, it would seem that a broader interpretation of ‘“‘makes” is neces-
sary.

When the framers of the Constitution promised a limited monopoly
to an inventor'® and offered the United States as the territorial limit
of its protection, world trade was certainly not the factor it is today.
At that time, a monopoly in this country was very attractive to the
inventor and effective in its purpose of encouraging disclosure. Today,
with world trade such a tremendous consideration in marketing and
sales,’?4 it has become more important that the full breadth of patent
protection be afforded the patentee.1®s It is an abuse of the patent sys-
tem whose purpose it is to encourage the disclosure of invention to use
that very system to assist a manufacturer who resorts to devious means
to circumvent another’s patent by substantial domestic manufacture of
the same article. Condoning this practice obviates the need for the
unauthorized manufacturer to qualify with the requisite patentable
improvement intended to promote the growth of science and technol-
ogy. . . -

A test such as that formulated above would establish both a guide-
line for future conduct and a standard that can be uniformly and
consistently applied.’®® If so much of the combination has been manu-
factured that-the patentable aspect is present and no substantial use
other than asscmbly into the patented combination can be found, equity
concepts and substanitial fairnessio? require that such manufacture

183 US. Const. art. I, § 8.

18¢ The Court in Decpsouth stated that a judgment of aﬁrmance would have given
Laitram’s patent extraterritorial effect, Such a statement is not absolutely accurate because
Laitram sought to prohibit not foreign use, but domestic manufacture by a domestic cor-
poration.

United States patents have indirectly been given extraterritorial effect in an analogous
area, The Tariff Act of 1930, 19 USC. § 1337A (1970), provides that the importation of
goods made, produced, processed or mimed by means of a process patented in the United
States (although the goods themselves are not patented) will be forbidden when a showing
can be made to the President of the United States that an established domestic industry
will be damaged by such importation. In effect, the Tariff Act forbids use of the United
States-patented process in a foreign country by prohibiting the importation of goods so
made.

The Tariff Act proceeding is like an infringement action in the sense that the defense
of patent invalidity is available to the importer.

See also, Comment, Gottschalk v. Benson — The Supreme Court Takes a Hard Line on
Software, 47 ST. Joun's L. REv. at 635 n.85 (1978) where the “Paris Convention’s” delibera-
tions concerning a multi-national patent system are discussed.

186 Contra, Comment, 29 WasH, & Leg L. Rev. 173 (1972).

1986 Once a standard is established, the courts are properly left to determine the factual
issue of liability. Such a fact-finding process, in the area of substantial manufacture, would
be not unlike the questions considered by a court handling a doctrine of equivalents case.

107 In the area of collateral estoppel affecting patent validity, the Supreme Court has
demonstrated its willingness to rely on the trial court’s sense of equity and justice, Blonder-
Tongue Corp. v. University. of Ill. Foundation, 402 US. 318, 349 (1971).
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constitute an infringing “mak[ing]” under § 271 of the Patent Act of
1952. A more realistic holding would result from the application of this
standard and would avoid what the minority'®® in Deepsouth cautions
could be a trend that will “subvert the Constitutional scheme of
promoting ‘The Progress of Science and Useful Arts.’ "1

— Neil M. Zipkin

198 Justices Blackmun, Powell, Rehnquist and Chief Justice Burger. Perhaps
iactors alone will résult in a change of the judidal attitude of the high Court as it did in
the Aro cases, Significantly, the four newest appointees to the Supreme Court comprise the
minority in this decision.

199 406 U.S. at 534, quoting U.S. Consr. art. 1, § 8, and citing the unanimous opinion
o the court of appeals per Judge Clark in Laitram Corp. v. Deepsouth Packing Co., 448
r.2d 936, 939 (5th Cir. 1971).
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““oerable Versus Substantial Assembly
-f Patented Combinations: A Critique
of Deepsouth v. Laitram

A United States patent grants a patentee “the right to exclude others
r'm making, using, or selling [his] invention throughout the United
< .ws” for a term of 17 years.» Anyone who makes, uses, or sells a patented
- :ntion without the authorization of the patentee infringes his patent.?
1.2 nited States Supreme Court held in Deepsouth Packing Co. v. Lait-
-1 Lorplt that, insofar as patented combinations* are concerned, “oper-

" 2ssembly of the combination rather than “substantial” assembly® is

~visary before a patentee can claim that his patent has been directly in-
‘mnzed by a competitor’s action in “making” the invention.’

115 Note examines the arguments advanced by the Court in Deepsouth
contends that the result was incorrect. Having first set out the con-
" ~ucns advanced by the Court, the Note considérs them individually.
\ wor demonstrating that the operable assembly rule does not properly bal-
"¢ the concerns of rewarding inventiveness and avoiding monopoly, is

. equired by precedent, and does not reflect congressional intent, the
N dvances a proposal for legislation to remedy the problems engen-
ered by BPeepsouth.

1. TuE Deepsouth LiricaTioN
. Lower Court Decisions

The Deepsouth dispute arose between two competing manufacturers of
shrimp deveiners. After a long, multifaceted course of litigation® the district

1. 35 US.C. § 154 (1970).
© 2. 1d.§ 271(a). .
. 3. 406 US. 518 (1972), rev’g 443 F.ad 936 (sth Cir. 1971), res’g 310 F. Supp. 926 (1970),
--irifying 301 F. Supp. 1037 (E.D. La. 1969).

4. A combination patent protects a new arrangement of known elements which produces a new

2ad beneficial result never before attained. Loom Co. v. Higgins, 105 U.S. 580, 591 (1881).
. 5. The concept of operable assembly is a straightforward one: it describes a completed combina-
ton which is ready to be used. Substantial assembly is a more difficult concept that attempts to de-
sribe a stage at which the combination is both complete and incomplete. The combination is com-
Mete in that its significant components are all present, but it is incomplete in that it is not yet ready
> be used. If the combination in question is in fact the combination covered by the patent, it has
“een substantially assembled if only minor activities necessary to put it in operating order remain
to he done. See text following note 114 infra; cf. Laitram Corp. v. Deepsouth Packing Co., 443 F.ad
936, 93839 (5th Cir. 1971), rev’d, 406 U.S. 518 (1972).

6. 406 U.S. at 527-28. In cases such as Deepsouth the competitor makes and then sells the
combination involved. The question of whether 2 sale of the patented combination has y
:hcrcforc, “resolves itself into the question of manufacture.” Id. at 527. In this Note the definition of
‘sale” will therefore be ignored, and the issue discussed will be the definition of “making.” .

7. The dispute generated so much litigation that the district court was led to observe that, while

893
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court held that Laitram’s patent on the deveiner had been infringed by i-
competitor, Deepsouth, which manufactured a similar device.® In a subse.
quent clarification of its holding, however, the district court ruled tha:
Deéepsouth could manufacture the equipment in question so long as th:
device was not completely (or “operably”) assembled in the United States
and was for export only.’

The second district court decision rested in large part on decisions in-
volving similar facts in courts of appeals of other circuits."® On appeal, the
Fifth Circuit examined these decisions** but concluded that their operablc
assembly rule would not further the goals of the patent system.** Construinz
the Patent Act*® as an attempt to balance the interests and expectations «:
the public with those of the patent holder, the Fifth Circuit was of the opir.
1on that holding substantial assembly an infringement would be more i~
keeping with the balancing approach embodied in the Act than the operabic
assembly test for infringement, favored in the other circuits and followed
by the lower court.* Applying its substantial assembly rule, the Fifth
Circuit reversed the district court, finding that Deepsouth would infringe
the Laitram patent even if if refrained from operably assembling the com-
bination prior to export.*®

B. The Supreme Court Decision

Confronted with a conflict among the circuits, the Supreme Court found

‘thc rule articulated by the majority of circuits to be the better approach: ia

a 5-€o-;gdcc1$10n, it reversed the Fifth Circuit and reinstated the district
court decision.™

Justice White’s majority opinion begins with a demonstration that the

the course of the litigation had “not yet run as long as Jarndyce versus Jarndyce, . . . [it had] us-
doubtedly gone far beyond anything that even Mr. Dickens imagined in scope, cost and complcxl!Y
Laitram Corp. v. Deepsouth Packing Co., 279 F. Supp. 883, 885 (ED. La. 1968). For a synopsis of
other litigation involving Laitram or its prcdcccssors, see id. at 886-87.

8. 301 P. Supp. at 1066.

9. 310 F. Supp. at 926. The district court expressed some misgivings about the logic of its de-
cision: “It may be urged that [the operable assembly rulc] is not logical-—or that it is at best law
logic, which John Quincy Adams told John Marshall was “an artificial system of reasoning, exclusively
used in courts of justice, but good for nothing anywhere clse.’ But it is founded on twin notions that
underlie the patent laws. One is that a combination patent protccts only the combination. The other
is that monopohcs—cven those conferred by patents—are not viewed with favor. These are logic
enough.” Id. at 929.

10. Id, at 927—29, citing the following cases: Hewitt-Robins, Inc. v. Link-Belt Co., 371 F.2d
225 (7th Cir. 1966); Cold Metal Process Co. v. United Eng'r & Fdry Co., 235 F.2d 224 (3d Cir.
1956); Radio Corp. of America v. Andrea, 79 F.2d 626 (ad Cir. 1935).

11. 443 F.2d at 938.

12, Id. at 938~39.

13. 35 US.C. §§ 1-203 (1970).

14. 443 F.2d a1 938-39.

15. Id. at 939. The Fifth Circuit articulated its holding as follows: “[Wle . . . hold that
when all parts of a patented machioe are pmduccd in the United States and, in merely minor rCSPCCB-
the machine is to be finally assembled for its intended use in a forc:,gn country, that machine 8
‘made’ within the United States.” Id.

16. 406 US. at 532,
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., urievance that the patentee could claim was that its competitor had
“rectly infringed its patent rights.” In considering whether such an in- .
::iavzement had taken place, the Court saw itself as accommodating two
caiicting policies—the desire to reward the inventor by granting him
oncinsive rights and the “Nation’s historic antipathy to monopoly.”*® The
Court interpreted precedent to indicate that only operable assembly by
Deepsouth would: constitute an infringement of Laitram’s patent.’® Given
s belief that a ruling in favor of Laitram would be an expansion of the
-ivhts of the patentee and would thus disturb the existing balance between
ralicies favoring exclusive patent rights and those opposed to monopoly,
-+ Court argued that it should not modify precedent by finding a patent
‘»iringement in the Deepsouth situation.*

The Court buttressed its argument by maintaining that Congress had
“upiiedly approved of the statutory construction followed in Deepsouth.
iz Court contended that precedents in favor of the operable assembly ap-
~-oach were uncontradicted when the relevant statutory provisions were
~~cedified in 1952 and that had Congress desired to change the rule it would
. .ve so indicated at that time.* Eurthermore, according to the Court, Con-

ss did not intend the patent laws to operate outside the limits of the
i ited States and in fact intended that those patentees in Laitram’s situ-
aiton rely on patents secured in the countries where their products were to
reused.”

T
o

II. Tue Fause ConrFLict oF Povricies

The Court in Deepsouth was clearly correct that there are two congres-
sional policies relevant to the scope of patent protection. On the one hand,
there is the monopolistic policy of the Patent Act dating back to the first
Congrcss,” a pohcy tradition designed to promote inventiveness and rooted
in a specific provision of the Constitution itself.” On the other, there is the

17. 1d. at 526. The Court concedes that if the deveiners made by Deepsouth were used in the
United States, the maker would be subject to an injunction on the grounds of contributory infringe-
ment—contributing to a direct mfnngemcnt of the patent, Since the use took place outside the
United States in the Deepsouth situation, however, no direct infringement occurred. Therefore Deep-
south could not be guilty of contributory infringement, and Laitram could argue only that its com-
netitor’s actions constituted direct infringement in themselves. Id. at 526—27. While this construction
of the relationship between contributory and direct infringement is unfortunate, the Court’s approach
is undeniably consistent with prior precedent. See note 76 infra and accompanying text.

18. Id. at 530—31.

19. 1d. at 528-29.

20. Id. at 530-31.

21. Id. at 526, 530 n.10, 531.

22. Id. at 531.

23. See Grant v. Raymond, 31 US. (6 Pet.) 218 (1832); B. BUGBEE, GENESIS OF AMERICAN
PaTenT AND CopYRIGHT LAW 131~48 (1967).

24. Among the powers granted to Congress by the Constitution is the power "[t]o promote
the Progress of Science and the useful Arts, by securing for limited Times to . . . Inventors the ex-
clusive Right to their . . . Discoveries.” U.S. Consr. art. 1, § 8.
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“historic antipathy” to monopoly, an antipathy one scholar has labeled t4-
“competitive mandate.”*® The Deepsouth Court perceived a conflict b
tween the two policies, and Justice White suggested that questions of pater:
law must be resolved in light of the competitive mandate’s impact on the
patent policy—an impact the effect of which is to draw narrowly the param-
eters of the patent privilege.”

In this Part the Note contends that the existing patent laws already em-
body a congressional balance between the policy in favor of promoting in-
ventiveness and the policy against establishing monopolies. As a result
the Court was not presented with the problem of resolving conflicting
policies but rather should have considered its duty to be the full execution
of the balancing decision already made by Congress, an approach which
would have resulted in protection of the patentee. The Court’s misinterpre-
tation of its duty is particularly important because of its impact on the issue<
in the case. The following two Parts argue that proper interpretation o
judicial precedent and congressional intent regarding the specific statutory
section at issue supports the patentee’s position that substantial assembly 1
an infringement and that had the Court envisioned its role differently i
might well have adopted such an interpretation.

- A. The Policy of Promoting Inventiveness
- 1. The patent grant as monopoly.

“The Patent Act provides a limited monopoly as a reward for the in-
novator. As Professor Baxter has indicated: “The patent law explicitly
authorizes the extraction of monopoly profits by restricting utilization of
and raising the price for using the invention.”*” The monopoly technique

25. Goldstein, The Competitive Mandate, 59 Cavir. L. Rev. 873, 875 (1971).

26. See 406 U.S. at 530-31.

27. Baxter, Legal Restrictions on Exploitation of the Patent Monopoly, 76 Yare L.J. 267, 312
(1966). Modern commentators have had little difficulty discerning the monopoly characteristics of the
patent grant. See W. BowmaN, Jx., PATENT anD ANTIIRUST LAW 2 (1973); E. Cramperuy, THE
THEorRY oF MoNopoLisTic CoMPETTTION 57 (1962); D. DEWEY, MoNoPaLY v Economics anp La®
171 (1959); R. Nomouaus, PATENT-ANTITRUST LAW 13 (1972); Goldstein, supra note 25, at 873
But see Fortas, The Patent System in Distress, 53 J. Pat. OFF. Soc’y 810, 814 (1971). Nincteenth:
century commentators were less willing to characterize patents as monopolies. Walker, in his treatise
on patent law, distinguished patents, which he called “public franchises,” from monopolies. A-
WALKER, TEXTBOOK oF THE PATENT LAWs oF THE UNITED STATES 103-04 (2d ed. 1883). Similary,
Curtis declared: “A patent for 2 uscful invention is not, under our law, or the law of England, a grant
of a monopoly in the sense of the old common law.” G. CurTis, TREATISE ON THE Law oF PATEND
ror UseruL INVENTIONS at xix (1873). The distinction Walker and Curtis had in mind was apparcndy
between a monopoly which takes something from the public previously in the public domain, and 2
franchise granted to an inventor for bestowing upon the public something it did not have before. The
roots of this distinction can be traced back to the 17th century. B. BucBkk, supra note 23, at 6"3
aiting Charles River Bridge v, Warren Bridge, 36 US. (11 Pet.) 496, 562—63 (1837), and United
States v. Dublier Condenser Co., 289 U.S. 178, 186-87 (1933). .

Modern commentators are focusing on the economic characteristics of the patent grant while
the 1g9th-century commentators were concerned with the value judgments that adhere to the tem?
monopoly. In this Note the term monopoly is used in its economic sense. Nonetheless, it is wo!
noting that the term monopoly does tend to conjure up value judgments, As Professor Bugbee

45-025 O - 85 - 59
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s cmploys a market mechanism to subsidize invention.” However, the
-';.;. :hat an inventor receives a monopoly over his invention does not in

:v way assure him of a subsidy. He is rewarded only to the extent that
it induce others to pay him for the right to use his invention.” Thus, if
.ti:crs have no use for his invention, the inventor receives no reward re-
zardless of his patent rights,

>. The economic rationale for the patent monopoly.
“aplicit in Congress” decision to grant patents are three assumptions:
: :hatinvention is a socially valuable activity, (2) that without some form -
-7 susidy less than optimum allocation of resources will be made to in-
s.vative activity, and (3) that the best method of subsidizing innovative
wtivity is the granting of an exclusive right in an invention to its inventor.*
.%o Grst assumption is sufficiently obvious not to require justification. An
~oemic justification for the second and third assumptions can be ad-
ineed based on the classic economic criterion for optimal resource alloca-
a given economic actmty should attract as many of those resource
s as would, if invested in anotheg economic activity,. yield a product
sser social value®™ Where no substantial disparity exists between the
“rivare and social value of either inputs or outputs, market forces can be
-'\:iCLA upon for proper resource allocation. Private investment inputs will
v to those activities in which the value to the investor of the products
203t exceeds the cost of production. Where the private value to investors is
mmoarablc to the™social value of the activity, activities that generate prod-
“wts of high social value will not be ncglccted ** However, when a given
“““ tivity has significantly lnghcr social than private value, it will not attract
nimum private investment in the market, and that activity should be sub-
“lized as much as is necessary to attract those resource inputs which, if in-
vested 1 in some other activity, would yield outputs having a lower social
vajue*®

“.: noted: “The very word ‘monopoly’ is indeed a tainted one immediately suggesting—and usnally
“valving—illegal activities. It is obvious that the opprobrium earned by monopolies of all kinds,
*~ernmentally granted or otherwise, can infect any award to which the name monopaly is applied.”-
“'UGBEE, supra note 23, at 6. The detrimental impact of the monopoly characterization for patent
truction by the courts was underscored by Chief Justice Taney: “[O]nce {it is] suggested that 2
ent] grant is of the nature or tendency of a monopoly, the mind almost instantaneously prepares
=¢if to reject every construction which does not pare itself down to the narrowest limits.” Charles
River Bridge v. Warren Bridge, supra, at 84748, quoted in B. BUGBEE, supra note 23, at 6—7. One
<imnot resist speculating that the Court in Deepsouth was aﬂccted to some extent by the “paring™
‘ychology Chief Justice Taney described.
28. Baxter, supra note 27, at 273.
29, Id.
30. Cf. W. BowMAaN, Jr., supra note 27, at 2.
. 31. See Baxter, supra note 27, at 268; ¢f. K. BourLping, EconoMic ANALysis 168—72 (3d ed.
255).
32. Baxter, supra note 27, at 268.
33. 1d.; cf. P. AREEDA, ANTITRUST ANALYSIS 321—22 (1967).
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The case for subsidizing invention rests on the assumption that the value
of innovation to private investors, if left to the market valuing system, is
small because the inventor cannot readily realize for himself the value of
his invention.* The private value of inventions to their inventors is limited
because inventions consist primarily of knowledge.” Knowledge has littde
economic value unless used, but if knowledge is used extensively, disclosure
is usually inevitable, and to the extent that the information becomes gen-
erally available, its value diminishes. Investment in a given activity may be
expected to stop when “the next private dollar invested would yield greater
private gains if invested elsewhere.” If private investors could expect only
relatively small private gains from innovative activity due to their inability
to prevent others from using their ideas, then private investment could be
expected to go to activities that might have a lower social but higher private
value, Since in such a situation the social value of innovation would exceed
both its private value and the social value of the other activities to which
private investment would flow, a subsidy designed to divert private invest-
ment to innovation is desirable.” )

The mere fact that innovative activity may not attract an optimum
amount of private investment does not, of course, compel the subsidy sys-
tem of exclusive grants which the Constitution permits and the Patent Act
dictates. It is not possible to determine accurately what amount of subsidi-
zation is aptimum, and the amount of subsidization provided by an exclu-
sive grant may be either too much or too little.*® However, whether the
Patent Act subsidizes too much or too little is not a question for the courts
to decide.* The Congress, acting within its constitutional prerogative, has
determined that granting an exclusive right in his invention to the patentee

34. Baxter, supra note 27, at 268. Professor Baxter illustrates this point with the following cx-
ample: “A man dcbating whether to commit his resources to manufacturing shoes can estimate with
tolerable accuracy both how many shoes he can produce in a2 month and their worth upon completion.
If, alternatively, he considers committing those resources to the process of innovation, he can have
litde confidence in cither the quantity of his informational output or its worth when and if produced.
A production process characterized by highly uncertain outputs as a function of given inputs will
generally attract less than optimum inputs.” Id; see E. MANSFIELD, MicROECONOMICS 466 (1970).

3s. Baxter, supra notec 27, at 267—68. Professor Bowman suggests in a similar fashion: “The
principal justification for patents . . .-is the need to foreclose rapid copying by others.” W. Bowmay,
JR., supra note 27, at 33; sec E. MANSPIELD, supra note 34, at 466.

36. Baxter, supra note 27, at 268—69.

37. 1d. at 267-69.

38. For a discussion of this problem seec P. AREEDA, supra notc 33, at 321; W. Bowman, Jr,
supra note 27, at 15—32; Baxter, supra note 27, at 269-75.

39. As Professor Bowman notes, the Patent Act contains no limit on the rate of return which
a patentee may receive on his invention by virtue: of his monopoly. W. BownaN, Jr., supra note
27, at 54. The courts do, however, have a responsibility for determining what the patentee will be
permitted to monopolize. The concern of the judiciary “is directed to whether the reward to the
patentee comes from [an] advantage ascribable to the patent rather than from another source not
deserving of monopoly protection . . . . [M]onopoly beyond the patent’s proper scope, being sub-
ject to the antitrust Jaws and not patent law, is . . . not deemed deserving of patent protection.”
Id. This role was not available to the Court in Deepsouth, however, since the patentee sought o
protect a benefit which was clearly attributable only to the competitive superiority of its invention.
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. the best mechanism for determining how much the patentee will receive
< his subsidy.*

R. T/e Policy Against Monopolies

Traditionally, American legislatures and courts have been committed
wo furthering the principles of a market economy.** They have thus in large
part pursued the antimonopolistic competitive mandate. The economic goal
of the competitive mandate is to “maximize allocative efficiency (making
what consumers want) and productive eficiency (making these goods with
the fewest scarce resources).”* The competitive mandate seeks to avoid out-
it restriction;*® monopoly, which by definition restricts output, is the
natural enemy of the mandate. But not all monopoly naturally runs counter
to the mandate. The mandate, and more specifically the antitrust laws, do
not demand competitdon under all circumstances.* Instead the mandate
“permits monopoly when monopoly makes for greater output than would
the alternative of an artificially fragmented (inefficient) industry.™®

C. The Case for Compatibility of the I:olicies and Its Consequences

Though the patent monopoly is not without costs,*® Congress must be
presumed to have found the benefits derived from the patent system to be
greater than these associated costs. If one accepts the argument that the ob-

40. Baxtery supra note 27, at 272 (emphasis added): “For the United States the judgment [on
how to effect a sdbsidy of innovative activity and how much subsidy should be granted] has been
made by Congress ambgmade in a way, by conferral of monopoly, which inextricably intertwines the
issues of ‘how’ and *how much.’ In view of the intractability of the question ‘how much,’ it scems
neculiarly appropriate that the answer should have been given by a political branch, and the same
consideration reinforces traditional doctrine in dictating that the judiciary should accept that judg-
nent not grudgingly but with full acquiescence”

41. Goldstein, supra note 25, at 875. According to Professor Goldstein, “This commitment predi-
cates that the nation’s interest in equitable distribution of income, in the promotion of technological
advance, and in the dedication of resources to their most productive possible uses will be best ad-
vanced by a market economy. . . . {L]egislatures and courts, and the Supreme Court particularly,
have largely assumed the centrality of a market economy and have, with equal consistency, committed
their energies to promoting competitive principles.” Id.

42. W. BowmaN, JR., supra note 27, at 5. As Bowman points out, the competitive mandate is
ot synonymous with *“perfect competition.” Though a valuable tool for economic analysis, “there
is nothing even closcly approximating perfect competition in the real world. . . . [W]hen perfect
competition is used as & goal rather than as an analytic tool, ecither for restructuring the number of
market participants in any activity or for proseribing their activities,” Bowman warns, “it can lead
to worse rather than better resource allocation. Given the imperfect conditions all markets share to
a greater or lesser degree, public policy requires the assessment of the alternatives available in an
uncertain world, not the pursuit of a textbook model.” Id.; see P. AREEDA, supra note 33, at 8.

43. W.BowwmaN, Jr., supra note 27, at 3.

44. Id. at 1. Professor Goldstein notes that promotion of a market economy through direct
application of the antitrust laws is supplemented by other tools. *Among these [other tools] are
grants of government largesse and the exemption of certain industries, such as air and rail transport,
professional baseball, public utilities, and organized labor, from the application of the antitrust laws.
The basic rationale for these exemptions is that to permit unbridled competition in the specific in-
dustrial context would, in the long run, be economically ruinous and that, for this reason, short range
competitive interests should be sacrificed to long range competitive objectives.” Goldstein, supra note
25, at 877 (footnotes omitted); see P. AREEDA, supra note 33, at T1-12.

45. W, Bowman, Jr., supra note 27, at 1.

46. Baxter, supra note 27, at 274-75.
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jective of the competitive mandate is output expansion, no basis exists
asserting that the competitive mandate and the patent mandate are :-
fundamental conflict.*” The economic rationale underlying the congres
sional policy decision to provide a patent monopoly assumes that by 2.
cepting the cost of a temporary monopoly, that is, its output restrictive cos
sequences, a profit incentive that otherwise would be missing is supplied.
and that this incentive results in greater innovative output in the long rux.
Therefore, insofar as the patent monopoly is designed to further innovative
output and the competitive mandate is intended to further output generallr.
there is basic compatibility between them.*

The Court in Deepsouth nonetheless viewed the patent monopoly .
an exception to the competitive mandate, thus implying that some tensic=
exists between an aberrant monopoly privilege and tradidonal America:
competitive values.*” Perception of the patent monopoly as an aberratio=
in turn suggests that the Court should uphold the patent only where the
patentee’s attempt to exclude falls precisely within the phraseology of th:
Patent Act. If the two mandates are not in conflict, howeyer, it is not necc-
sary that the courts read the Actas narrowly as possible to prevent the estai-
lishment of monopolies.*® The appropriate rule of statutory constructio:

47. See W. BowMaN, Jr,, supra note 27, at 3.

48. In discussing the basic compatibility of the patent and competitive mandates Professor Goé-
stein suggests that there exists a “modern premise that competition can be maintained only throus:
goverpment interference in enterprise conduct™ and that such interference has traditionally incluced
“the grant_of legal monopolies—patent, copyright, trademark, trade secrets, common law copyris=*
and unfair corepetition.” Goldstein, supra note 25, at 874. .

49. A conclusion that the Court perceived a tension between the monopoly privilege granted
under the Patent Act and the competitive mandate can be drawn from the tone of the Court’s Deep-
south opinion. The Court declared that it was required to consider Laitram’s infringement claim ™
light of this Nation’s historic antipathy to monopoly and of repeated congressional attempts to pre
serve and foster competition.” 406 U.S. at 530. The Deepsouth Court quoted its language in Sea™
Rocbuck & Co. v. Stiffel Co., 376 U.S. 225, 230 (1964), to the effect that “the prerequisites to obtaia-
ing a patent are strictly observed, and when a patent has issued the limitations on its exercisc 2

equally strictly enforced.” 406 U.S. at 531. Still further in the opinion the Court characterized the
" Deepsouth question as one of determining if the “beachhead of privilege is wider, and the ara of
public use narrower, than the courts had previously thought.”” Id. at s531. Taken together the¥
statements would appear to reflect some hostility on the part of the Court toward the patent monopol-
See note 50 infra. Furthermore, one might draw from the language employed an inference that the
Court, when confronted by an ambiguity in the language of the Act, felt that its responsibility %3¢
to resolve that ambiguity against the patentee. This Note argues that the Court in Deepsouth strv
a new balance, one not in accord with the balance intended by Congress when it created the Act
Given the Court's characterization of the Deepsouth problem, it is not unreasonable to suggest tha!
the Court chose this new balance because it belicved the competitive mandate compelled rigid o9
tainment of the patent monopoly “beachhead.”

50. Certainly patents have not fared well in the courts despite the fact that the Patent A®
presumes that once a patent is issued it is valid. 35 U.S.C. § 282 (1970). During the 1940's the num™
ber of patents held valid and infringed dropped as low as 7% of those tested in court. See discussio?
following presentation of Cooch, The Standard of Invention in the Courts, in DyNamics oF THS
PATENT SysTEM 34, 56 (W. Bell ed. 1960). By 1957 the percentage had risen, but only to 30%: ,M'
Former Justice Portas, noting a Senate survey of patent cases adjudicated over a 2-year period which
found that 72%, of the patents involved had been held invalid, declared that “[c}andor requires V*
to recognize that judicial nullification of patents and denial of their enforcement are the order ot
the day—the rule and not the exception.” Fortas, supra note 27, at 811. .

While there are, no doubt, a variety of reasons for the relatively low percentage of patents which
the courts are willing to protect, it does seem reasonable to assume that the statistics in part 0 t
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- :he Patent Act should instead be shaped by recognition of the output-
-oansive objective of the Act and its compatibility with the competitive
maidate.

“he statute in effect strikes a balance between short-range competitive
:mrests, which benefit from immediate public access to technological in-
sovation, and long-range competitive interests, which benefit from the new
products introduced into the market as a consequence of the patent mo-
zopoly incentive to innovation.” The mechanism employed in the Act to
<rike that balance is the exclusive right to make, use, and sell an invention
- nierred by the Act upon the patentee as his patent grant. Therefore, if
-t balance is to be maintained, the patentee’s exclusive right must be pre-

»ed. At the same time, however, the statutory balance requires that the
~ ientee be protected only as to his exact contribution. Therefore the Act’s
~~minology is given appropriate meaning by construing it, in Professor
er's words, “neither narrowly nor broadly but.rather to achieve its
vious purpose—the subsidization of innovative activity.”**

" uiile attitude on the part of the federal judiciary toward the patent monopoly. There is anecdotal
=ort for such an inference in the obsefvation of former Justice Fortas: “Many federal appellate
...ws—perhaps most of them—approach patents with the kind of suspicion and hostility that a
v-ored boy feels when he must traverse a jungle full of snakes.” Id. at 810.
Citing statistics similar to those just noted, Professor Dewey attributes such hostility to the
/Tare of judges and administrators to agree upon the standards of originality that an inventor must
: in order to gain a valid patent.” D. DEweY, supra note 27, at 173. It is his belief that the
Xuzome Court has found itself confronted with so many trivial patents that the experience has left
2 witn' a poor opinion of the Patent Office and a suspicion of patent grants in general. Id. at 17s.

The triviality of the patents which have come before the courts is open to dispute. As Professor
Towman suggests: “Cases reaching the courts, especially those reaching the higher courts, usually
‘avolve products or processes of substantial value to users. This is to say that the ‘monopoly’ value
-7 these patents—the differential advantage to consumers over alternative products or methods—is
iv to be much higher than for patents as a whole. That high litigation costs are borne by the
rasties to the action is strong testimony to their usefulness.” W. BowmMaN, JR., supra note 27, at 46.

Whatever its own opinion of patents and the Patent Office might be, the Court’s role in inter-
nreting the Patent Act is not one of making policy. Given the apparent hostility of the Court to
ratents, an argument can be made that Justice White's invocation of the alleged conflict between the
“vo mandates in fact reflects nothing more than the traditional hostility perceived by Dewey and
Fortas. Use of a nonexistent conflict as a guise through which the Court can change congressional
dolicy goes far beyond the Court’s statutory interpretation function.

s1. Cf. Goldstein, s#pra note 25, at 886.

52. Baxter, supra note 27, at 312. The proper role for the courts in interpreting the patent laws
is to implement the statutory balance and not—as was done in Deepsouth—to attempt to strike a bal-
ance of their own. Courts in fact sometimes do adopt an approach to statutory interpretation of the
ratent laws which seeks to uphold the congressional balance rather than to strike a new one. This pro-
cass can be readily seen from the interplay of the judicially created doctrines of equivalents and file-
wrapper estoppel. The doctrine of equivalents gives the patentee something beyond that which clearly
fics within his claims, whereas file-wrapper estoppel works to restrict the claims. The “polestar™ of the
law af patent infringement “is the rule that [it is] the claim [that] measures the [patent] grant,”
Kovkka, Infringement of Patents, 42 F.RD. 43, s1 (1968), and the interplay between the two
doctrines is crucial to the proper maintenance of the balance struck by Congress.

The doctrine of equivalents is designed to provide enough leeway in the patent law to protect the
patentee from unduly harsh construction of his claims. In the words of Judge Learned Hand, the
doctrine is “in misericordiam to relieve those who have failed to express their complete meaning.”
Claude Neon Lights, Inc. v. E. Machlett & Son, 36 F.ad 574, 576 (2d Cir. 1929), cert. denied, 281
U.S. 741 (1930). The doctrine essentially holds that the .courts, in interpreting the patentee’s claim,
will permit those claims to embrace more than is found in the words of the claims alone, where the
Patentee’s device and that of his competitor do the same work in substantially the same way and
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Giving content to a term like “making” requires recognition by the
Court of the balance struck within the Act through the grant to the pat.
entee of a right to exclude—that is, to prevent others from appropriating his
innovation. The “make, use, and sell” language is a general description of
that right, and the appropriate meaning to be given those terms may be
expected to vary with different market contexts. Imposing a single, un-
alterable definition on the making term in light of these possible variations
may not preserve the patentee’s right to exclude, and, consequently, the
Act’s balance may be altered or destroyed.

I11. PrecepeNT: THE LACK oF UNANIMITY

A primary reason for the Deepsouth Court's rejection of the Fifth Cir-
cuit’s conclusion that substantial assembly is a direct infringement in export

accomplish the same cesult even though they differ in name, form, or shape. Koykka, supra at 55-56.

The doctrine of file-wrapper estoppel, on the other hand, is designed to prevent the defrauding
of the public by barring the patentee from asserting those claims which he surrendered in order to
obtain his patent. Id. at 67. The file wrapper is the Patent Office file of papers relating to the patent
containing all papers, arguments, explanations, and rulings which led to the grant of the patent. /d.
at 66. If the inventor gives up or restricts a claim in the process of winning his-patent grant, the
doctrine of file-wrapper estoppel binds him to thgt surrender. Id. at 66—5.

Without the expansionary impact of the doctrine of equivalents, the polestar rule of restricting
the patentee to his claims would severely limit the incentive afforded by the Patent Act. The doctrine
of equivalents is not designed to give the inventor anything beyond his invention. Instead it climinates
rigidities in the Act which might well provide competitors with an epportunity to appropriate the
benefit of the patentee’s invention. By the same token, file-wrapper estoppel protects the public’s in-
terest in access to all that is not the patentee’s invention. Were the patentee permitted to exclude
others fromny claims that he had conceded were invalid when he sought the patent, the patent monopoly
would impose a furden upon the public for which no benefit would be reccived. Viewed together these
doctrines suggest a“bglancing process by the courts designed to interpret the Patent Act in a manner
calculated to assure the incentive for invention while also assuring the public that it will receive
the benefit of innovation in exchange for bearing a monopoly burden. .

The judicial process of upholding the congressional balance rather than striking a new one is
also illustrated by the development of the doctrine of contributory infringement. For a definition of
contributory infringement se¢ note 57 infra and accompanying text. As discussed in note 75 infra,
prior to 1952 there was no definition of infringement in the Patent Act. The courts were Icft to
their own devices to interpret the Act’s grant to the patentee of an exclusive right to make his in-
vention. Had they interpreted “make” to mean operable assembly, competitors of a combination
patentec could make the essential element of the invention, omit operable assembly, and thereby escape
liability. Just as the courts created the doctrine of equivalents to protect the patentee from the incen-
tive-reducing consequences which would have flowed from a literal reading of his claims, so the
courts fashioned the doctrine of contributory infringement to protect patentees from those who
would appropriate the economic advantage ascribable to their inventions by omitting operable as-
sembly. Neither the courts® rules of patent claims construction nor the doctrine of contributory in-
fringement were designed to give the patentee anything more than an exclusive right to the benefit
of his invention; no new monopoly burden was placed on the public thereby. Instead the courts in
cach instance recognized the balance struck by Congress and interpreted the Act’s language in a
manner which preserved the patentee’s right to exclude.

The evolution of the doctrine of contributory infringement is particularly instructive because
it demonstrates congresstonal approval of this balance. In Mercoid Corp. v. Mid-Continent Inv.
Co., 320 U.S. 661, 669 (1944), the Court handed down an opinion which indicated to some that the
doctrine of contributory infringement had been climinated. See notes 76 & 101 infra and accom-
panying texts. Congress responded by placing the doctrine in the Act. 35 US.C. § 271(c) (1970);
see notes 76 & 101 infra. In adding § 271(c) to the Act, Congress clearly indicated that the balance
wh['hxch the doctrine of contributory infringement embodies is the balance Congress intended to strike
in the Act.

The approach to statutory interpretation which the courts have utilized to create the rules of
claims interpretation and the doctrine of contributory infringement is the approach most in keeping
with the decision of Congress to induce increased innovation through creation of short-term monopoly
incentives.
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-:-kets was the Court’s conviction that such an analysis “collides head on
=1 2 line of decisions so firmly embedded in our patent law as to be un-
--.auble absent a congressional recasting of the statute.”®® This Part con-
+:is that the Court’s evaluation of precedent was incorrect. While some
s have maintained that operable assembly is necessary for a direct
ruient infringement, this position has not been accepted elsewhere. Good
srsuments for the inadequacy of the reasoning behind the operable as-
«mbly standard exist. Furthermore, there is some precedent for adopting
.suostantial assembly rule in appropriate market contexts as the determi-
-t of whether a competitor has directly infringed a combination patent.
-z, had the Court seen its duty to be the full implementation of the
wntee’s right to exclude, as advocated in Part II, it might very well
..ave tnterpreted the existing precedent differently from the way it did in
e msouth. : ,

. .ndreal and 11

71 support of his construction of sections 2;71(a) and (c), Justice White
ce¢ iive Supreme Court cases™ and three court of appeals cases®™ that pre-

auzivsis is borrowed from what he characterizes as the “leading case” on
‘¢ issue of operable versus substantial assembly: the first Radio Corpora-
“oin of Amserica v. Andrea case.”

. 406 U.S. at §v8,
. See id. The cases are: Aro Mfg. Co. v. Convertible Top Replacement Co., 365 U.S. 336

YRV

-
2

)
3

-1061); Mercoid Corp. v. Mid-Continent Inv. Co., 320 U.S. 661 (1944); Mercoid Corp. v. Min-
~tapoiis-Honeywell Regulator Co., 320 U.S. 680 (1944); Leeds & Catin Co. v. Victor Talking
. Co., 213 U.S. 325 (1909); Brown v. Guild, go U.S. (23 Wall.) 181 (1874).

33, See 406 U.S. at 529. These cases are: Hewitt-Robins, Inc. v. Link-Belt Co., 371 F.2d 225
7th Cir. 1966); Cold Metal Process Co. v. United Eng'r & F'dry Co., 235 F.2d 224 (3d Cir. 1956);
Radio Corp. of America v. Andrea, 79 F.2d 626 (2d Cir. 1935).

(56. 79 F.2d 626 (2d Cir. 1935), cited in Deepsouth Packing Co. v. Laitram Corp., 406 U.S. 518,
320 (1972).

Of the five Supreme Court cases cited, see note 54 supra, all but Aro could have been justifiably
distinguished had the Court wished to do so. While these decisions clearly do stand for the proposi-
tion that only a competitor who makes, uses, or sclls the combination in its entirety is liable to the
ratent holder for direct infringement of a patented combination, it is not clear that one must read
dircet infringement to mean operable assembly. In none of the cited cases is such a definition offered.

Tailure to do so in these cases is easily understood given their facts. Each involved products which
were to be used in the United States. Such use required by its very nature operable assembly of the
combination. In' those situations where a competitor attempted to avoid infringement liability by
making only an essential element of the combination, leaving operable assembly to a domestic pur-
chaser, the patentee could look to the doctrine of contributory infringement for relief. See text accom-
panying note 57 #nfra. Since use in the United States requires operable assembly of the combination
at somc point, operable assembly in the cited cases, all of which involved use in the United States,
was an unstated given. When use takes place outside the United States, however, a competitor can
defcat the patentee’s exclusive right to the benefit of his combination patent—if an operable assembly
:Sleﬁ_nition of “making” is employed—by failing to comp!lete assembly of the combination. See note

3 infra.

A requirement of operable assembly produces consequences in the export context which could
not have been foreseen by the Court when it was called upon to decide the cited cases. The authority
of the previous Supreme Court decisions for an operable assembly rule, where use is to take place
outsicle the United States, is therefore not self-evident.

The fifth Supreme Court case cited by the Court in Deepsouth as precedent for its position

Mact
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1. The Andrea I argument.

The relationship between contributory and direct infringement. Cex.
tributory infringement is triggered when a competitor supplies a “mater:::
part” of a patented combination to someone else who in turn directly ix
fringes the patent on the combination.” The doctrine of contributory in.
fringement provides a remedy for some situations in which a competitor
less than operably assembles a patented combination. In Andrea I, a cae
involving substantial assembly in the export context which closely parallels
Deepsouth, Second Circuit Judge Swan inferred from the existence of the
doctrine of contributory infringement that direct infringement applies onl«
to operable assembly of a patented combination.” Thus hé reasoned, even a
competitor who makes all of the parts of a patented combination and sub-
stantially assembles them does not infringe the patent directly if he does ne:
complete operable assembly in the United States.” Phrased conversely, the
judge apparently argued that since the doctrine of contributory infringe-
ment applies to degrees of assembly less than operable assembly, it is the
only doctrine which so applies, regardless of market context.*®

Contributory infringement in the export context. Holding that substan-

-tia] assembly can never be more than contributory infringement does not
deprive the patentee of exclusive domestic rights to his combination
because operable assembly in the United States by the domestic pur-
chaser -of a material part is a direct infringement. In the export context,
however, the competitor sells the less-than-operably assembled combina-
tion to a purch@ser who completes assembly in a foreign country. Since the
Patent Act is applicable only in the territory of the United States,” the
operably assembling foreign purchaser does not directly infringe the patent
Thus, runs the Swan argument, if the purchaser does not directly infringe,
the American competitor cannot contributorily infringe because direct in-
fringement is a prerequisite for contributory infringement.”* Hence, equat-

was the first of the two Aro cases, Aro Mfg. Co. v. Convertible Top Replacement Co., 365 U.S. 336
(1961). As will be discussed below, see text accompanying notes 82-9o infra, this case actually
supplies some support for the substantial assembly approach rather than supporting the operable
assembly rule.

Of the three court of appeals cases cited, see note 55 supra, only Andrea I contains an in-depth
analysis of the issues involved. The other two cases depend completely on Andrea I and are thus of
little value in themselves.

57. 35 US.C. § 271(c) (1970). . . .

58. See 79 F.2d at 628. The definition of direct infringement is contained in 35 U.S.C. § 271(2)
(1970). Contributory infringement was originally a judicial doctrine, see note 75 infra, and had pot
yet become part of the Act*at the time of Andrea I. The statutory definition of contributory infringe-
ment is identical to the original judicial definition. See notes 7576 infra.

'59. 79 F.2d at 627-28.

60. See id.

61. 35 US.C. §§ 154, 271(a) (1970).

62. 79 F.2d at 628: “[The patentee’s] monopoly does pot cover the manufacture or sale of
separate elements capable of being, but never actually, associated to form the invention. Oaly when
such association is made is there a direct infringement of his monopoly, and not even then if it 13
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.z less-than-operable assembly with the concept of contributory infringe-
it makes protccuon of the combination patentee turn on who his com-
-itors’ buyers are.®

~. Reconsideration of the Andrea I argument in Andrea IL

In analyzing Andrea I it should be noted that Deepsouth’s characteriza-
tion of Andrea I as the leading case on operable versus substantial assembly
in the export context is misleading. As Justice Blackmun noted in his Deep-
«5:th** dissent, the significance of Andrea I was largely eclipsed by the
«ccond Andrea case®® handed down 2 years later. In Andrea I Judge Swan
wrote that a patented combination is “not made or sold . . . unless the
cizments [of the combination] are physically connected in an operable
relationship.”® When the Second Circuit reconsidered the case in Andrea
if, however, it found this conclusion to be unsatisfactory—so much so that
Tidge Swan himself was forced to conclude in dissent that his 4ndrea 1
cpinion had been overruled.” Far from supporting the operable assembly
Jefinition of * makmg put forward by Judge Swan, the Second Circuit in
Andrea 1I declared in digum: “Where the elements of an invention are
.. . sold in substantially unified and combined form infringement may
not be avoided by a separation or division of parts which leaves to the pur-
chaser a simple task of integration. Otherwise a patentee would be denied

‘Jdequatc protection.”®

done tugside the territory for which the monopoly was granted. This is the basis for the doctrine of
contributory infringement, which permits the elements of a patcntad combination to be sold in this
country with the intent that the purchaser shall make and use the invention abroad.”

63. The unique consequences of exportation can perhaps be best illustrated through an example.
Where X holds a patent on his new combination 4+B+C, it is A+B+C as a whole which repre-
sents his invention. Competitor Y who makes, uscs, or sells 4, or 4+ B, or any combination less
than 4+ B+ C, where use of the smaller combination is to take placc in the United States, cannot be
said to have gotten the bencfit of 4+ B+C, with the exception of those makings that constitute con-
tributory infringement or reconstruction in the replacement part context. See notes 75 & 82-9o infra
and accompanying texts. In such a case an operable assembly definition of “making” protects X from
appropriation by others of his 4+ B+ C invention, maintaining his incentive, but it also protects the
public from attempts by X to exclude others from making, using, or selling the component parts of
A+B+C.

Different considerations arise where competitor Y is an exporter. Y can sell 4+B+C to foreign
buyer Z by shipping him separate parts 4, B, and C. After minor final assembly in Z’s country, Z gets
full use, and both he and Y reap the benefit of X's invention. If infringement of X’s patent is con-
tingent upon operable assembly of A<+ B+ C in the United States, both Y and Z escape liability for
infringement despite benefiting from A+ B+ C. Should the courts in the export situation carry over
the operable assembly rule which works so admirably in those situations where use of 4+B+C
is to occur in the United States, they will no longer be merely limiting X to his invention but will also
be permitting Y to enjoy the full benefit of X’s invention.

64. 406 US. at 533: I . . . suspect the Court substanually overstatgs when it describes Radio
Corp. of America v. Andrea . . . as a ‘leading case’. . . . Andrea was seriously undermined only
two years after its promulgation, when the Court of Appmls modified its decree on a second review.”

65. Radio Corp. of America v. Andrea, go F.2d 612 (2d Cir. 1937), affg 15 F. Supp 685
(E.D.N.Y. 1936).

66. 79 F.2d at 628.

67. 90 F.2d at 615.

. 68. Id. at 613. Andrea Il cannot be said to have overruled the holding in 4ndrea I because the
court in Andrea Il found that the patentee’s competitor had operably assembled the combination to
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3. Critique of the Andrea | argument.

Two significant criticisms can be made of the argument in Andres *
First, the cases on which Judge Swan relies arguably are wrongly decid-
Second, even if they are to be followed, the precedents do not necessar:»
lead to the conclusion reached in Andrea 1.

The authorities are wrongly decided. Judge Swan’s contributory ix.
fringement argument springs from two earlier court of appeals cases, Com-
puting Scale Co. v. Toledo Computing Scale Co.*® and Bullock Electric .-
Manufacturing Co.v. Westinghouse Electric & Manufacturing Co.,” whici
considered the problem of contributory infringement in the export cor-
text. Both cases held that contributory infringement can be triggered orix
“when somewhere and somehow in this country there is completed ::-
fringement to which contribution can be made.”™ The patentees in Cor:-
puting Scale and Bullock claimed contributory infringement by compet:-
tors who made a material part of the patented combination in the United
States, shipped it to Canada, and there combined it with parts made i
Canada to form the patented combination. Since the making of -the coml+-
nation did not occur within the terriforial limits of the Act, no direct -
fringement occurred, and since no direct infringement occurred, no con-
tributory infringement took place.”

The conclusion of Part II was that the courts should attempt to give fuil
effect to the congressional determination that a patentee be allowed to reap
the benefits of hig invention. From this standpoint the holdings in Com-
puting Scale and Bullock are not satisfactory. By definition a material part
of a combination is a part which has no other use except as an element of
the combination.” Thus, the only benefit an American competitor gets from
making and selling a material part either to an American or a foreign pur-
chaser is a benefit attributable to the patentee’s invention itself. Since the
material part is made within the United States, one could argue that there
is sufficient contact with the American market to hold the material part
maker liable for infringement even when he sells that part to a foreign

test it before disassembling for export. The court held that the testing constituted a making and use
within the United States. Id. at 614. It thercfore did not have to reach the substantial assembly ques-
tion, and its commentary on Judge Swan's substantial assembly observations was dictum.

69. 279 F. 648 (1921), decree aff'd, 281 F. 488 (7th Cir. 1922), aff'd, 261 US. 399 (1923).

70. 129 F. 105 (6th Cir.), cert. denied, 194 U.S. 636 (1904).

71. 379 F. a1 678.

72. See text accompanying notes 53-6o supra.

73. A material part, as defined in 35 U.S.C. § 271(c) (1970), is a part “especially made of
especially adapted™ for use in the patented invention and is distinguished from a “staple article of
commedity of commerce.” Computing Scale and Bullock were, of course, decided long before the
enactment of § 271(c). See note 75 infra. Congress worked no change in the doctrine of contributory
infringement in codifying § 271(c). See note 102 infra. Consequently the considerations weighed 10
these téwplcases and the conclusions reached remain valid even after the enactment of § 271(c). S¢¢
note 56 infra. .
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~urchaser.” Bullock and Computing Scale reached a contrary conclusion
-ccause they exalted the direct infringement prerequisite for contributory
iniringement above the policies which in fact underlie the doctrine. Had
thev looked instead to those pohc1es they might have reached a conclusmn
which preserved the patentee’s right to exclude.”

74. Under the Patent Act, the patentec’s right to exclude extends only to the making, using, or

- ling of the patented combination within the United States. 35 US.C. $§§ 154, 271(a) (1970).
“Wicre a foreign-made combination is to be used abroad, or where a foreign manufacturer makes a
-+aterial part that is to be used in the combination abroad there is no contact with the United States.
<ien the territorial limitations in §§ 154 and 271(a), the patentee can make no claim that he
\+ been denied the Act-granted benefit of his invention as a result of these foreign actions. Thus,

wre is a clear cut-off point where the patentee’s right to exclude ends, namely the point at which

wre is no contact between the making, use, or sale of the combination and the United States. One
‘.. of viewing the problem in both Andrea I and Deepsouth is to ask how great the contact must
> with the United States before the patentee can assert his right to exclude under the Act.

if the patent and competitive mandates were in conflict, as Deepsouth suggests, the courts might
s xusnﬁcd in keeping a tight rein on a suspect monopoly privilege by requiring extensive contact
- -1 the United States. If, on the other hand, the two mandates are compatible, as argued in Part II,
*" 2 emphasis shifts to one of preserving the patentec’s right to exclude. Phrased another way, Lhe
tivrt to construe the Act becomes one of giving the fullest effect w the patentee’s right to exclude
~-ithin the possible meanings that might be given to the tcrmmology the Act employs. Under this
- .ronch a liberal view of the required contact is appropriate. For a proposed test see notes 114—20

a and accompanymg text.
. Traced to its origins, the doctrine of contnbutory mirmgement reflects nothing more than

o attcmpt by the courts to protect the patentec’s exclusive right to the benefit of his patent in those
ances where American competitors seck to appropriate that benefit without actually operably
mbling the patented device. The direct infringement prcrcquxsm:, at its inception, was in fact
:othing more than a shorthand way of limiting the patentee’s right to exclude to the economic ad-

vintage ascribable to his invention.

Prior to the recodification of the Patent Act in 1952 there was no statutory definition of either
direct or contributory infringement. The only statutory expression of the patentee’s exclusive right

“awas that contained in the predecessor of today’s § 154 which said only that the patentee had an
Cichugive right to “make, tse and vend™ his patented invention. See Federico, Commentary on the
New Patent Act, 35 US.C.A. 1, 51 (1954). Consequently at a very carly stage in the development
of patent law, the courts were confromcd with a statutory construction problem similar to that posed
by the substantial assembly problem found in Andrea I and Deepsouth. If the courts adopted an
operable assembly definition of making, then competitors could manufacture the essential element
of the invention, omit operable assembly, and escape liability. The patentee, of course, could go
against remote purchasers who completed operable assembly, but it was readily apparent that in a
great many cases such a remedy was without value due to the large number of remote purchasers. If
the patentee’s right to exclude was to be preserved, he nceded the right to reach competitors who
were manufacturing his invention short of operable assembly.

Professor Roberts’ 1898 commentary on contributory infringement is particularly helpful in
outlining the considerations which gave rise to the doctrine of contributory infringement. With regard
to patented combinations the general rule then as now was that the patentee’s exclusive right went
only to the whole of the combination and not to its parts. See Roberts, Contributory Infringement of
Patent Rights, 12 Hamv. L. Rev. 35, 36 (1898). Recognizing the inadequacy of limiting the patentee
to an action against remote purchasers of devices manufactured to some degree less than operable
assembly by the patentee’s competitors, the courts modified the general rule to permit the patentee *“to
stop the trespass at its origin rather than compel him to take a course which practically opposes
an impossibility to his effort toward establishing or c.nforcmg his right.” Id. at 40. The problem,
however, was to devise a rule that protected the patentee’s exclusive right while limiting his
right so that it pertained only to those economic benefits attributable to his invention. The test
Roberts dcvnsed was: “Will the injunction asked for deprive the defendant of any business which he
would enjoy in case all the persons who wrongfully use the thing sold were enjoined ag:mst con-
tinuance of the immediate infringement?” 1d. at 41. The distinction Roberts was attempting to draw
was between the taking by another of the benefit of the patentee’s invention and the taking by
another of a benefit not attributable to the invention. See id. Roberts' rule focuses on the patentee’s
benefit, but the rule is phrased in terms of direct infringement by the remote purchaser. One must
assume that Roberts did not have the export context in mind. In the domestic context a distinction
hetween direct infringement by remote purchasers and failure to infringe directly is convenicnt short-
hand for describing what the present § 271(c) calls a material part. If, in the domestic context, 2
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Authorities do not compel the Andrea [ result. Although the authont~
relied upon by Judge Swan in Andrea I arguably are wrongly decided, thes
are now precedents of long standing. Moreover, their result has now an
parently been codified in section 271(c).™ Despite the unavailability of 1

part can be used by the remote purchaser for something other than completing the patented inven-
tion, then the part has a potential benefit not attributable to the invention and hence is not matena.
However, in the export market a material part which meets the Roberts test with regard 1o e
attributes of the economic benefit received will not be used in an infringement. This is not becavw
the part has some other use but simply because completion of the combination takes place outsu:e
the United States.

The difficulty with the direct infringement prerequisite for contributory infringement, and in-
deed the difficuity with characterizing the making of a material part as a contribution to an infringe
ment, is that it causes the making of a material part to be viewed as something other than infringemes:
itself. The benefit received by the competitor is identical whether a competitor operably assembles =
assembles only a material part, a point Roberts recognized when he declared that contributory :s-
fringement is “tantamount” to direct infringement. Id. at 44. If, as Roberts indicates, it is this same-
ness of benefit which is the ultimate concern, then where operable assembly takes place shouid =
irrelevant so long as the making of, the part which creates that benefit occurs in the United Suio.
On that basis the makers of material parts for operable assembly abroad should be liable for infringe-
ment as are their brethren who sell material parts to be operably assembled by domestic purchasen
in the United States. Had the courts deciding Bullock and Computing Scale recognized that the pur-
pose of the doctrine of contributory infringement was to protect the patentee’s right to the economs
advantage of his invention while limiting protection to that economic advantage alone, they cov =
have avoided the incentive-reducing implications of the direct infringement prescquisite in the expost
context by restricting the prerequisite to its domestic-contéxt origins.

76. The Court in Decpsouth employed what amounts to the Bullock-Computing Scale analy«»
of contributory infringement in the export context, see notes 69—75 supra and accompanying text, i
its analysis of the relationship between §§ 271(a) and (c). See 406 U.S. at 526-27. In doing so .
made no reference to Bullock or Computing Scale, and in fact no such reference was necessary sit.c
the statutory language appears to compel the Bullock-Computing Scale result. Section 271(c) <+
fines contributory infringement in terms of a material part “‘especially made or especially adaptee
for use in an infring@niept.” 35 US.C. § 271(c) (1970) (emphasis added). Section 271(a), in tura.
defines infringement as themaking, using, or selling of a patented invention “within the United
States.” Id. § 271(a). Thus while Bullock and Compnting Scale were in essence judicial efforts to
give meaning to the then undefined infringement concept, Deepsouth involved construction of two
fairly explicit definitions placed in the Act by Congress. In cffect Congress in enacting § 271 (c) placed
the Roberts shorthand into the Act, and in so doing placed its imprimatur on a characterization
of the contributory infringement problem which failed to consider the cxport context. See note 7%
supra. Once contributory infringement was placed in the Act the possibility of evolving, by judicisi
construction, the doctrine of contributory infringement into a doctrine capable of protecting patentees
in the export context was foreclosed.

An argument can be made that the consequences of § 271(c) for the export context were not
anticipated by Congress. Indeed Congress appears to have had the same blind spot with regard 0
contributory infringement in the export context as did Roberts. See note 75 supra. Congress enacted
§ 271(c) in response to the Court’s apparent evisceration of the doctrine of contributory infringement
in Mercoid Corp. v. Mid-Continent Inv. Co., 320 U.S. 661, 669 (1944). See notes 101-02 fnfrs-
Both the relevant hearings and the House and Senate reports accompanying the legislation demos:
strate a keen awareness by Congress of the Mercoid opinion. See HR. Rep. No. 1923, 82d Cong., 20
Sess. 5, 9 (1952); S. Rep. No. 1979, 82d Cong., 2d Secss. 8, 28 (1952); Hearings on H.R. 3760 B:-
. fore Subcommi. No. 3 of the House Comm. on the Judiciary, 82d Cong., 1st Sess., ser. g, at 150-59
(1951). Perhaps more significant, the Congress was aware of Justice Frankfurter's dissent
Mercoid, and in fact the House report borrows from Frankfurter his characterization of the doctrnin¢
as “an expression both of law and morals.”” Compare Mercoid Corp. v. Mid-Continent Inv. Cos
supra at 677, with HR. Rep. No. 1923, supra at 9. Frankfurter’s analysis of the doctrine was in tura
borrowed largely from Roberts. See Mercoid Corp, v. Mid-Continent Inv. Co., supra at 677. Thus
one might suggest that Congress evidenced the same blind spot as did Roberts at least in part because
it took its characterization of the doctrine from Raberts.

That Congress’ characterization of the doctrine excluded the export context inadvertendy can
be postulated not only from the fact that the export problem appears neither in the hearings nor 1
the reports but also from the policies Congress articulated to justify the legislation. The House
report recognized that “one who makes a special device constituting the heart of a patented machin¢
. . . is obviously appropriating the benefit of the patented invention.” H.R. Rep. No. 1923, supré
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ributory infringement remedy in Andrea I, however, the result in that

- depends on still a further assumption—that the doctrine of direct in-
-:oement is not applicable because it applies only when the elements of a
- wwinted combination are fully assembled in operable form in the United
~:..os. Judge Swan made this assumption in Andrea I without cmng any
.zses to support his posmon " Instead he relied on a general assertion that
:he combination patentee’s monopoly “does not cover the manufacture or
«iiv of separate elements capable of being, but never actually, associated
“v iorm the invention.”” Insofar as Judge Swan was indicating that the
. +abination patent goes to the invention itself and not to its parts, he was
‘woveiing well-trodden ground.™ His assertion standing by itself, however,
»souid not have been sufficient to carry him to his operable assembly con-
cision because manufacture of a material part is distinguishable from

-ostantial assembly.

The substantial assembly approach goes to the question of making the
civention itself. It assumes that the near congruence of an operably as-
-ombled combination with a substantially assembled one is sufficient to
~tablish the substantially gssembled combination as zhe invention itself.*
'i"ie domestic competitor who makes the substantially assembled combi-
nation for export may still be guilty of direct infringement if one were to
consider that competitor to be more like the manufacturer of an operably
- _ssembled combination than like the manufacturer of a material part. It is a
c.%e of linedrawing, and Andrea I draws the line without analysis. The
Court in Deepsouth simply relies on Andrea I for the validity of its state-

nent that direct infringement is inapplicable.**

at 9. As discussed in note 75 supra it makes no difference whether the patentee’s competitors appro-
priate the benefit of his invention by selling to domestic purchasers or foreign customers. Therefore,
if in fact Congress was concerned with protecting the patentee’s exclusive right to the benefit of his
invention, there is no reason to dxsungmsh between the domestic and export contexts, since the
bencfit appropriated in either case is attributable solely to the patented invention and the competi-
tor’s contact with the United States is sufficient to satisfy territorial considerations. See note 74 supra
and accompanying text.

To conclude, the Deepsouth construction of §§ 271(a) and (¢) with regard to contributory
infringement in the export context may indeed be technically correct. Thus the BulIocl(-Computing
Scale rule has continuing vitality. But one can certainly suggest that the Deepsonth construction of
contributory infringement was not anticipated by Congress and is not in keeping with the policy
justifications Congress offered for § 271(c) when the 1952 recodification was passed.

77. See 79 F.2d at 628.

78. 1d.

79. One early commentator stated the general rule of combination patent construction as follows:
“‘Broadly speaking, the manufacture, sale, or use of an element of the combination, or of any num-
ber of clements in combination short of the complete whole recited in the claim, is innocent.”
Roberts, supra note 75, at 36. All of the Supreme Court cases cited by Justice White in Deepsouth
articulate a similar rule. See Aro Mfg. Co. v. Convertible Top Replacement Co., 365 U.S. 336, 344
(1961); Mercoid Corp. v. Mid-Continent Inv. Co., 320 US. 661, 676 (1944) Mercoid Corp. v.
Minneapolis-Honeywell Regulator Corp., 320 U.S. 680, 684 (1944) Lecds & Catlin Co. v. Victor
Talking Mach. Co., 213 U.S. 301, 318 (1909); Brown v, Guild, 9o U.S. (23 Wall.) 181, 223 (1874).

80. See note 5 supra.

81. See note 56 supra and accompanying text.
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B. Aroland I1

The holdings in Andrea I and Decpsouth that substantial assembly in
the export context does not qualify as direct infringement depends on the
unstated conclusion that, since the doctrine of contributory infringemen:
applies to degrees of assembly less than operable assembly, a patentee may
look only to the doctrine of contributory infringement when he is con-
fronted by a competitor who less-than-operably assembles his combination.”
Since substantial assembly is less than operable assembly, the Andrea I and
Deepsouth courts were unwilling to recognize that it might be sufficien:
for a finding of direct infringement. Actually, however, precedent does
exist for the proposition that in those market contexts where substantiai
assembly by a competitor would permit the competitor to appropriate fo:
himself the benefit of the patentee’s invention the courts will construe the
Patent Act in a manner which preserves the patentee’s right to exclude.
This precedent can be found in the two Aro Manufacturing Co. v. Co-
vertible Top Replacement Co. cases.®

The Aro cases were concerned with the right of the purchaser of 2
patented combination to repair tifat combination.* Taken together the two
cases hold that a purchaser of a patented combination has an implicd
license to repair his patented combination, even if the part he uses to make
the repairs is a “material part,” so long as he purchased the combination
from-a manufacturer authorized by the patentee to make the combination.
Wheré t]f’fe,p_).irchascr buys the patented combinadion from a manufacturer

82. See notes 58—60 supra and accompanying text.

83. 377 US. 476 (1964); 365 U.S. 336 (1961). The patentee in the Aro cases held the patent
on a combination for an automobile top. Because of wear the fabric in the top had to be replaced
every 3 years. Convertible Top Replacement Company was licensed to enjoy the rights of the
patentee with regard to the patent within a specified territory. Convertible's competitor, Aro, manu-
factured and sold replacement fabric cut to fit the combination top embodied in the patent. Coa-
vertible brought an action against Aro seeking an injunction against Aro's infringement of the
patent, arguing that the fabric sold by Aro constituted a material part and that consequently Aro had
contributorily infringed.

In Aro I the fact situation developed further. The patented convertible top was manufactured
as original equipment on automobiles assembled by General Motors Corporation and the F‘_’“‘
Motar Company. General Motors was licensed to make the convertible top; Ford was not. 377 US-
at 478-79. The Court in Aro II held that the Aro I decision applied only to the General Motor
automobiles. See id. at 464.

84. Traditionally the purchaser of a combination patent is said to receive with his purchase the
right to repair worn-out parts. He does not, however, have a right to “reconstruct” the combinatiod
anew. The repair versus reconstruction distinction turns on the degree of assembly required.

As noted by the dissenters to Aro I: “For more than a hundred years it has been the law that
the owner of a device covered by a combination patent can, without infringing, keep the device 18
good working order by replacing, either himself or through any source he wishes, unpatented part.
but that he may not, without rendering himself liable for infringement, reconstruct the device itself,
whether because of its dcterioration or for any other reason, and even though all of the componert
parts of the device are themselves unpatented.” 365 U.S. at 369 (Harlan, Frankfurter & Stewart
J1.), citing the following five cases: Heyer v. Duplicator Mfg. Co., 263 U.S. 100, 101~02 (1923%
Leeds & Catlin Co. v. Victor Talking Mach. Co., 213 US. 325, 336 (1909); Morgan Eavelope Co. ¥
Albany Perforated Wrapping Paper Co., 152 U.S. 425, 434-35 (1849); Cotton-Tie Co. v. Simmons
106 U.S. 89, 93—94 (1882); Wilson v. Simpson, 50 US. (9 How.) s8, 61—62 (1849).
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who is not authorized, however, he has no implied license to repair. In that
situation the repairing purchaser directly infringes, and the supplier of the
material part used in making the repair is liable to the patentee for con-
tributory infringement.®

The substantial assembly implications of the Aro cases arise through
Justice Brennan’s concurring opinion in Aro I and his opinion for the
Courtin Aro I1. In Aro I Justice Brennan indicated that one who purchases
a patented combination from an authorized manufacturer has an implied
license to replace some parts of that combination but not others. The dis-
tinction rests on the degree to which the part in question resembles the
patented combination itself. Where the part added is so like the patented
combination that a “reconstruction” is in fact taking place, that recon-
struction would constitute an infringement of the patentee’s patent.* Justice
Brennan’s implied license approach was adopted by the Court in Aro I1.*
The Court in Aro II held liable for contributory infringement the supplier
of a material part to a purchaser having no implied license to repair.®
At the same time it indicated no disagreement with its holding in Aro I
that the same supplier of the identical part was not so liable when his
purchaser had an implied license.” Therefore it is reasonable to infer that
Brennan’s dictum in Aro I on the requirements for finding a reconstruction
would have been sympathetically received had the Court"becn confronted
with the greater degree of assembly Brennan contemplated ih his Aro T
reconstruction dictum.

85. The construction of the Aro cases offered in the text is that employed by Justice Brennan in
Aro II. Brennan’s reading of Aro I exhibits in fact a considerable degree of judicial creativity, There
is no mention of the implied license conceptyin Justice Whittaker’s Aro I opinion for the Court.
Instead Justice Whittaker relied heavily on the Mercoid cases to reach the rather sweeping conclusion
that “[n]o element, not itself separately patented, that constitutes one of the elements of a combination
patent is entitled to patent monopoly, however essential it may be to the patcntcd combination and
ro matter how costly or difficult replacement may be.” 365 U.S. at 345, cting Mercoid Corp. v.
Mid-Continent Inv. Co., 320 U.S. 661 (1944), and Mercoid Corp. v. Minneapolis-Honeywell Regu-
lator Co., 320 U.S. 580 (1944). According to Whittaker only a “second creation of the patented en-
tity” would be sufficient to trigger either direct or contributory infringement. Id. at 346. As Justice
Brennan pointed out in his concurring opinion to Aro I, the Whittaker test “plainly would not heed
the congressional mandate [expressed in § 271(c)].” Id. at 366. The groundwork for the implied
license approach employed in Aro I was laid in reality in Brennan’s Aro I concurring opinion. See id.
at 362-68.

86. Id. at 362: “[T]here are circumstances in which the replacement of a single unpatented
component of a patented combination short of a second creation of the patented entity may con-
stitute reconstruction.” It is not altogether clear that Justice Brennan was fully conscious of a dis-
tinction between mere material parts and a higher degree of assembly sufficient to constitute a re-
construction when he offered his Aro I concurring opinion. Brennan took pains to note in Aro I that
the “shape of the fabric was . . . not the essence of the device . . ..." Id. at 368. Nonctheless
Rrennan held that this very same part was sufficiently unique to give rise to contributory infringe-
ment in Aro II. The inference to be drawn, then, is that while the part was sufficiently unique to
create contributory infringement where it was purchased by customers having no implied license to
repair, a higher degree of assembly would be required to constitute a reconstruction of the patent
sufficient to overcome the protection given by an implied license.

87. See note 85 supra.

88. 377 U.S. at 483-8s.

89. Id. at 479—8o0.
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The implication to be drawn from the dictum in Brennan’s Aro |
opinion and the holdings of the Aro cases is-that while a purchaser of a
combination from an authorized manufacturer has an implied license to
replace even a material part of his combination, he has no implied license
to reconstruct the patented combination. The significance of Brennan’s
Aro I dictum lies in its suggestion that, in the repair-reconstruction context,
the courts will recognize a distinction between the making of a material
part and the making of a part which so closely resembles the patented
combination itself that even a purchaser possessing an implied license to
repair will be considered to be an infringer when he adds such a part to
his previously purchased combination.

In essence, then, Brennan’s repair-reconstruction construct turns on his
recognition that there is a degree of assembly greater than the making of
a material part but less than operable assembly. The intermediate degree of
assembly he recognizes is analogous to substantial assembly in the export
context. It matters little whether the consequences for the parts supplier in
such a reconstruction are termed “direct” or “contributory” infringement.”
Just as this intermediate degree of assembly would trigget an infringe-
ment in the repair-reconstruction Context, so should substantial assembly
in the export context be considered an infringement. The policy basis for
such a rule is the same in both market contexts. One who supplies a part,
which is in essence the patentee’s combination, to a purchaser who adds
a minor part from a previously purchased combination gets the benefit
of what amoeunts to a new making of the combination. Similarly, one
who supplies a substantially assembled combination to a foreign purchaser
is so benefited. In either case failure by the courts to recognize the trans-

9o. Where the purchaser of a patented combination intends to use the patented combination
within the United States, operable assembly is a prerequisite to such use. See notes 56 & 63 supra. It
therefore makes no difference whether one characterizes the supplier of a part sufficiently similar to the
patented combination to trigger Justice Brennan’s reconstruction doctrine as a direct infringer or as
a contributor to the direct infringement by a reconstructing purchaser. Either approach would be
equally valid. One could say either that the part supplier himself had directly infringed when he
created the reconstruction part or that he contributorily infringed when his purchaser added that
part to a minor part from a previously purchased combination, The first characterization would, of
course, be directly analogous to substantial assembly in the export context. In the second case one
might suggest that the purchaser had gone beyond the implied license he received when he bought
the previously purchased combination from an authorized manufacturer. The significant point to
note in the second case, however, is that even if one adopts the contributory infringement character-
ization of the transaction, it is the degree of assembly by the part supplier that eliminates the im-
plied license protecting both purchaser and supplier. If the purchaser with an implied license had
purchased a mere material part sufficient to trigger contributory infringement absent his implied
license, neither he nor his supplier would have any liability to the patentee. Instead he purchased
a part representing a greater degree of assembly, though less than operable assembly, and, under
Justice Brennan's Aro I analysis, both he and his supplier are liable, implied license or po. It is the
degree of assembly which determines the protective value of the purchaser’s license, a degree of
assembly distinguishable from and greater than that required of a mere material part under the
contributory infringement doctrine. Thus, even under the contributory infringement characterization,
rccognitlixon of something akin to substantial assembly is present in Justice Brenoan’s reconstruction
approach.
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action as an appropriation of the patentee’s invention denies the patentee
his exclusive right to the benefit of his combination. Brennan’s approach
to the problem in Aro I and 11, recognizing as it does a distinction between
substantial assembly and the making of a material part, this provides
support for the argument that direct infringement should be found both
for operable and substantial assembly in those market contexts where an
operable assembly definition of “making” would defeat the patentee’s ex-
clusive right to the benefit of his patented combination.

C. Conclusions

The Aro cases, when coupled with the specific application of the sub-
stantial assembly approach to the export context made in Andrea II™* and
the Fifth Circuit’s Deepsouth opinion,” offer a way around the “conceptual
box” created by the doctrine of contributory infringement.”® The sub-
stantia] assembly alternative breaks the link between direct infringement
and contributory infringement forged by Judge Swan in Andrea I and
Justice White in Deepsouth.® It opens up the possibility of focusing on
degrees of assembly, allowing one to escape the conclusion that any amount
of assembly less than operable assembly creates a material part subject to
the limitations of the doctrine of contributory infringement. The sub-
stantial assembly approach these cases suggest also iﬁré&qyes the patentee’s
benefit and hurdles the territorial limitations of the Patefit Act®™ by de-
fining substantial assembly as making, making that occurs within the
United States. In addition it maintains the result as to contributory infringe-
ment in the export context which appears to be required by the phrasing of
section 271(c).’® Since substantial assembly presumes a degree of assembly
greater than that required for a material part, the foreign purchaser need
only make a negligible effort to operably assemble the combination and
enjoy its benefits. The contacts with the United States are greater, or con-
versely, the degree of making required is less than that which would be
required in a foreign country for the foreign purchaser to enjoy the benefit
of a material part. Therefore there is less reason to suggest that protecting

91. See notes 64—68 supra and accompanying text.

92. See notes 1115 supra and accompanying text. . .

93. The Court of Appeals for the Fifth Circuit suggested in its Deepsourh opinion that the
Second, Third, and Seventh Circuits “worked themselves into . . . a conceptual box™ by focusing
on the direct infringement prerequisite for contributory infringcmcqn 443 F.2d at 938. That box,
of course, is in essence the conclusion implicit in the opinions of Justice White and Judge Swan that
any degree of assembly less'than operable assembly must fit within the confines of § 271(c) before
the patentee can assert any right to exclude. To avoid that dilemma the Fifth Circuit chose to give
the word *makes” the meaning “it ordinarily connotes—the substantial manufacture of the con-
stituent parts of the machine.” Id. at 939.

94. See notes 56—63 supra and accompanying text.

95. See notes 61—63 stipra and accompanying text.

96. See nate 76 supra and accompanying text.
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the patentee through a substantial assembly rule gives the Patent Aqt
impermissible extraterritorial effect.”

IV. THE EviDENCE oF CONGRESSIONAL INTENT

A. Sub Silentio Approval of the Operable Assembly Rule

Quite apart from the merits of the precedents relied upon by the majority
opinion in Deepsouth, the Court asserted that the Andrea I operable assem-
bly rule was firmly established by the recodification of the Patent Act in
1952. Had Congress disagreed with the operable assembly approach,
reasoned the Court, it would have amended the Act. Consequently, its
failure to do so must bé interpreted as acquiescence in the judicial de-
cision.” This conclusion is open to serious criticism.

Even if Congress had been aware of the operable versus substantial
assembly problem in 1952, it would have found only two opinions discussing
the question directly—Andrea I and Andrea II. As previously noted,
those two cases can by no means be regarded as clearly resolving the ques-
tion.” Moreover, there is absolutely no evidence that Congress considered
the issues involved in the Andrea cases.'® Consequently, Congress can
hardly be said to have implicitly sanctioned any particular view.

Furthermore, while Congress for the most part did not intend recodi-
fication to change the existing law, the committee reports accompanying

"~ the legislation make it clear that Congress viewed as unacceptable the
Coures suggestion in Mercoid Corp. v. Mid-Continent Investment Co.**
that contributory infringement was no longer a vital doctrine. By giving

97. In Deepsoutk Justice White reached a contrary conclusion on the extraterritorial impact, in
the export context, of a substantial assembly definition of direct infringement. See notes 103-08 infrs
and accompanying text.

98. 406 U.S. at 530. The Court in Deepsourk made the case as to congressional intent as fol-
lows: *“The prevailing law in this and other courts as to what is necessary to show a patentable in-
vention when a combination of old elements is claimed was clearly evident from the cases.wl'}tﬂ
the [Patent Act of 1952] was passed; and at that time Andrea, representing a specific application
of the law of infringement with respect to the export of clements of a combination patent, was
17 years old. When Congress drafted § 271, it gave no indication that it desired to change cither the
law of combination patents as relevant here or the ruling of Andrea.” Id.

99. See text accompanying notes §9—81 supra.

100. For a discussion of the legislative history of the 1952 Patent Act, see Federico, stipra notc
75, at 6-9. Federico does not mention the problem, of substantial versus operable assembly of com-
binations in the export context, nor is any mention of the preblem contained in the relevant hearings.
See H.R. Rep. No. 1923, supra note 76; S. Rep. No. 1979, supra note 76; Hearings on H.R. 3760,
supra note 76. . .

1ot. 320 US. 661 (1944). Though the Mercoid casc was decided on the basis of the patentee
misuse of his patent, Justice Douglas, writing for the Court, declared that “[t]he result of this dect-
sion, together with those which have preceded it, is to limit substantially the doctrine of contributory
infringement.” Id. at 669. Justice Frankfurter vigorously criticized the Court’s reflections on con
tibutory infringement in his dissent to Mercoid, declaring that “litigants and lower courts ought l:.‘Ol
to be embarrassed by gratuitous innuendos against a principle of law which, within its proper bounds,
is accredited by legal history as well as ethics.” Id. at 678. . "

Douglas’ language did lead the Sixth Circuit to conclude “that nothing has been left of the
doctrine [of contributory infringement] as formerly it had been applied.” Landis Mach. Co. v. Chaw
Tool Co., 141 F.2d 800, 801 (6th Cir. 1944).
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a statutory base to the contributory infringement doctrine, Congress dis-
approved the only judicial decision it considered which had the effect of
limiting the protection accorded to patentees.’®® Without evidence that
Congress considered Andrea I, the argument that Andrea I's holding was
silently approved is less than compelling.

B. Congressional Intent and Foreign Patents

As a parting shot at the substantial assembly rule the majority opinion
in Deepsouth declared that the territorial limitations contained in sections
154 and 271(a) reveal a “congressional intent to have [the patentee] seck
[protection in markets] abroad through patents secured in countries where
his goods are being used.”*** While the sections themselves and the prece-
dent cited by the Court*** support the argument that the Patent Act is not
intended to have extraterritorial effect, they do not substantiate the con-
tention that Congress intended patentees to seek foreign patents if they
wish to protect themselves from American competitors in the export
market.

102. The Court in Deepsouth said that Congress had intended no change in patent law when
it drafted § 271. 406 U.S. at 530; see note 98 supra. During the Senate debate on the 1952 Act, the
Chairman of the Senate Judiciary Committee, Senator McCarran, was asked what if any changes
in patent law would result from the Act. In his majority opinion in Deepsouth, Justice White quoted
Senator McCarran as responding that the proposed act mercly ‘codifies the present patent laws.”
Id. at n.10. But Justicc White failed to point out that McCarrafgmended his response in a pre-
pared statement submitted subsequently. The Senator’s amended tesbanse declared: “In view of
the decisions of the Supreme Court and others as well as trial by practice and error zhere Aave
been some changes in the law of patents as it now exists and some new terminology used.” 98 Conc.
Rec. 9323 (1952) (emphasis added). . .

Justice White’s suggestion that Congress did not intend to change the Act when it passed
the 1952 recodification simply will not square with the legislative history of the recodification. The
immediate predecessor of the House bill which became the 1952 Act revision was H.R. 3760,
which was introduced in the first dession of the 82d Congress. See H.R. Rep. No. 1923, supra note
96, at 3-4. During the hearings on H.R. 3760, considerable attention was devoted to its proposed
§ 231(c), the forerunner of the preseat § 271(c). It is clear from these hearings that the contributory
infringement section was proposed in direct response to the decision in Mercoid Corp. v. Mid-Con-
tinent Inv. Co., 320 U.S. 661 (1944), and that its purpose, in the words of Representative Rogers, was
to “point out to the court . . . that it was the sense of Congress that we remove this question of
confusion as to whether contributory infringement existed at all, and state in positive law that there is
such a thing as contributory infringement . . . . Hearings on H.R. 3760, supra note 76, at 159.
Similarly the House and Senate reports accompanying the recodification legislation refer to the
“doubt and confusion” left in Mercoid's wake. See H.R. Rep. No. 1923, supra note 76, at 5, 9; S. Rep.
No. 1979, supra note 76, at 8, 28. The House Repart specifically declares: “Although the principal
purpose of the hill is the codification of title 35 . . . therc arc a number of changes in substantive
statutory law. . . . The major changes . . . consist of incorporating a requirement for invention
in § 103 and the judicial doctrine of contributory infringement in § 271 H.R. Rer. No. 1923,
supra note 76, at S.

In his article on the new patent act the then Examiner in Chief of the U.S. Patent Office, P.J.
Federico, indicated that it was his understanding that Congress felt § 271 to be “onc of the major
changes or innovations in the title.” Federico, supra note 75, at s51.

In dro II the Court itself recognized that Congress had intended to change the patent laws
through § 271. It specifically held that “Congress enacted § 271 for the express purpose of reinstating
the doctrine of contributory infringement as it had been developed by decisions prior to Mercm'd,
and of overruling any blanket invalidation of the doctrine that could be found in the Mercoid
opinions.” 377 U.S. at 492.

103. 406 US. at 531.

104. 1d., citing Brown v. Duchesne, 60 US. (19 How.) 183, 195 (1857).
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Earlier in the majority opinion Justice White showed his concern wit
extraterritorial effect by arguing that a substantial assembly rule gives the
Patent Act extraterritorial effect by conferring “flagship” status on the
patentee.’®® According to this argument a substantial assembly rule, because
it would permit a patentee to exclude American competitors from the
export market, enables the American patentee to operate in international
commerce free of American competition. Even if one concedes that there
is some validity in the Court’s flagship characterization, it does not follow
that a substantial assembly rule is an impermissible extension of the terr-
torial sweep of the Act.

Examining substantial and operable assembly in terms of their relative
extraterritorial effects does little to support the Court. A patentee max
exclude from international commerce a competitor who operably assembles
the patentee’s combination, and in that sense an operable assembly rule
also gives extraterritorial effect to the Patent Act and confers flagship
status on the patentee. Once it is recognized that an operable assembly rule
has extraterritorial consequences just as does a substantial assembly rule.
the inappropriateness of attempting to distinguish between operable and
substantial assembly in terms of their extraterritorial effects is apparent.
The patentee can exclude from the export market the competitor who
operably assembles the patented product, and he should not be barred bv
considerations of extraterritorial impact from likewise excluding the com-
pctiforfwho resorts to substantial assembly. The extraterritorial effect, or
lack of 1t7% the same in either case. Since the substantial assembly rule
should no more fail because of extraterritorial impact than does the oper-
able assembly rule, one cannot read into sections 154 and 271(a) a con-
gressional intent that the patentee protect himself from substantially
assembling American competitors by obtaining foreign patents—partic-
ularly when the only evidence of congressional intent cited by the Court
is the wording of the Act itself.*®

Since including the substantially assembling competitor within the
ambit of the American patent grant does not extend the territorial sweep
of the Act, and since the benefit which would be received by the patentee
if his substantially assembling competitor were excluded from the export
market would be solely attributable to the patentee’s invention,™ the mere
fact that foreign patents are available adds nothing to the argument becausc
those same foreign patents are available to protect the patentee from oper-
ably assembling American competitors. The ncgauvc consequence of the
operable assembly rule upon the patentee’s incentive is apparent: acquisi-

105. See id. at 523.
106. 306 U.S. at 523, 531, citing 35 U.S.C. §§ 154, 271 (1970).
107. See note 63 supra.
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tion and enforcement of foreign patents is costly.’®® The effect of the Court’s
argument is that the patentee’s subsidy is reduced by either the cost of
foreign patents or a loss of profits to competitors who substantially assem-
ble. Congress has the power to limit the patentee’s subsidy, but there is
nothing in the Court’s argument which compels a conclusion that Con-
gress intended to impose a limitation in this context. If the Court limits the
patentee’s subsidy without congressional direction to do so, it is engaged in
policymaking based on misinterpretation of congressional intent.

V. A ProrosaL For LecisLATION

The foregoing discussion has contended that Deepsouth is inconsistent
with Congress’ balancing of the need for invention against the competi-
tive mandate. Although the opinion’s result was compelled neither by
precedent nor by any specific indications of congressional intent, Deep-
south is now the law. Congress, however, has the power to change the
rule established by the Supreme Court through amendment of the
relevant statutes. This Part proposes a statutory amendment that would
establish a substantial assembly rule for patented combinations in the export
context.

A. Rejection of the Fifth Circuit Approach .3“"'5;.

The Fifth Circuit offered a substantial assembly rile when it considered
the Deepsouth case. Its rule would have required that all parts of a patented
combination be produced in the United States and that the combination
be finally assembled for its intended use in a foreign country in all but
“minor respects.”**® The Fifth Circuit rule, however, is only slightly less
mechanical than the Supreme Court’s operable assembly approach. While
applying to the Deepsouth situation, the rule would have posed only a
minor barrier to the competitors determined to export the patentee’s com-
bination: if even small parts used in assembling the combination were made
abroad the exported combination arguably would not fall within the sub-
stantial assembly rule.**’

108. Professors Fulda and Schwartz have noted the costs of acquiring foreign patents and the
impact those costs can have. In particular they make reference to the complaint of a small engineering
firm which was unable to meet the competition of a larger corporation because the latter was able to
invest the $1 million required to protect an invention in the 5o foreign countries where the market
appeared promising. C. Fuipa & W. ScCHWARTZ, REGULATION OF INTERNATIONAL TRADE AND INVEST-
MENT 540 (1970). -,

109. 443 F.2d at 939. . .

110. Such artfulness must be expected from those who stand to benefit from avoiding the patent
laws. For example, Deepsouth’s president wrote to a Brazilian customer that “we can manufacture
the entire machine without any complication in the United States, with the exception that there are
two parts that must not be assembled in the United States, but assembled after the machine arriyes
in Brazil.” 406 U.S. at 523 n.5 (emphasis added). Clearly Decpsouth was not offering mere parts, but )
rather the entire patented invention to foreign customers. Similar practices could be expected if-the
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A mechanical rule, whether it be that offered by the Fifth Circuit or - -
Supreme Court, has as its principal virtue ease of administration. T:..
convenience, however, is purchased at the expense of rigidity that c:-
deprive the patentee of the exclusive right to the benefit of his invention.
The problem with both mechanical tests is that they do not provide su:.
ficient flexibility to distinguish between combinations that have, and thos
that have net, been effectively completed.**

B. Thke Proposal -

Once one retreats from a mechanical rule, a broad spectrum of lin=-
drawing possibilities emerges, with operable assembly at one pole and :
mere aggregation of parts at the other. If the inherent arbitrariness of :
mechanical test is to be avoided, drawing that line requires a rule wi::
sufficient flexibility to distinguish between those who seek to appropria::
the patentee’s invention and those who would sell only the parts of the
combination, parts to which the patentee has no legitimate claim. uch :
distinction could be drawn by a rule that established its parameters «:
applicability in objective terms an¥ its specific application to individuai
cases in terms of intent. Objective criteria have a gross screening function:
they mark the limits of what is clearly not infringing activity. An inter:
requirement allows courts a certain amount of leeway for determining
whether or not a competitor whose activities satisfy the objective criteris
is actually artegupting to appropriate the patentee’s invention.

In resolving an analogous problem, Congress’ definition of contributors
infringement in section 271(c) provides a model. Congress needed a rule
that would distinguish between suppliers of mere parts, on the one hand.
and suppliers of parts sufficiently unique to constitute the essence of the
patentee’s invention, on the other. It adopted a rule that employed both
objective and subjective elements. The objective requirements were met if
the competitor sold a “material part” of the patentee’s invention and that
part was used in a direct infringement of the combination patent™ In
addition, Congress required that the competitor be found to have “known”
that the material part was especially made or especially adapted for use in
the infringement of the patent.’™* A knowledge requirement for contribu-

prevailing rule merely required the exporting seller to be sure that a trivial foreign-made part was
added during final assembly at the combination’s destination.

111. Justice Blackmun in his dissent to Deepsoush places particular emphasis on this point..d."
claring that the Court arrived at its operable assembly rule “[b}y a process of only the most
construction.” Id. at 534. Justice Blackmun also characterized the operable assembly rule cstabllSh‘;'d
by the Deepsouth majority as a “reward [to] the artful competitor who uses another's invention 18
its entirety and who sceks to profit thereby.” Id. at 532—33. He labeled Decpsouth’s activities 38
“iniquitous” and “evasive.” Id. at 533. )

112. See note 5 supra.

113. 35 US.C. § 271(c) (1970).

114. 1d.
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tory infringement is designed to limit the contributory infringement rule
to those cases where the competitor is consciously making an effort to
appropriate the patentee’s invention. It protects the supplier who builds
a part to order not knowing that the part is unique to a patented combi-
nation that his customer intends to infringe.

Since this Note proposes that with respect to patented combinations in
the export context, substantial assembly ought to be made an alternative
definition of the making requirement in section 271(a), the rule should be
patterned after that section and might be articulated as follows:

Whoever, for export and without authority, knowingly makes and/or sells,
within the United States and for use in a foreign country, but for minor final as-
sembly and/or minor parts, any patented combination during the term of the
patent therefor, infringes the patent.

C. Analysis of the Proposal

The proposed rule may be visualized as a corollary to the operable
assembly requirement implicit in the direct infringement concept as it
functions in the domestic market. As noted, operable assembly is a pre-
requisite to enjoyment of the patented invention where use of the invention
is to take place in the United States.*® Operable assembly is not a pre-
requisite to appropriation of the benefit of the inventien, when it is sold for
use abroad.™® Since the rule is not intended to expand the’patentee’s monop-
oly beyond his invention, it is limited to the export market where appro-
priation of the invention’s benefit without operable assembly. is uniquely
possible.

The rule, like its section 27z (a) counterpart, is also limited to those
who make or sell the patentee’s invention “without authority.”**" This
provision maintains the patentee’s ability to license others to make and sell
his invention. The knowledge requirement has been discussed above and
is taken from the considerations that presumably are reflected in the con-
tributory infringement section.™® :

Unlike section 271 (a), however, the proposed rule is limited to those who
would make or sell the patentee’s invention. A prohibition of use is not
necessary since use in the domestic market is adequately covered by section
271(a). Both selling and making are included because a competitor in-
tending to appropriate the benefit of the patentee’s invention could separate

. the two functions and thereby evade the proposed rule.
The “minor final assembly and /or minor parts” language creates some

115. See notes 56 & 63 supra and accompanying texts.
116. See note 63 supra and accompanying text.

117. 35 US.C. § 271(a) (1970). .

118. See note 114 supra and accompanying text.
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difficulty since those terms in themselves lack content. A similar problem
is encountered in the existing contributory infringement section with re.
gard to its “material part” requirement."*® Given its context, however, the
intent of the language is clear. The patentee’s competitor should come
within the rule only when the combination possesses a high degree of
similarity to the patented invention. Granting that the proposed substan-
tial assembly rule would be more difficult to administer than an automatic
operable assembly rule, the problems of application would not appear to be
greater than those associated with many other legal concepts. Moreover, the
need to tailor the definition of infringement to the precise contours of the
patentee’s contribution justifies the increased complexity of application.
As noted above,' contributory infringement is not applicable in the
absence of direct infringement. Where operable assembly occurs abroad.
domestic makers of material parts are thus immune to contributory in-
fringement claims. Under the proposed substantial assembly rule, however.
the maker of a material part might commit contributory infringement i
substantial assembly occurred in the United States before the product was
exported. Thus the proposed rule would provide better protection for the
patentee under both the direct and contributory infringement doctrines.

VI. ConcLusioN

In the short run at least, patents are undoubtedly anticompetitive. Never-
theless, Congtess has made a decision, specifically permitted by the Con-
stitution, that short-term patent monopolies are worthwhile devices whose
benefit outweighs their burden on free competition. In interpreting the
language of the patent laws, the task of the courts is to give full effect to
that congressional determination and not to strike the balance between en-

" couraging inventiveness and promoting competition anew in each case.
Unfortunately, the Supreme Court in Deepsouth failed to follow its con-
gressional mandate in interpreting the meaning of direct infringement. In
addition, perhaps because the Court misconceived its role in the administra-
tion of the patent laws, it found clear and prevailing precedent for the
operable assembly rule in a body of law that is unsettled at best. Finally, the
Court misinterpreted congressional actions as seeming to support its in-
terpretation of the statute.

The problem with the operable assembly rule is that in the export con-
text it does not protect the patentee’s right to the benefit of his invention.
The rule enables domestic manufacturers to circumvent the protection
accorded to patentees under the Patent Act by taking simple evasive tactics

119. 35 US.C. § 271(c) (1970).
120. See hote 57 supra and accompanying text.

45-025 0 - 85 - 60
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.. i the Deepsouth case. Had the Court adopted a substantial assembly
- .. such technical and evasive actions would have been rendered fruitless
aznout protecting the patentee to any extent greater than the benefit of his
cnention. Unless the Court overrules its Deepsouth holding, Congress
.. uiid adopt a statute designed to preserve the patentee’s incentive-generat-
2 right to exclude while neither imposing an additional monopoly
~urden on the public nor extending the extraterritorial scope of the patent
".wvs, The statute proposed above would accomplish these objectives.

Charles M. Kerr
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i1y 1010 fitl ' B2 \ Patent and Trademark Office
s Address: COMMISSIONER O
REEEIVED *: COMMESIONE F PATENTS AND TRADEMARKS

PATEHT AND LICENSIKG

March 10, 1982

Dr. Pauline Newman

Director, Patent and Licensing
Department

FMC Corp.

2000 Market Street

Philadelphia, Pennsylvania 19103

Dear Polly:

I am writing in regard to some questions that came up during
your recent meetings.

Ken Cage, Director of the PTO's Security Group, informed me
that a United States patent application under secrecy order
may be filed in other NATO countries, and NATO nationals may
file "secret' apnlications here. The NATO treaty (copy en-
closed) allows the exchange of secret material between its
member countries under controlled conditions.

Ken knew of no public information about the foreign filing
procedures involved, except the brief directive in 37 C.F.R.
B5.5. (copy enclosed). This directive concerns the apnlying
for and granting of a permit for the foreign filing of an
anplication under secrecy order, although it does not make
this purpose very clear.

The foreign filing procedure is somewhat roundabout. An
applicant wishing to file such an application in a foreign
country first petitions the PTO for a permit. The petition

is referred to the Armed Services Patent Advisory Board (ASPAB)
for further referral to the government agency that imposed the
secrecy order., If that agency authorizes the requested foreign
filing, it notifies the PTO through ASPAB that a permit may be
issued. Permits are issued by the PTO. No special forms are
used for obtaining these permits.

The attorney (or applicant) as a condition for receiving the
permit must assure the PTO in the petition that every person
expected to handle the application possesses the necessary
security clearance (see 85.5(c)). The application is trans-
mitted overseas by diplomatic pouch (all classified material
is handled this way). An embassy official or foreign attorney
(also having the necessary security clearance) then delivers
the application to the security branch of the foreign patent
office, to complete the transmittal.
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If you have further questions about this procedure, I would
suggest that you call Ken Cage directly at (703) S57-2877.

In conncetion with the efforts of the Ad Hoc Working Group to
overturn the Deepsouth case, I indicated that I would forward
information about legislative attempts to do this. There were
attempts during the 93rd and 94th Congresses (S. 473, S. 2255
and S. 23, all in the 94th Congress, lst Session, and S. 2504
in the 93rd Congress, lst Session). Enclosed is a copy of
section 271 of each of these bills, where the relevant provi-
sion appears.

We have very little background information on this issue, but

I have enclosed what we do have. As I recall, the reason there
is so little in our files is because the legislative activity
on these bills was concerned with far more controversial issues.
The Shoup statement filed with the Judiciary Committee's Sub-
committee on Patents, Trademarks and Copyrights is quite infor-
mative. The Houston Patent Law Association statement succinctly
presents the problem and a solution. The internal PTO paper
(identified as VIII.C.2.) was developed for discussion with the
Justice Department in preparing an Administration position on

S. 2504,

Replying to your final inquiry, the budget for the Board of
Interferences for both FY 1982 and FY 1983 calls for nine nro-
fessional and ten clerical positions.
Please let me know if we can nrovide further information.
Best personal regards.
Sincerely,
:D?;JZL
Michael K. Kirk, Director
Office of Legislation and
International Affairs

Enclosures
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IN THE SENATE OF YHE UNITED STATES
" Jouy 81,1075

M.r MoCrerran (for himsel?, Mr. Buxmox,Mr Parre A. Harr, and Mr.
" Hoer Socort) introduced the following bill;- which was read twice
snd referred to the Commxtteeonthe.lndmmry

e , - FeBruany 24,1976
oy ,' ,, , -. Reported byMr MoCreLrav, with amendments
[Omlt the put ltruck through and insert the part prumd in luue]

; ff‘ﬁi"’:A BILL

-'For. tha gsneral revision of the Patent Laws, title 85 of the United States
- Code, and for other purposes.
1 . ° Boe it enacted by the Senate and House of Represeniatives of the
9 United States of America in Congress assemblad, That, in accordance
8. with the authority granted by articlo 1, section 8, clauss 8 of the
4 United States Constitution, title 35 of the United States Code entitled
b
8

Tihe. e

“Patents”, is hereby amended in its entirety to read as follows:

8 = “TITLE 35—PATENTS
fiyc wpany o ' Bse.
. 1. PATENT AND- me OFFICHR 1
. “IL PATENTABILITY OF INVENTIONS AND GRANT OF PATENTH. 100
,“IT1. PATENTB AND INFRINGEMENT OF PATHANTB e e cecoee e
IV. PATENT COOPERATION TRRATY as1

7 “PART I—PATENT AND TRADEMARK OFFICE
“1. EsTAsLisEMENTY, OrFicizs, FUNOTIONS
8. Procxxomnas ov THE OrrFics.
*“8. PaAoTIOR BEYORE THE OFFICE-
“4. Orrice Fres :

8 “Chapter 1.~ESTABLISHMENT, OFFICERS, FUNCTIONS
*Beo. '
1. Bstablishment.
“2. Beal.
“8. Commissioner and other officers.
‘¢, Restrictions on officers and employees as to interest in patents.
“S. Board of Examiners-in-Chief,
“8. Library.
‘7. Clamification of patents.
“8 Certified copies of records.
“B. Publications.
“10. Research and studies.
*iL Annual report.

n-o
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:’to three years, when an application for patent or patents has become

the ‘property of the United States and the head of the appropriate

" department or agency of the Government has certified to the Commis-

sioner that the subject matter disclosed therein is important to the
armament or defense of the United States.
“Chapter 28—INFRINGEMENT OF PATENTS
';.T;. Intrlnmont of patent. . .
#2372, Temporary presence in the Unied States.
“§ 271, Infringement of patents

“(a) Except as otherwise provided in this titlo, whoaver without

) authority makes, uses, or sells-any patented subject matter, within the

United Btates after the issnance of the patent ﬂlemfor and durmg

ita term, mfmnges the patent.
" %(b) Whoever actively induces mfrmgement of a pa.tent shall be -

"liable as an infringer. -

“(c) Whoever sells a componen't of & patented machine, manufac- '
ture, combination or composition, or a material or apparatus for use in
practicing a patented process, constititing.a material part of the.
patented subject mnttér, knowing the same to be especially made or
especially adapted for uss in an infringement of such patent, and not
a staple article or ‘commodity of commerce suitable for substantial
noninfringing use, shall be liable as a contributory infringer.

“(d) No patént owner otherwise entitled to relief for infringement
or contributory infringement of a patent shall be denied relief or

_ deemed guilty of misuse or illegal extansion of the patent right by

reason of his having done one or more of the following: (1) derived
revenue from acts which if performed by another without his consent
would constitute contributory infringement of the patent; (2) licensed
or guthorized another to perform acts which if performed without
his consent would constitute contributory infringement of the patent;
or (8) sought to enforce the putent. against mfnngement or contribu-
tory infringement.

“(e) (1) Subject to paragraph (3) of this subsectmn, whooever
imports a product made in a foreign country into the United States
shall bo liablo as an infringer, if-—

“(A) he hns cntered into an exclusive or primary sales or dis-
tribution agreement for such product, with the person who made
it in the forcign country, or one who purchnsed it from such per-
son, and *

“(B) such person nmdo the product in the foreign country by

a process p.ttentcd in the United States. —
— :
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"'4(3) Subject to paragraph (3). of this subsection, any subsidiary,.

. or other organization under the legal control, of the manufacturer or .
,.vendor specified in paragraph (1) (A) of this subsection, that actively
. induces conduct proscribed by paragraph (1) of t.hls subsection shall.

be liable as an infringer.

#(3) Paragraphs (1) and (2) of this mbsachon shall not apply if.
the patentee has authorized the persons identified in paragraphs (1)
and (2),or any of them, to engage in such conduct. .

“(f) Whoever, without suthority, makes or sells, within the United
States, substantmlly all of the components of o patented machine,
menufncture, or composition of mattar, uncombined, intending that
such components will be combined outside the United States to con~
stituts the petented subject matter, knowing that if such components

, were combined within the United States, the combination would bean

infringement of the patent, shall be liable as an infringer,

L garz Temporary presence in the United States

“The use of any patented subject matter in any vessel, aircraft, or
vehicle entering the United States tampomnly or accidentally shall
not constitute infringement of any patent, if such subject matter is
used oxclusively for the needs of the vessel, airoraft, or vehicle, and'is
not sold in or used for the manufacture of anything to be sold in or
exported from the United States, and if the country of registration of
such vessel, aircraft or vehicle affords similar pnvxlegm to veesels,

- aiveraft or ‘vehicles of tho United States.

“Chapter 29.—~REMEDIES FOR INFRINGEMENT OF
PATENT, AND OTHER ACTIONS

“281. Remedy for iInfringement of patent.

+«382, Presumption of valldity; defonses.

“288. Injunction.

+284. Dammges.

“283. Attorney fees.

“280. Time limitation on damages. -

“287. Limitation on damages, marking and notice.
“288 Action for Infringement of a patent containing au invalld clatim.
“280. Additional remedy for infringement of design patent.
Notlce of patent suits.

“20L Priority of invention between patentees.

“202. False marking.

+203. Noaresident patentee; service and uotice,

“204. Voluntary arbitration.

“203. Challenge to validity by assignor.

“200. Challenge to valldity by llcensee.

“297. Reisoval In valldity challenge cases.

L3098 Cuallengs te validiiy by the Unlted Biatesr

- “Bae.

§

" 48 251, Nemedy for infringement of patent

“A patentee shall have remedy by civil action for infringement of
his patent.
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B IN' THE SENATE OF THE UNITED STATES

L ~. -January 15,1975

: Mr McCLxx.LAN introduced the following bill; which was read twice and

_referred to the Committee on the J udlcw.ry

A BILL

For the general revision of the Patent Laws, title 85 of the Umted States

B X 0 W

Code, and for other purposes.

Ba D1 anaotod by tlw S«mata and House of Roprumtatwaa of the

United States of America in Congress assembled, That, in accordanco
w1th the authority granted by article 1, section 8, clause 8 of the Unitad
States Constitution, title 85 of the United States Code entitled “Pat-
ents”, is hereby amended in its entirety to read as follows:

“TITLE 35—PATENTS

“Pant Bec.
“]. PATENT AND TBADEMARK OFFIOB 1
“II. PATENTABILITY OF INVENTIONS AND GRANT OF PATENTS. 100
“III. PATENTS AND INFRINGEMENT OF PATENTS-. creecmeeeeae 261
“IV. PATENT COOPERATION TRBATY 851 |
“PART I—PATENT AND TRADEMARK OFFICE
‘“CHAPTER . - Bec.
", Enmanmr, Omoxna. FUNCTIONS 1
“2. PROCEEDINGS IN THE OFFICE 21
“8, PrAOTICE BRVORE THE OFFICR. 81
“4, OrFIcE FEES 41 -

“Chapter 1—ESTABLISHMENT, OFFICERS, FUNCTIONS

“1. Establishment.

“2, Beal.

“3. Commissioner nnd other officers.

“4. Restrictions on officers and employees as to Interest In patcnm
“6. Board of Examiners-lu-Chief.

“6. Library. -

7. Class!fication of pntents.

8. Certifled coplies of records.

“, Publications.
“10. Research and studles.

1I-0
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" patent, or patents, to the whole or any specified part of the United

sm 5 FA RO LAN AP IR It .
u¥(e) A cartificate-of nclmowledgmmt under the hand snd oﬁicml

" geal of & person authorized to sdminister oaths within the United

States, or, in o foreign country, of a diplomatic or consular officer of
the United States or an oflicer authorized to administer oaths whose
authority is proved by n certificate of a diplomatic or consnlar officer

- -of the United States, shall be prima facie evidence .of the execution
- of an assignment, grant or conveyance of a patent or application for

patent.

- H(d) An assignment, grant or conveyance shall be void as against
" any subeequent purchaser or mortgagee for a valuabls consideration,
- without notice, unlese it is recorded in the Offics within three months

from its date or prior to the date of such subsequent purchase or
mortgage. S '

“§ 262. Joint owners

" “In the ubaenooofanyngmementtothecmmry each of the joint
owners of a patent may make, use, or sell the patented subject matter

" without tho consent of and without accounting to the other owners.

“Chapter ?IFGOVERNMENT INTERESTS IN PATENTS

““Hoe.

267, Time for tnklnx aotion in Government applications,
“N otmthatandmg the provisions of sections 41, 138, and 1561 of this

m.le, the Commissioner may extend the tims for tnkmg any action
’ ;to three-years, when an application for patent or patem. has become
. A'the property of the United States and the head of the appropriate
_' ‘department or agency of the Government has certified to the Commis-

sioner that the subject matter disclosed therein is impoitant to the
armament or defense of tho United States.
“Chapter 28—~INFRINGEMENT OF PATENTS

, “Bee.

“271. Infringement of patent.
“272. Temporary preseuce in the United States.

“8 271, Infringement of patents

“(e) Except as otherwise provided in ﬂns title, whoever without
authority makes, uses, or sclls any patented subject matter, within the
United States after the issuance of the patent therefor and during
its tarm, infringes the patent.

“(b) Whoever actively induces mfnngnment. of a patent shall be
liable as un infringer. :

“(c) Whoever sells a component of a patented machine, manufac-
ture, combination or compasition, or a material or apparatus for use in
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63:
practmng 8 pn.tentad process, constituting a maserial part of the
putanted subject matter, knowlng the same to be especially made or
: v especially adapted for use in an infringement of such patent, and not -
‘a staple article or commodity of commerce suitable for substantial
noninfringing uss, shall be liable as o contributory infringer..
-#(d) No patent owner otherwise entitled to relief for infringoment

- or contributory infringement of s patent shall be denied relief or

deemed guilty of misuse or illegal extension of the patent right by

. reason of his having done one or more of the following: (1) derived

revenue from-acts which if performed by another without his consent

. would constitute contributory infringement of the patent; (2) licensad
wor aut.lmnxed ‘another to perform acts which if performed without

his consent would constitute contributory infringement of the patent;-

- or-(8) sought to enforce the patent against infringement or contribu-

tory infringement.
* #(e) (1) Subject to paragraph (8) of tlu.s subsaction, whoaver
imports a product made in a foreign country into the United States

" shall be liable a8 an infringer, it—

» “(A) he has acquired such product from t.he person \vhomndn
"%t in the foreign country, or from one who purchused it from.such-
person, and |
“(B) such person made the produd: in the forelgn country by
: aproeesspa«tenmdmtheUnitedStm '
. %(3) Subject to pnmgmph (8) of this subsection, any subsidiary,

_‘or other orgumza.tlon under the legal control, of the manufacturer or
_vendor speclﬁed in paragraph (1).(A) of this subsection, that actively
. mduces eonduct proscribed by pamgmph (1) of this aubswtnon slmll
he liable as an 1nfrmger

“(3) Pa.mgm.phs (1) and (2) of tlns subsection shall not apply if
the patentes has suthorized the persons identified in pamgmphs (1)
and (3), or any of them, to engage in such conduct.

“(£) Whoever, without authority, makes or sells, within the United
States, substantially all of the components of a patented machine, -
manufacture, or composition of matter, uncombined, infending ‘that
such components will bo combined outside the United States to con- -

stituto the patented subject matter, lmdwing that if.such components

were combined within the United States, the combination would be an
infringement of the patent, shall be liable as an infringer.
“§ 272, Temporary presence in the United States

“The use of any paténted subject matter in any vessel, nlrcmft, or
vehiclo entering the United States temporrily or accidentally shall
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‘ IN THE SENATE OF THE UNITED STATES

© JaNvasy 29,1975

Mr Hagrr of chlugun introduced the following bill; which was read twice
L and rafermd to the Committes on the Judlcilry

g A BILL
Fordugenenl reformmdmodemindon of the Patent Laws, title 35 of
K theUnitedSmesCoda,nndtorotberpurpu-.

I Ba“meyWSmhmdﬂmo]Mao]ﬂo
8 ' United States of America in Congress asssmbled, That, in nccordence
8  with the autharity gnnted by article 1,section 8, clause 8 of the United
B
8
6

. States Conatitution, title 85 of the United States Code entitled
,,“Patents" is lxereby nmended in its entirety- to read as follows:

“TITLE 35—PATENTS
"PA!!

: 7. “L, PATENT AND TRADEMARK omon
“I1. PATENTABILITY -OF INVENTIONS AND GRANT OF PATENTS.
“IIL PATENTS AND INFRINGEMENT OF PATENTS__.

+ - “IV. PATENT OOOPERATION TREATY

y “PART I—PATENT AND TRADEMARK OFFICE
“1. EsTABLISENENT, Orriczas, FuxcronNs

© %2 PROCEENINGS IN THE OFFICE

“3. PRACTICE BZFoas THE OF7ICK.

“4. Ornoe Frxs.

8.  “Chapter L—ESTABLISHMENT, OFFICERS, FUNCTIONS

“Sec.
_“L. Establishment.
. 2 Beal
-“8. Commissioner and other officers.
‘4. Restrictions on officers and employees as to interest in patents.
“S. Board of Exam{ners-in-Chiet.
“8. Libmry.
“7. Classification of pateuts.
“8, Certified coples of vecords.
“0. Publicatious,
“10. Research and studles.
“11. Annual report to Congress.

. -0
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. ;.:/%Chapter 28—INFRINGEMENT ‘OF PATENTS
“s.e‘ ’ ’

“271. Intrlnzemmt of patent.
272, Temporary presence in the Unlted Bta.ta.

“273. Unnuthorl:ed pructice of subject* ml\tter prior to Issuance of patent
“g 271, ‘Infringement of patents :

“(a) Excopt as otherwise provided in this title, whoever wmhout
authority makes, uses, or sells any patented subject matter, within the
United States after the issuance of the patent therefor and during '

its term, infringes the patent.

“(b) Whoever actively induces mfrmgement of o patent shall be
‘liable'as an infringer. - '

“(c) Whoever sells & componsnt of a patented machine, manufac-
tum, combmatlon or composmon, or & material or apparatus for use in

: prachqmg a patented process, constituting & material part of the

‘patented subject matter, knowing the same to be especially made or

“especially adapted for use in an ixtfrinéemgllt of such.patent,.and not

a staple article or commodity of commerce suitable for substantial
noninfringing use, shall be liable as & contributory infringer. -

. %(d) No patent owner otherwise entitled to-relief for infringement
or contributory infringement of a patent shall bo. denied relief or .

- deemed guilty of misuse or illegal extension of the patent right by

resson of his having done ons or more of the following: (1) derived

‘revenus ‘from acts which if performed by another without his consent

would constitute contributory infringement of the patent; (2) licensed
or authorized another to perform acte which if performed without
his consent would constitute contributory infﬁngmnent of the patent;
or (8) sought to enforce the patent against infringement orcontribu-
tory infringement.

%(e) Whoever, without authority, makes or sells, within the United
Stutes, all of the 'compone-nta of u patented machine, mavufacturs, or
composition of matter, uncombined, intending that such components
will be combined outside the United States to constitute the patented
subject matter, knowing that if such components were combined within
the United States, the combiuntion would be an infringement- of the
patent, shall be liuble as an infringer.

#§ 272. Temporary presence in the United Slates

“The use of any patonted subject matter in-any vessel, aireraft, or
vehiclo entering the United States temporarily or accidentally shall
not constituto infringement of any patent, if such subject matter is
used oxclusively for the noeds of the vessel, aireraft, or velicle, and is
not sold in or used for tho mannfacture of anything to bo sold in.or
exported from the United States, and iF the connlltx"y of vegistiation of
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IN THE SENATE OF THE UNITED STATES
. Ocmam 1, 1978

Mr. Scort of Pennsylvania introduced the following bill; which was read
twice and raferred to the Commwtea on the J ndmuu'y

(Strlka out all nnu m enactinz claulo and lwrt the part prmtod ln lmlc]

i
i

D ..'i:: n

For the general reform and modernisation of the Patent ans, title 35 of
_.the United States Code, and for other purposes.

1 Be it enacted by the Senate and House of Reprosentatives of the
3 UDuited States of America in C’migma assembled, T'hat, in accordance
3 with the authority granted by articls 1, saction 8, clause 8 of the United
4 Statss Constitution, title 36 of the United' States Oode entitled
5 “Patents”, is hereby amended in ita entirety to read as follows:
¢ - “TITLE 35—PATENTS

“‘Panr A See.
“I. PATENT AND TRADEMARK OFFIOR. 1
“Il. PATENTABILITY OF INVENTIONS AND GRANT OF PATENTS. 100
“{1l, PATENTS AND INFRINGREMENT OF PATBNTS __eeeeee 841
- “IY. PATENT COOPERATION TREATY. 351
i . “PART I—PATENT OFFICE
“Cuarrza ) 8se.
“1. Bavansisausnry, Orricsrs, Fuworions 1
3. PROOEEDINGS IN THB OFPION. - oceceecececeecmecns cemeenna 81
“3. Pracrior Beroxs rak Orriox__ . %
M4 OPPICE PEEB oo eee e mmn e eeen 41
8 “Chapter 1.~ESTABLISHMENT, OFFICERS, FUNCTIONS
e,
“1. Establishment.
“d Seal,

i Commizsloner und other officers.
“§. Reatrictions on oficers and cmployecs as to interest in paients,
" llagrd of Examiners-in-Chief.
“ii. Library.
“%. Classification of patents.
“8. ('crtificd coples of records.
“N. Publications.
“16. Roscarck and studies.
“11. Aunual report to Oongress.

45-025 0 - 85 - 61
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“Chapter 271~GOVERNMENT INTERESTS IN PATENTS

~8ec.
-’n‘1 Time for taking action in (lovemmcnt applicutimu

“«Yotwithstanding the pra'vmom of seotion 41, 158, 183, and 161
of this title, the Comvmissionsr may extend the time for taking any
action to three years, when an application for patant or patent has

* become the property of the United Statss and the head of the appropri-

ate department or agency of ‘the Government_has certified to the
('onnmmmr that the subject matter disclosed therein is tmportant
to the armament or defense of the United States.

“Chapter 28~INFRINGEMENT OF PATENTS
~i1“1 Infringemcent of patent.

»212. Temporary presence in the United States.
«273. Unauthoriaed practice of sudject matter prior io luwnwa of patont.

“§ 271, Infringement of patents

“(a) Bawoept as otherwise provided in this title, whosver without
authority makes, uses, or sells any padented subjeot matter, within the
United States after the issuancs of the patens therefor and during

- ita term, infringes the patent. .

“(d) Whosver actively induces m[rmgammt of a patent ahall be
lisble as aninfringer.

“(e) Whoever sells a componend of a patented mackins, manufao-
ture, combination ar composition, or a material or apparatus for use in

' practicing @ patented process, constitwting a matsrial part of the

patented subject matter, knowing the same to be especially mads or

expecially adapted Jor use in an infringement of such patent, and not -
a staple article or commodity of commerce suitable for substantial

noninfringing use, shall be liabls as a contributory infringer.

“(d) No patent owner otherwise entitled to relief for infringement
or contributory infringement of a_patent shall be denied relisf or
deemed guilty of misuse or illegal ewionsion of the patent right by
reason of his having done one or more of the following: (1) derived
revenue from acts which if performed by another without his consent
would conatitute cmdﬁbutm‘_z) infringement of the patent; (2) licensed
or awthorized another to perform acts which if performed without
his consent woidd constitute contributory infringement of the patent;
or (3Y sought to enforce the patent against infringement or contribu-
tory infringement.

*(e) (1) Subject to paragraph (8) of this subsection, whosver im-

= . Ports a product made in a foreign country into the United States shall

le tiable ag aninfringer, if—
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'“(A) he has. mkrcd tndo an exclusive sales or dum'buhm
pgnamcnt Jor auah produot, with the peraon who made st in ‘h.‘
/orugn oowm-y, or one who pumband 4 from such pmon, "‘g
: “(B) such person mado tha product in the foreign country bm
1@ process patmtadm tha Umtod States. L 1’(
“(9) Subject to paragraph (8) of this subssction, any aubnd:a-y,
or other orgamsakon under the legal control, of the manufacturer or

: vendm- spamﬁed m pamgraph (1) (A) of this subsection, that aotwaly
induces conduot maoribad by paragraph (1) of thza subseotion siall
“de liable as an infringer.

“(.‘1) Paragraphs (1) and (8) of this subseotion shall not apply c[
tho patentes has authorized tha persons identified in paragraphs (l)

. and (9), orany of them, to mgago in such conduct.
i 4 (f) Whosver, without authority, makes or sells, within tha Umtad
;States, all of ths components o/ a patented mackine, manufacture, ox

composition of matter, uncombinad, intending that such componenss

: will be combined outside the United States to constitute the patented

subject matter, knowing that if such components were combined with-.
in the United States, the combination would be an infringement of the-
patent, shall be liabls as an infringer. Cotap
“§ 272. Temporary presence in the United States Qr

~ XThe use of any pulemted subject mattor-in any vessel, aircraft,.or..
vehicls entering the United Statos temporarily or accidentally ahall

not constitute infringement of any patent, if suck subject mattsr tr:

‘v used exclusively for the needs of the vessel, aircraft, or vehicle, and. w'
_ ot sold in or used for the manu/actma of anything to be sold t'n vrﬂ

exported from the United States, and if the country of registration o/‘
such vessel, aircraft or vehicls affords similar privileges ta 'vmall,v

aircraft,or vehicles of the United States. ey
“§ 273, Unauthorized practice of subject matter prior to- iasuam:e
of patent . .

- %(a) After ths issuance of a patent, a patentes may obtain damaga,
as set forth in subsection (c) of this section pursuant to the provisions

‘of chapter 29 of this titls, for any unauthorized making, using, or

selling of the subject matter of a claim in the patent (veferred to
hereafter in this section as ‘unauthorized practice'), that occurred
during the interim period specified in subgection (b) of. this section-
“(B) Such interim period shall beyin after the orcurence of each

of the jollowing events: .
“(1) the publication, pursuant to scctions 122 or 133(c) of this

title,of the application contuining such claim;
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I belleve the nrgument 18 misplaced. The Constltution mandates patents for
unabvlous inventious in toys as well us electroules uud parmlts no lower stund-
ard for one than another. However, the principal vice of deferred examination
I have poluted out above- would not upply to a pateut which explres four or
five years after filiug.

From my owun experience, I can testlty that, given an option, a substantial .
nunber of inveutors would choose an immedlately granted, initlally uaexam- -
ined, short term, and less expensive patent, which would be aubject to recall,
and exumlnatlon over Its tern, should a confllet develop.

Such a statutory scheme, In addltion to its other benefits would perhnps
eliminate the filing and examination of from 10 to 20,000 applications per year.

N . DEFENSIVE APPLICATIONS
A falrly common occurrence for a patent attorney is to have a client show
him'a development which he is using and state he does not wish a patent on
it but doer not wish to disclose it to his competition and certainly does not
wish for his competition to obtain u patent on it. A very sound reason for this .
Inst concern 18 that it 18 often fur easier to prove yon “lnvented” sometlxlng
Lefore your competition than it ia to prove the Invention ls not patentable,
Unfortunately, the only way at present to aclileve these objcctives 18 to nlo
an applieation for defensive purposes, These upplications arve at present exams-
ined like all others in due course. '
If the defenslve appllcutlnn were used solely to prevent the: lssunnce of a
patent to another on one's own prior inveution, then deferring the examination
in perpetuity wonuld do no hurm. und indeed it might be unnecessary to require
tlre fillng of the application within the one year time llmits of Section 102(bh).

CONCLUSION

Theqe three prapesnls, pntents of additiony, short term pntonts and (lvl'eml\e
applicativiy, 39 comsiderably beyond the subject of deferred e‘(umluutlon, the .
current enquiry.

They would, however, lmw, I believe, the currently relevant effect of ellml-
nating about a third of the current workload of exnmlnutlon, roughly the same
as the projectlous«tor deterred exawmination, .

’

) WYaATT, Gs:am:n & Saoup,
' XNecw York, N.Y., September 25, 1D73.
The Hnnorables JouN L. McCreruan, Huon Sco'r'r, Pmuv 8. Haut, QUENTIN
T.. Bunpiok, ITiram Foxg,
Subcommittee on Patenta, Trademarka and Caopyrights, Onmmittec on the Judl-
clary, U.8. S8enate Russell Ofice Dullding, Washington, D.C/,

Dran Stea: I enclose a propesed amendment to the Patent Act of 1952 (Title
33, United States Corde), wihich T believe dexerves close and careful cousidera-
tlon in connection witLh any amendments to be made to the Patent Laws. My
brllet s buttressed by substanunl support from the objective academic commu-
nity.

The amendment I3 designed to meet a recent 5—4 Supreme Conrt decision
holding that' & Untted States patent evader could copy eractly a patented
machine when the machine is made for, or sold to, a forelgn customer, so long
as one part 13 not “finnlly” bolted to the machine {n the United States.

Thus, having dixclored his invention to the public in his United States
patent, and “[promoted] the Progress of Science and the useful Arts” (United
States Constitutlon, Article I, §8, cl. 8), the American inventor gets nothing
for his invention,

The 84 majority héld, remarkably, the Unlted States patents may be
evnded fn making and xelllng patented items for export merely by packaging
one part or Ingredient of the {tem separately or by telllng the forelgn cus-
tmer where to oltaln that one part or ingredient.

The proposed amendinent s cuclosed ns Appendix A to this letter. The
wmendment 18 desigued to overturn the Sopreme Court mnjority oplnlon. Tntil
there is an enforceulile Interuational pateut, some domestie legislation of this
type I8 necessary to protect United States iuventors from the transparent eva-
slon that the Supreme Court majority countenanced. An attewpt bas been
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made to track present statutory language as closely as posslble, specifically 35
U.8.0. §271(b) and §271(c). An amendment nlternntlve to the one enclosed
<ould have been drafted to directly meet the Supreme Court majority. This
amendment could have referred to making or selling “substantially all” of the
materlal parts of the Inveotlon,

/The central purpose of the proposed amendment is to meet the ramifications
-of the 54 decision of the Supreme Court in Deepsouth Paoking Co., Ino. v,

The Laitram Corporation, 408 U.8. 518, 02 §8.0t. 1700, 32 L.Ed.2d 278 (May 30,
’19732), motlon for leave to supplement Petitlon for Rehearlng granted, reliear-
‘Ing denled, 409 U.8. 802,03 8.Ct. 04, 84 I.Ed.2d 165 (October 10, 1972). A copy
«of the majority und dissenting opluions in Deepsosuih v. Latiram is enclosed as
Bxhlbit B to this letter. -

The majorlty oplnion is a fairly stunning example of the trlumph of form

. over substance. ’

Perhaps the most practical test of the inequities of the bare majority opin- .
ion i3 to put the question to n general lawyer, unfamiliny with patent law, or
a layman, ns to whether or not tho fact sltuntlon in Ducpsowlh v, Lallram ly
patent infriugement—the incvitadle reuctlon is yes, it ia infringement,

But that i8 not what the Supreme Court held,

The unfortunute results of this 8-¢ ‘decision are as follows:

(1) Total cmusculution of Unlted States patent protection for items made ot
more than one purt and intended for export,

(2) Plucement of great financial burden on a fledgling United States busi-
ness enterprise (or on fndividual inventor) making an Invention wlilch may he
of grent value und not having the 810,000 to $30,000 (or kuowledge or fore-
sight) to cbtuln putent protection for thut one favention in the more thau 100
countries where it is available.

(3) Diserimluntion, insofar as patent protection is concerned, between
Thalted States linventors of physleally large machiues which ave hnpossibhky to

Cassenahile at the mnoutnctucing slte, eg. ofl deliling rigs, aud physically swall
_ nachines oy ltems, o.g. Kitchen lmplemeoents.

«(4) Requiring a United Stutes patentee to bring patent Infringement actions
. against prospective, (current or past) foreign customers who have bought from.

the United States pateut evader. Does a businessman want to sue n prospec-
tive customer? Nol . B -

. (8) Whero the patent evader is a United 8tates company, it 1s imposslble to
bring suit directly against that evader, ln the United States, or anywhere, if
that United States evader has no place of business in any foreign couutry,

(8) As for infringement sults in forelgn jurisdletions, there is great uncer--
tainty in result, becanse, generally, there is no comity given to decislons on
patent validity by the courts of one country to those of another.

(7) The uddltion of n new dimension to the “knowledge” requirement of
§271(c) of the present patent law, The patent owner-plaintiff must now know,

. in order to bring an infringement suit, that the last screw on an infringing
item’ will be tightened within the United States. This is impossible. There i8 no
way of knowing when a storeowner .sells a patented ‘“lknocked-down” child's
doll house or a coaster wagon in Detroit, whether the doll house or coaster
wagon will he finnlly nssembled In Honolulu, Biswmarck, Mexlco or Japan.

There are, additionally, two ironlical legal Inconsistencics resuiting from the
declslon : ' .

(1) United States court declsions are unanimous in the protectlon of the
other Constltutionally based and intellectually created property right—copy-
right—In aualogous situatlons. See Sheldon v. Aetro-Goldicyn Piotures Corpo-
rgtion, ¢t ad, 108 1°.2d 43, 62(2nd Clr. 1039, Learned Hand, C.J.), aff'd. 309
U.8. 3800 (1040); Famous AMlusio Corporation v. Secco Rccords, Inc., 201
F.Supp. 000,664, 6065-560(8.D.N.Y. 1081) ; @. Rioordé & On., Inc. v. Columbia
Graphophone Co., 270 Fed. 822, 820 (3.D.N.X, 1020) ; Fishel, ¢t al v. Lueckel, ¢t
al, 568 Fed. 499, 601 (C.C.S.D.N.Y. 1802). .

(2) the acts performed in the foreign cowntry in Decpsonth v. Laitrom
(“final” assembly of the machine) would not be enough to coustltute “work-
ing” of un Inveutlon wnder the patent laws of at least the United Kingdowm or
Cunada. “Workiug”, In general, are legal requirements in certain foreign cuun.
trles that keep a patent in good standiug. Johnson's Patent, 26 R..C.
62,056(1009) (United Kingdom) ; Hi'a Patent, 28 R.P.C. 475(1915) (United
Kingdom) ; 0552-333 Fox, Canudiun Patent Law and Praclice (4th Ed.,
* Toronto, 1089). :

~
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I was principal counsel for The Laitram Oorporation at all stages of Deep-
south v. Laitram, discovery, hearing In the Distriet Court, proceedings in the
Court of Appeals and briefing and argument before the Snpreme Court.

There have buen to this date five comments on the @upmme Court declision
in law reviews:

(1) Vanderbilt Lao Review, Vol. 26, No. 1, p. 201 (January, 1978)

(2) Fordham Lgiw Review, Vol. XLI, No. 2, p. 488 (December, 1872)

(8) Houston Laio Review, Vol. 10, No. 1, p. 318 (October, 1072)

(4) Lipman, “Deepsounth Packing Co. v. Laltram—How to Succeed in De-
veining Without Really Trying” Journal of the Patent Ofice Sooiety, Vol. 64,
No. 11, p. 665 (November, 1973)

(6) Law und Policy in International Businass, Vol. 5, No. 1, p. 819 (1973)
Comments (1) through (4) were critical of the Supreme Court majority opin-
fon; Comment (5) way not critical of it.

i enclose, as Appendix C to this letter, a copy of the comment from the Van-
derbilt Law Review; my thanks to the Editors of the Vanderbilt Law Raview
for their permission to include it in this submission.

I have informution thut the Stanford Law Review will soon publish anothor
comment on the Buprenie Court decision; my information is that the 8tanford
Law Review comument will be critical of the 8upreme Court majority: opinion.

It is my understanding that the Culifornla Law Review planned to publish a
comment criticnl of the Supreme Court mujority opinjon, but the California
Law Review indicated that it could not improve on the arguments made ln the
Brief for-the Respondent (the losing party) flled in the S8upreme Court or an
Jowa I.aw Review comment (enclosed ns Appendix D to this letter). I also
have informnation that the Georgetown Law Journal plaancd to publish a com-
ment critical of the results of the Supreme Court opinion but that comment
was gcrapped when pre-empted by the prior publication of Comment (0),
suprn, another pubiication of the same luw gchiool,

A recent artlcle in Fortune said that tho mujority opinlon in Deepsontd v,
Laltram conld be described as an “obvious end run around the pateut law.”
Hummerstone, “1Iow the Iatent System Mousetraps Iuventors”, Fortune, Aay,
1878, pp. 262-263.- . . - -

There were five comments on the unanimous Court of Appeals decision, Laf-
tram Oorporation v. Deepsouth Packing Oo., Ine., 443 ¥.24 936, 170 UL.P.Q.
186 (5th Cir. 1071), (which the Supreme Court majority reversed) :

(1) Iowa Law Review, Vol, 87, No. 8, p. 889 (February, 1872)

(2) Texas International Law Journal, Vol. 7, No. 3, p. 825 ( Winter, 1072)

(8) Texns Tech Unlversity L.aw Review, Vol. 8, No. 1, p. 216 (Fall, 1071)

{(4) Houston Law Review, Vol. 8, No. 2, p. 878 (November, 1871)

10(5) Waslhington and Lee Law Review, Vol. XXIX, No. 1, p. 174 (Spring,

72)

Comments (1) through (4) were favorable to the Court of Appeals decision
holding in favor of the patent owner (which the Supreme Court majority
reversed) and Comment (5) adverse, I enclose, ns8 Appendix D to this letter, a
copy of the comment from the Jowa Law Review; my thanks to the Edltors of
the Iowa Law Hevlew for their permission to include it in this submission. -

The arguments made in the two (out of ten) academic journals favorable to
the bare Supreme Court majority are of no subatance and are easily rebutted,
but the details of rebuttal do not warrant treatment here, although they would
be available on short notice.

Thls “bux score” of academic commment I8 significant, as Inw students often
are prone to attack property rights—even property rights created by intellee-
tual activity. Yet the law students have chosen to recognize the equities the
United States Inventor needs to adequately protect his invention.

- United States patents are “personal property” (85 U.8.0. §261). Yet the
Supreme Court majority seems to say that pateuts are property which may be
stolen at will, merely by separately wrapplug a screw. '

This “end.run” around the patent laws, which allows the patent evader to
tell hils customer he has manufactured & machine, which tiie Supreme Court
;lmljorlty now tells us iy not a machlue, should be cut down I,y remedial legls-
ation. :

Respectfully, .
Gur W. Suour.
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ArpPENDIX A.—PROPOSKED PATENT LAW AMENDMENT.

The following section to be added to $271 ,Title 85, U.B. Code (prele
a8 #271(q), with preseut §271(d) belug relettered a8 1211(0) )e .

§271.(d) : Whoever makes or sellr, or actively induces the making or uelllm
of, within the Unlted States, for use outslde the United Btates, a ‘material:
compunent of a patented machine, munufucture, or compusition of mntter, co
stituting a naterial part of the invention, and not a staple article or (-ommonl-»
ity of commerce, knowing the component to be especinlly made or especially’
_ndapted for use in a machine, manufacture, or compusition of matter, which, if,
nade within the Unlted Stntes, would bo an infringeent of the pateut, uhau,
be liuble as an mtriuger. : R

AprprExDIX B

»Notlco: This opinion {8 subject to formal revislon hefore publicatioa in:the:
preliminary print of the Unlted States Reports. Readers are requeated:tal
nofify the Rﬂ)mrer of Declsions, Supreme Court of the Unlted States, Wasi-
fugton, D.C. 207348, of any typogrnphlcnl or other formal errors, in otder thnL
corrections may be made before the prellminary print goes to press.

SUrRelME CoURT OF TITE UUNTTED STATES ot
No. 71-315 e

Deepsouth Packing Co,, Ine, Petitioner, ‘o, he Taitvam Corporation. (i
- Writ of Certioravl to the Unlted States Court of Appeals for {he 3Pifth ('nruut.
"[May 80, 18721, Y
* Mg, JUSTICE YWHITE d(\llvered the opinion of the Court. '

'.}‘tl;e Cnited States District Court for the Eastern District of Loulsiana lns
“written:

“Shrimp, wherher bolled, brolled, barbecued or fried, nre a gusiaiory dellght,
“but they dld not evolve to ratisfy man’s palate., Like other crustaceans, they
wenr thelr skeletons outside their Lodfes in order to shleld thelr snvory pink
“and white flesh against predators, including man. They also enrcy thelr intes-
tines, commonly called veins, in bags (or sand bags) that run the length of
thelr hndies. For shrimp to be edibls it 1s necessary to remove thelr shells. In
"addition, 1f the veln Is removed, shiimp become more pleasing to the fustidions
as well as more palatable,”t

Such “gnstatory” observatlons are rare even in those pescatorily favored
federnl courts blissfully situated on the Natlon's Gulf Coast, but they ave
properly recited in this cnse. Petltloner and respondent both hold patents on
machlues which devein shrimp inore cheaply and efficlently than competing
“machinery or hand lubor can do the job. Exteusive litigation helow has esialr
lished that respondent, the Laltram Corvporailon, has the superior cluim and
that the distribution and use of petitioner Deepsouth’s machinery In thls coun-
try. shonld be enjolned to prevent infringement of Taitram'’s patents. Lajfram
Corporation v. Decpsouth Packing Co. Iice., 448 F. 2d 028 (CAH 1971), We
granted certiornrl, 4034 0.8, 1037 (3072), to consider a related question: Is
Deepsonth, bhurred from the Amerlcan market by Laltram's patents, also fore-
closed by the patent laws from cexporting its develners, in less than fully
assemhled form, for use abrond?

I. A mudimentary understandlng of the patents in dispnte is a prf\requwire
to comprehonding the legal tssue presented. The District Court determined that
the Laitram Covporation held two valid palenis for machinery wsed jn the
process of deveinimg shrimp, Oae, geauted in 19542 accorded Jaitram righis
over n “slitter” witieh exposed the veins of shrimp by nsing wuter pressucee
and gravity o fopce the shrvimp down an inciiued trough studded with . izt
blades. As the shrlmp deseend throngh the trough their hacks are slit by the
Dindes or ofther Lnife-dike objeets arrauged in a zig-zag pattern. The second
patent, granted in 1957, covers a “tumbler,” “a device to mechanienlly remove
substantiaty all veing feom shirimp whose bicks have previously been slit,”
App. 127, by the machines desceribed in the 1954 poatent. This invention uses

a 17he Laitrem Corporation v, Deepsoulh Packing Ce., Inc., 301 T. Supp. 1037, 1040
ﬂm)

2'This patent expired shortly hefore nr"umnnt In this court and i3 therefore not refevant
to Laitear’s claim for Injunctive rellef, It I desceihed, however, hecause Lattram clrimd
dantiiges fur Deepsouth’s usserted past exportation of the parts of thix mackine,
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aeams of water to carry slit shrimp into and then out of a revelving drum
shricnted from conimercial sheet metal. As shrimp pass through the drum the
woked “lps” of the punched metul, “projecting at an acuate angle from the
spporting member and having a smooth rounded fres edge for engaging
avath the vein of a shrlumip and for wedging the vein between the lip and
e supporting wewmber,” App, 181, engage the velns and remove them,

Roth the slitter and the tumbier are combination patents. That is,

“Noue of the parts referred to.ars new, and none are claimed as new; nor is
wf portlon of the combination less than the whole claimed as new, or stated
v produce any glven result. The end In view is proposed to be accomplished
w the unfon of all, arranged and combined together in the manner described.
ind this combination, composed of all the parts mentioned in the specification,
wd areanged with refervnce tn each other, and to other parts of the
wnchine] ln the manuer thereln descriLed, ls stuted to be the lmprovement,
md Is the thing patented.” Prouty v. Ruggics, 16 Petrs, 338, 841 (1843).

The slltter’s elements as reclted in Laltrun’s patent clalm were: an Inclined
cmouzh, a “kulte” (actually, knlves) positloned ln the trough, and a wmeans
water sprayed from jets) .to move the shrlmp down the trough. The tumbler’s
dements Inciude a-“lp,” a “support member” and a “means” (water thrust
o jets). As ls usual In comblnation patents, noae of -tha elements in elther

d these patents were themselves patentable at the tiine of the patent, nor are -

‘hey pnow. The menus in both tuventions, moviug water, was and is, of course,
Csmuwonplace. {It 1s not snzyested that Deepsouth infringed Ialtram's patents
o its nxe of water jets.) The cutting instruments and iocllued troughs used in
Altters were und are commadities nvailable for genernl use. The structure of
ite lip and support meuiber In the tumbler were-lutrdly novel: Laltram’ con-
tules that the luventors merely adapted punched etal-sheoty ordered from o
commercial catalog in ovder to perfect thelr inventlun, The patents were war-
mnted not Ly the novelty of thelr elements but by the novelty of the combina-
ton they represented. Invention was recognized becnuse Laitram’s ussignors®

tomblued ordinary elements fu an extraordiuary way—a novel union of old

- means was deslgned to achieve new ends.! Thus, for both inventlons “the
vshole In some way exceed{ed] the sum of its parts.”” Great AdP Tea (o, v.

- Supermarket Equipment Corp,, 340 U.8. 147, 152 (1930). . .
11, The lower court’s decislon that Laltram held valld combinatlon patents

‘ entitled the corporation to the privileges bestowed by 85 U. B. O. § 154, the

keystoue provision of the patent code. “For the term of seventeen years".from
the date of the patent, Laltram had “the right to exclude others from making,
ssing or selllng the invention throughout the United States .. ..” The § 164
tight In turn provides the basla for affurding the tentes an injunction
agninst dirvect, induced, aud contributory infringement, U. 8. C. § 288, or an
.awnrd of damages when such infringement has already occurred, 85 U. 8. C.
’ lt2§4.1 gintrlngement Is defined by 35 U. 8. C. § 271 in terms which follow thoss
of § H \ y :

*(n) Bxcept as otlierwlse provided In this title, whoevér wlthbut authority -

! makes, uses or sells any patented Inventlon, within the. United 8tates during
the term of the patent therefor, [directly] infringes the patent. -

“(b) Whoever actlively induces infringement of a patent shall be llable as an’

Infringer. :

“(c) Whoever sells a component of a patented machine, manufacture, combi.
mtion or composition, or a material or uppurntus for use in practicing a pat-
ented process, constitutivg n material part of the invention, knowing the same
to be especlally made or especlaily adapted for use in an lafringement of such

; Intent, and not a staple artlcle or commodity of commerce sultable for sub-
stantial nonlnlringing use, shail be linble as a contributory infringer.” .

As it result of these provislons the judgment of Laltram’s patent superiority

fureclozes Deepsuuth acd its castomers from nny future use (other thun a use

sThe machines were developed by two hrothers who are now president and vicse

bresident of the Laitram Curporation. The patents are in thelr names, but have been

asstzned to the corporntion. .
*“The Dixteict Court wrote

to: e .
“Iwf. urges that the [1957] patent 1s Invalld as aggregative, anticipated by the prior

{ are, obvinug, deserlbed In functionni language, overhroaid, and indefinite. \While it {s clear
that the elements fa the . . . patent, eapeclaily the punch lip materinl, had been avallable
fur t nnnsldemblensorlod of tinte, when combined they coact fu such n manner to perform
& aew function and produce new results.” 801 F. Bupp. 1037, 1003 (1060).
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-approved by Yaltram or cccurring after the Laitram patent has expired). ot
deveiners “througliout the United States.” The patent provisions taken in.
junction with. the judgment below also -entitle Laltram to tie injunction {t.
recelved prolibitiug Deepsouth from continulng to “make” or once mads,; tg&
“gell,” develners “throughout the Unlted BStates.” . Further, Laltrawn may;
recover damages for any past unauthorized use, sale or making “througho
the United 8tates.” This much is not disputed.

But Deepsouth argues that it is not llable for every type of past sale
that a portion of its future buslness is salvagable. Bection 164 and related prg
visions obviously ure intended to grant a patentes a monopoly only over-
Unlted States market; they are uot intended to grant a patentee the bonus,

- a favored position as a flagship company free of Amerlcan cowmpetition. g
international commerce. Deepsouth, barred from itself using its devel
Jachines, or from inducing others to use them “throughout the United 8ta
‘barred also from making and selling the machines in the United States
to make the .parts of deveining machines, to sell them to foreign buyers,.as
to have the buyers assemble the parts and use the machines abroad.® Accor
ingly, Deepsouth sesks judleinl .approval, expressed through a nodification g
interpretation of the injupction agalnst it, for continuing its practico of .shj
- ping develning equimnent to foreign customers in thrvee separate LoXeg,. each’
containing only parts of the one and three quarter ton machines, yet the wh

assemblable in less than one hour.® The company coutends thnt Ly thia
hoth the “wmaking” aud the ‘use” of the muchines occur abroad and Laitram'g
- lawful monopoly over the making and use .of the wmachines throuzhout S
United Btates is not infringed. :

Laltram counters that this course of conduct 1s based upon a hyper-techn (]
rendlng af the patent code which it tolernted will deprive it of its right to.the
fruits of the inventive genlus of its assignors. ‘“The right to make can scarcely’
* be made plainer by delinition . .. ," Bauer v. O'Donneill ,220 U.H, 1, 10 (191&).1
Deepsouth in all respects save final joinder of the parts “makes" the lnvanuomg
+ It does 80 with. the intent of having the forelgn user effect tho -combluntion:

wlthout Laitvam's permission. Decpsouth sells these couponsuts as thowgl
they were the machines themselves; the act of assembly v regarvded, iudoﬂx
advertised, us of no importnace. NS t

The DistrictCourt, faced with this dispute, noted thut three prior cltcut
courts had consldered the meaning of “making” in thls context and that alfé
three had resolved tbe quesation favorably to Deepsouth’s position. See Howitls
. Robins, Ino. v. Link-Belt Co., B71 B, 2d 228 (CA7T 1068), Cold Metal Proce
Co. v. United Eng'r Foundry 00 235 F. 24 224 (CA3S 1956), and Radio Corpo¥
© ration of America v. Andrea, 79 F. 2d 620 (OA2 1983). The District Court held;
that its injunction should not be rend as prohiblting export of the eletnents ofj
a combination patent even wlen those elements could and pmdi(.tubly would .
combined to form the whole. i

“It may be urged that [this] result is not logical, . . . But it is lonnded oy
twin notiona that underlie the patent laws. One {8 that o combinatlon patent
.. protects only the cumbination. The other is that menopolies—even those conw

~ ferred by patents—are not viewed with favor. These arc logic enough.” Th ¢
Laitram Corp. v. Decpsonuth Packing Co., Inc, 810 F. Supp. 926, 029 (1070). -4

The Fitth Circult Court of Appeals reversed thus depnrting from the estnbey
lighed rules of the Second, Third, and Sevehth Circuits. In the Fifth Circuil
"panel’s opinjon, thoss prevlous courts which considered the question *worke&?
themselves into . . . a conceptual box” by adopting “an artificial, technical cogss
structlon” of the pafent laws, a construction, moreover, which in the oplni
of the panel, “[subverted] the Constitutioual scheme of promoting (the Prog

S Desprouth ix entirely stralght-forward in lndlcuttns thnt its course of conduct:
:nottlvated by a desire to avoid patent Infringement, Its president wrote a Braslliss
urtomer : ’
“Wo are handicapped by a declslon against us in the United States, This was a v
technicnl decision and we can manufacture the entire machine without nny complica
in the United States, with the exception that thers are two parts that must not
assembled In the United Stutos. hut asgembled after the machine nrriver in Brazil.”

Quoted in Laitram Corp. v. Deepsouth Packing Co., 443 F. 2d 928, N8R (CAJ 1471).

¢ As shipped, Deovsonthu tumbler contalns o develning belt Aifterent from Lnltram}
support member aud lip. But the Lailtram elements are Included in a separate hox an
the Deepsouth tumbler {s made to necommodate tha Lajtram elements, The record showd,
that many customers will use the machine with the Laltram parts,
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ress of Sclence and the useful Arts)” by -allowing an intrusion on a patbutee’s
rights, 443 T 24 080, 088-080 (1971), citing U.S. Constitution, Art. }, § 8 = -

I111. We disagree with the Fitth Circult Court of Appeanls.?! UGnder the comnmon
law the inventor had no right to exclude others from making and using his
invention, If Laitram has a right to suppress Deepsouth’s export trude it must
be derived from its patent grant, and thus from the patent statute® We flad
that 33 U.S.C. § 271, the provislun of the patent luws on which Laitram relles,
does not support ita claim,

Certainly if Deepsouth’s conduct were intended to lead to use of patented
+ develners inslde the- United Btates its- production and sales activity would be
‘subject to injunction as an induced or contributory infringement. But it is
established that there can be no contributory infringewnent without the fact
or intentlon of .a direct infringement. “In a word, if there 18 no E;um
intringement of o patent therv cun he no contributory infringer.”

Corp. v. Mid-Oontinent Qo., 320 U.8. 681, 687 (1944) (Justice Frankfurter dis-
senting on other grounds). Aro AManufacturing v. Oonvertible Replacement Top
Co. 863 U.8. 336, 341-842 (1061), sunccinctly orticulates the law: - : ’

“It is plain that § 271 (c)—e paert of the Patent Code enacted in 18653—made
no change in the' fundamental precept that there can be no. contributory infringe-
went in the absence of a direct infringement. Thut section defiues countributory
infringement .in terms of direct infringewment—namely the sdle of n component
of a patented combination or machine for use ‘in an infrlugement of such
patent.' . . . .

The statute makes it clear that it is- not an: infringement to make or use a -
patented product eutside of the United Btates. 83 U.8.0, § 271. See also Dowa-
giac Mfg. v. Minmesota Mobine Plow Oo., 2338 U.8, 641, (1018), Brown v,
Duchesne, 19 How, (60 U.8.)"183 (1858). Thus in order to secure the injunc-
tion it seeks Laittam must show a § 271(a): direct infringement by Despsonth
.in the Urndted States, that is, thnt Deepsouth “mukes,” “uses,” or “selis” the -
pateuted product within the bounds of this country. . .

Laltram dones not suggest that Despsouth “usea” the machines. Its argument
that Deepyouth =#etls. rhe maochines—based primarily on Deepsouth’s sales
rhetoric and retatest !udica such as price “—cunnot curry the day unless it ean
be shown that Deepsonth {8 selling the “patented Invention.” The sales ques.
tion thus. resolves. itselft into the question of manufacture: did Deepsouth
“make” (and then sell) something cugnigable under the patent law as the
invention, or did it “make” . (and then sell) something which fell short of
infringement? . .

The Court of Appenls, believing that the word “makes” should be- accorded
“g .construction in keeping with the ordinary menning of that term,” 448 F. 24,
at 088, held against Deepsouth on the theory that “makes” “means what it
ordinarlly connotes—the substantial manufacture of the constituent parts of
the machiue.” JId., at 939. Passing the question of whether this defintion more
clusely corresponds to the ordinary meaning of the term than that offered by
Judge 8wan in Andrea 33 years earlier (some thing 1s made when it reaches
the state of flnal “operable’” assombly), we find the Fifth Clrcuit’'s definition
‘nnacceptable because it collides head-on with a line of decision so firmly
embedded in our patent law us to be unassailable absent a congressional
recasting of the statute. . . ’

We cnnnot endorse the view thnt the “substanttal manufacture of the con-
stituent parts of & machine” coustitutes direct infringement when we have so
often held that a combination patent protects only against the operable assem-
hly of the whole and not the man ture of its parts. “For as we pojnted out

T For simollcity’s ®ake, we, llke the Jower courts, will disenrs only Deepsouth’s claim as
to permissible future conduct. It is obvlous, however, that what we say as to the acope
of the injunction in Laitram's favor applles also to the calculation of damages which

. Laitram may recover. -

$ “But the rlaht of property which » patentes has in his invention, and his right to its
exclusive use, derlved altogether from these stntutory provigions: and this court have
always held that an Inventor hins no right of property in his inventlon, upon which he
ean maintain & suit, unless he ohbtnins a patent for it. according to the Acts of Congress ;
and that his rights nre to be regnlated and measnred by these laws, and cannot go beyond
them." Brown v. Duchesne, 10 How, (60 V. 8,) 183, 103 (183A).

* Deepronth anld the less than completely assembled machiye for the same price as it
kad sold folly assembled minchiaes. Its advertisements, correrpondence. and Invoices fra.
quentiy referred to a “machine’ rathor than to a kit or disassembled parts. See respond-
ents hrief, pp. 8-11.
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in Mercoid v. 3lid-Continent - Investment Co., [320 U.8, 661, 676] . .. a patent
on a combiunation is a patent on the assembled or tunctlonlng whole, not on .
the separate purts.” Mercoid Corp. v. Ainneapolis Honeywoell Regulator Co,
820 U.8. 680, 0684 (]0&4) See also Leeds and Oatlin Co. v. Victor Talking
Machine Co., 213 U.8, J01:

“A combination is a unlon of elements, which may be partly old and partly -
new, or wholly old or wholly new. But whether new or old the combinatlon is -
a8 means—an invention—dlstinet from them. Jd., 818. . .

. L : L ‘® [ ] L .

“[0O]Jue element {8 not the comblnatlon. Indaed all the elements are not. To *
be that,—to be identlenl with the invention of the comblnntfon,—-they must bo g
united hy the same operative lnw.” Id., at 320, ,
And sve Brown v, Gulid, 00 U.8, 181 (1874) In sum, K

“fI1]¢ anything Is settled in the patent law, It 1s that the comblnntlon patent :
- covera only the totality of clements in the clalm and that no element, sepa- :
rately viewed, {8 within the grnnt. Aro MJg. Oo. v. Convertible Top Replace-
ment Co., 860 U.8. 836, 344 (1061).” o
* It was this baslc tenet of the patent aystem which led Judge 8wan to hold g
in the leadlng case,  Radio Oorp. of America v. Andrea, 70 F. 24 628 (1933),
that unassembled export of the elemnents of an invention did not lufringe the-
putent.

“[The] relationship is the essence of the patent. . . . No wrong is don ethe.
patentee until the combination is formed. His monopoly docs not cover the
. mnufaotire or fale of sepnrate elements capable of being, but never actually,
- pxsocinted to form the invention. Only when such association is made is there -
n direct ufringewment of hix monopoly, aud not oven then §f it Is done outside
the territory for which the monopoly was grunted.” Id., at 028, .
Bee. vlso Cold Mctal Process Co. v. United Dnatuoer and Fary, Co., 235 F. 24
224, 230 (CAS8 1058) (“We are in full accord wlth the rule thus lald down in .
the Andrea cnse and we think that the master and the Distrlet Court were
- right in applying it Lhere”), JTetwitt-Robing Ino. v. Link Bels 00., 871 F. 2d 225,
‘2:20 (CAT 1068) (to the snme effect). . ;

- We reafilrm this conclusion today. s
- IV. It i% sald that this conclusion 15 derlved from too nnrrow and technleal
an fnterpretation of the statute and that this Court should focus on the consti- B
tutional mandate -

. . . . . e - ) .
~ "“To Promote the Progress of Sclence and wseful Arts, by securing for lim-
ited Times to Authors and Inventors the exclusive Right to their respective
Writings and Discoveries. . . . Art. I, § 8.
and construe the statute in o manuer that would allegedly, better reflect the
policy of the framer,

We cannot accept this avgument. The directlon of Art. I 18 that Congress shall
have the power to promote the progress of science and the useful arts. When, -
as here, the Coustitution is permisslve, the slgn of how far Congress hns
chosen to go can come only fromn Oongress, We are here construing the pro-
. ¥vlslong of a statute pnssed in 1032. The prevalling law in this and other .
courts a8 to what is necessary to show a patentable invention when a cow-
binatlon of old clements is clalmed was clearly evident from the cases when -
the Act was passed ; and at that time Andrea, representing a speclfic uppllention

cof the taw of infringement with respect to the export of elemeuts of a com-
bination patent, was 17 ycars old. When Congress drafted § 271, it gave no
indication that it desired tn chnnge elther the law of combination patentx as -
relevant here or the ruling of Andrea.'® Nor has it on any more reeent occinsion
Indicated that it wanted the patent privilege to run farther than it was under
stond to run for 33 years prior to the actien of e Cour of Appeals for the
Fifth Cirenlt,

Moereover, we must conslder petitioner's c¢laim In light -of this Natlon's his- -
torleal antipathy to wmonopoly 1! and of repeated cougressionnl efforts to pre

1When § 271 wns drafted and aubmitted to tho Senate fn 10562, Sennter S’lltonul} '
arked : “Ioer the bill chnnge the law in nn{ way or onls codify the present patent laws?
Senntor 3leCarran, Clmlrnmn of the Judiciary Commlttee. reapouded : *‘It codifies the
present patent laws * 08 Cong. Rec, 0328 (July 4, 1 u) .
. Seo the dlscunlon in Groham v. John Deore, 388 8. 1, 72 (1986).
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serve and foster competition. As this Court recently sald without dissent:

“[Iln rewarding useful invention, the ‘rights and welfare of the community

must be fairly dealt with and effectually guarded.” Kendall v. Wingor, 21 How.
322, 820 (1859). 7o that end the prerequisites to obtaining a patent are
strictly observed, nod when the patent has issued the limitations on its exer-
cise are equally strictly enforced.” Sears, Rosbuck and Co. v. Btiffel Co., 376
T.S. 225, 230 (1964). )
It follows that we should not expand putent rights by overruling or modifying:
onr prior cases coustruing the patent statutes, unless the argument for expian-
sion of privilege is based on more than mere inference from ambiguous stati.-
tory tanguage. We would require a clear and certniu signal from Congress
before approving the position of a litigant who, as respondeut here, argues
that the beachhead of privilege Is wider and the area of public use narrower,
than courts had previously thought. No such sigual legitinizes respondent’s
position_in this litigation. .

In conclusion, we note that what is at stake here is the right of American
campnuies to compete with un Amerlican patent holder in foreign murkets. Our
patent system makes no claiin to extinterritoriul effect, “these acts of Congress
do not, and were uot intended to, operate beyond the limits of the United
States,” Brown v. Duchesne, 10 How. 183, 195 (1858), and .we correspondingly
reject the clalms of others to such control over reject the clalins of others to
such control over our markets. Cf. Buesch v. Graff, 133 U.B. 697, 703 (1890).
To the degree that the.inventor needs protection in markets other than those
of this conntry, the wording of 35 U.8.C.§§ 154 and 271 reveal a congresslonal
intent to have hlm seek it ubrond through putents secured In countries where
his goods are being used. Respondent holds forelgu patents; it does uot ade- .,
quantely explain why it does not avail itself of them.

V. In sum: the case and statutory law resolves this case against the
respondent. Wheu so many courts huve so often held what appears so evident.
—n combination patent ean be Infringed only by comblnation—we are not pre-
pared to bLreak the mould and bLegin anew. And were the matter not so
resvlved, we wonld still insist on o clear congressional indication of intent to
extend the patent privilege before we could recognize the. monopaly liere
cliimed. Soch an indication is lacking. Accordingly, the judgment of the Court
of Appeals for the Fifth Circuit is reversed aund the case is remuuded for pro-
cecdings consistent with this opiniouw,
. : It is 8o ordcred.

Supreae Counr or T1E UNITED STATES
‘No. 71-315

Deepsouth Packing Co., Inc., Petitioner, v. The Lailtram Corporation. On
Writ of Certiorari to the United States Court of Appeals for the ¥ifth Circuit.
[May 80, 1072]. - :

Mr. Justick DBLACKMUN, with whom Tue CHIEF JUsTICE, MR, JUsTIiCE
PowrLL, and Mg, JusTIct REUNQUIST join, dissenting.

Because our grant of certiorarl was limlted, 404 U.S8. 1087 (1972), the cus-
tomarlly presented lssues of patent validity and infringement are not before us
in this case, I necessarily accept, therefore, the conciusion that the Laitram
patents are valid and that the Deepsouth deveining machine, when manufac-
tured and assembied in the United States, is an infringement. The Court so
concedes. The Court, however, denies Laitram patent law protection against
Deepsouth’s manufacture and assembly when the mere assembly is effected
abroad. It does so on the theory that there then {s no “making” of the pat-
ented invention in thie United States even though every part is made here and
Deepsouth ships all the parts in response to an order from abroad.

With all respect, this seems to me to be too narrow n reading of 35 U.S.C. §§
154 and 271(a). 1. In addition, the resuit Is unduly to reward the artful com-
petitor who nses another’s Invention in its entirety and who seeks to profit
tiereby. Deepsouth may be admissive and condid or, as the Court deseribes it,
ante, at 8 n. 6, “straightforward,” in its sales “rhetoric,” ante, at 9-10, but for
me that rhetorlce reveals the very inlquitous and evasive nature of Deepsouth’s
operations, I do not see how one can escape the conclusion that the Deepsonth
machine was made In the United States, within the meaning of the protuentive
language of §§ 154 and 271(a). The situation, perhaps, would be different were

'
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parts, or even only one vitul part, manufactured abroad. Heré everything was

.accomplighed in this country except putting the pleces together as directed (an

operation which, as Deepsouth represented to its Brasiilan prospect, would
“take less than one hour"), all much as the fond father doea with his little
dauglhter's doll house on Christmas Eve. To say that such aggsembly, accome

" pllshed abroad, is not the prohibited comblnation and that it avoldas the re-

strictions of our. patent law, is a bit too much for me. The Court has opened

" the way to deny the holder of the United Btates combination patent the bene-
~ fita of his invention with respect to sales to forelgn purchasers.

I also suspect the Court substantially overstates when it describes Radio
Corp. of Amcerica v. Andrea, 70 F. 24 (CAgQ 1033), as a “leadlug case,”
ante, ot 13, and :when it imputes to Congresa, in drufting the 1053 statute,
an awareness of Andrea’s “prevailing law,” ante, at 12. Andres was seriously
undermined ouly two years after its prowmulgution, when the Court of Appeals
modified its decree on a second review. Radio Oorp. of America v. Andrea,
90 F.2¢ 612 (CA2 1037). Its author, Judge Swan himself, somewhat ructully
allowed that his court was overruling the eariler declsion. Jd., at 613, I
therefore would follow the Fifth Circnit’s opinlon in the present case, 443
F. 24 088 (1971), and wonld reject the reasonlng.in the older and wenkened
Andrea opinion aud in the Third and 8event Circult opiniens that merely

. fPollow jt. :

By a process of only. the most rigid construction, the Court, by its decision
today. fuliills what Judge Clark, in his able opinion for the ¥ifth Circuit, dis-
tressingly foreenst: .

C L e hold otherwise [as the Court does today] would subvert the Constl.

T tutbmml seheme of promoting ‘the Progress of Belence and useful Arts, by se-

cucing for limited Times to Authors oud Iuventors the oxelusive 1ight to thelr
respective Wrltings and Discoveries.! U.8. Const, Art, I, § 8, Cl. 8. It would

- allow an infringer to set up shop next door to a patent-protected inveutor whoso

{:rmluct enjnys g suhstantial forelgn market and deprive him of this valuable
usinea, If this Constitutional protection i{s to be fully eflectunted, it must

~extend to -an infringer who manufactures in the Unlted States and then

captures the forelgn markets from the patentee. The Constitutienal mandate
cannot be lmited to just mannfacturing and selling withln the United States.
The fringer wonld thea he nllowed to reap the fruits of the American economy
—technology, labor, materinls, ctc.—but wonld not be subject to the responsi-
bllltien of the Amerlcan patent laws. We cannot permit an lafringer to enfoy
these henefits and then be aliowed to strip away a portion of the patentee's

~ protection.” H3 F. 24, at 030,

1 share the Fifth Clrcuit's concern and I therefore dlasent.
' IR APPENDIX O . :
Vanderbilt Law Review, Vol. 26, No, 1 (Tanuary, 1973)

' PATENT LAW—INFRINGEMENT OF COMBINATION PATENT—A PATENTED MACHINBE

WHOSE PARTS ARE PRODUCED IN THE UNITED STATES I8 NOT “MADE’ WITHIN THE
UNITED STATES WITHIN THE MEANING OF S8ECTION 271(A) OF THE PATENT ACT IF
TT8 COMPONENT PARTS ARE EXPORTED IN UNASSEMBLED FORM . .

Appellant, Deepsouth Packing Company, sought modification* of an injune-
tlon preventing It fromm maunufacturing and exporting compunent parts of a
shrimp-cleauning device upon which appelle, the Laitram Corporntion, held a
combination patent.? Appellant contended that its manufacture of the elements
of a combinntion patent within the United Btates and subsequent exportation
of those parts in unassenbled form was not an Iufringemment under section

1 The fnjnpetlon prevented Deeproutt from manufacturing and exporting the devlee in
unasxembled form. Anpeliant souglit to modify the Injunction so that It could export the
machine in unnsspmbhbled forn. :

* A combinntlon patent is one In which “[njone of the parts referred to are new, and
none nre clajmed am new; nor is any portion of the comhlnntlon less than the whole
cinimed ns new, or stated to produce any given result. The end in view Ix nropored to
he accomplshed hy the unlon of all, arranged and comhined togzether in the manner
described, And this combination, coinposed of all parts mentioned tn the specification, and
arranged with reference to ench other, nnd to other paets of the ,mnehlne In the manoer

hereln deseribed, 14 xinted to he the imnrovement, nnd i« the thing patented.” Deepronth
cking Co. v. Laltrum Corp.. 406 U.8, 618, 820-21 (1073), citing Prouty v. Ruggles,
41 U.B, (10 Pet.) 330, 341 (1842). .
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271(a) ol the Patent Act,® becnuse the patented Inventlon Itself was not
“made” within the Unlted States, and that un injunction prohibiting such
practlces therefore Is not authorized by the Patent Act. Appeliee maintulued
that un apparatus is mnade within the Unlted States within the meaning of
sectlon 271(a) if the compouent parts are manufactured in the United States
and exported with the intentlon of having the foreign user assemnble those
parts into the patented object. The district court found that no enjoinable
patent vlolation had occurred and nodified the Injunction.® The United States
Court of Appenls fur the Fifth Clreuit reversed, applying n “substantlal manu-
facture” test to hold thnt a device Is consldered to Le “made” within the:
United States if its parts are produced in this country and can be transformed
into the patented combination through a relatively slmple assembly process.$
On uppeal to the United Btates Supreme Court, held, reversed. Under section
271(a) of the Puteut Act, an invention with a combination pateut whose parte
are produced in the United States is uot “made” within the United Btates If
those parts ore exported in unassembled form. Deepsouth Packing Co, v. Lai-
tram Corp., 400 U.8, 018 (1073). . -

At cowumon law, luventors had no legnl means of excluding other manufae«
turars frown maklng, using, or selling thelr inventions,” In order to “promote
the progress of the useful arte,” the drafters of the Counstitution provided Cone
gress with the power to establish a patent system and’ to grant inventors thé
excluslve right to control the use of thelr discoverles for a llinited period of
time.8 Congress jmplewented this constitutional mandate early in Awmerican
jurizsprudence throngh the passage of puteut ncts in 1780, 1886, aud 1870.°
Presently, the Patent Act of 1082 provides protection to patent holders from
those wwho seek to infringe upon the rights afforded by the act.}® The protec-
tion afforded by a patent benefits both the Inventor and soclety because it
encourages the inventor to disclose his novel ldea to the publle and, at the
sae time, protects. the inventor’s discovery from belng stolen and caplitalized
upon by auwilier. In (he last 50 years, however, because of the anthuonopoly
phiioscphy expressed in antitrust leglslation, the courts have re-cviluated the
fmpnct of the protection provided by patent liws in geneval,? and have begun
to construe strictiy the scope of comblnation patents.!? Because only the
combinntion 33 ftsell s protected by the patent laws, the public has the privi.
lege of using, manufucturing, and selling the Individual elcments of the combi-
nutlon without violating  the patentee’s legal rights.}4 The patent holder's
monopoly has been narrowed further by the liberal attitude that the courts
have tuken toward a pateutee’s competitors who export the patented Invention.
Although a patent Lolder may exclude others from making or using the pat-
ented apparatus in the domestic murket, the courts have held tbat domestic

085 11.8.C. § 271(a)(1970) : *Except as otherwise provided in this title, whoever with-
out authority makes, uses or sells any lsmtenuad inventlon, withia the Unlted States
during the teem of the patent thnrcl’or, intringes the patent.”

¢ Deepsouth was barred hy Lalteam’s patents from selling its shrimp-cleaning machines
on the Amerfenn wurket, but it sought to avold the patents by selilng the machines to
forelgn buyers In subnssemblies that required less than one hour for Installation.

s Laitram Corp. v. Deepsouth Packing Co., 810 F, Su‘m). 020 ((:E.D. La 1070).

s Lattenin Corp, v. Decpsouth 'acking Co., 448 F.2d #1868 (Sth Cle, 1078),

1 Note, Tlie Nature of a Patent Right, 17 CoLust. I., Rev. 688 (1017).

* U.8, Coxar, art. I, § 8, provides that Congross shall have the power *“[t}o promote the
Progress of Sclence and ureful Arts, by securing for llmited Times to Authors and Inven-
tors the excluslve Itight to thelr respective Writlngs and Discoveries, .. ."”

*R. CALVERT, PATENT PACTICE & INVENTION AMANAGEMENT, 304-404 (1064).

145 C.8.C. § 251 (1070).

u E.g, dMorton 8alt Co. v. G.S. Buﬁplger Co., 814 U.8, 438 (1n42) (patent eannot be
used to Becure any monopnoly berond that contnined In the patent) ; TBM v, United Stutes,
208 U.8. 181 (1638) (the putent monopoly may not be used In d nre‘pnrd of the antitrust
lnws) ; United 8hoe Aluch, Corp. v. United States, 238 U.8. 451 (1022) (a patent secures
the right to exclude others from mnking, using, or vending the thing patented without the
permlaision of the patent bolder, but it does not excwpt him from regulations conslstent.
;zlth {L-(g:: ?gll:'f;&mmle hthﬁnlgmu in theI m;hlllc tlntetrctct,tlosblddl;gbgmggmensz that

I on or hulid up monojpol n laterstuto trade) ; ne
Infringement—A Liwited Tort, 43 m.-Ks.\x"r i’. Rev. 1 (1065). )i v, Contridutory

13 “For If nnything §s settled In the patent law, It Is that the combination patent covers
only the totullty of the clements {n the claim and that no element, separately viewed, is
\(rll{t'h'llu] th:rgg;\';lt.;I :'Aro1 31(( 3 Co. v, !(;?nvortllille ;ll‘op uepllxlic(i‘mcnlt Co., 800 U.8. 318, 314

G1); . Merco ‘orp. v, nnenpolls-Floneywe! egulat ., 820 U.8,
“ou"f\) H {ilrtowlév. Gu(lhl, 00 l’li!ill . (23 ‘}'l“"l') l131 (l‘lc-i)?' 365 & o¢ Co., 820 U.8. 680
ro MIg. Co. v, Counvertiule Top Repluacement Co. 5 0.8, H
Co. v. G.8. Bupniger Con 314 UB. 48 (104%), ' 336 (1061); Morton Bait
1 E.g., Aro MIg, Co. v. Convertlble Top Replacemeat Co., 363 U.8. 336 (1981).
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competitors do not infringe’ a coniblnation ‘patént if they merely manufacture

‘the component parts within the United States and ship those parts overseas
- .before assewbling them into “opernhble” condition.!® This position was renched
: by construing very strictly the word “makes” in section 271(n) of the Pateut

Act.'d The-lendlig case interpreting. this provislon of the Patent Act is the
Second Clreuit's declsion in ROA v. Andres.? In that case, ROA had a combl-
nation patent on a type of radio recelver and Andrea hegan to manufacturs
simllar radio sets for export abroad. The parts for these recelvers—with the

fexceptlon of vacuum tubes that were not placed in the sets prior to exportas
tion—were manufactured and assembled by Andrea in its Amerlcan plant: To|

make the set operable, the oversens buyer merely hnd to fusert the vacuum
tubes into the radio.!® The court held that RCA's combination patent did not:
cover the manufncture nnd sale of separate elements of the patented apparatus;

.that never were comblued to form the Inventlon itself and that no direct og
coutributory infringement could occur unless the recelvers wers *mnde” opem«

" ble within the United States.3® The Andres case came before the Seccond Cird

. cult for a second time,30 . becanse of additional evidence introduced by thod

plaintift. In its. fipal dlspoaltlon of this case, the court- found that prlor -to:
exportation the tubes had been Inserted into the radios fov teasting purposes.
aud that this constituted the requisite “‘combination” for holding Andrea linble:

" for mfent infriugemnent.?* The court, however, did not overrule the position ltg
~lmd tken previously, but rather hased its finding of infringement upon thea
“Taetid distinetion between nonassembly and temporary assembly for testing:

‘purposes.®* A uumber of cases wihih similar factuul situatlons have arisen iu»

.the Third and Seventh Cilrcuilts since the Andres deciston, DBused upon the

- exporting patent shnck absorbers wholly made and nssemb ed

l. Westloghouse Elec, & Mfg. Co., 120 F. 103 (0th Clr 10

underlying concepta that n combiuation patent protects only the comhhmtlom,

and that monojolies conferred by patents are not to be viewed with fuvor..&

.these circults have followed the “finul assembly test” articulated by the cour
‘iIn the first Andres decislon, and have held that no patent infringement can;

occur in the uhsence ofa complete auombly of the. devtce within the Unued
Htates, 1 o . . ) ;.»

B Hewltt- noblnu. l’nc v, Link-Belt Co., 871 F.2d 226 (7th Cir. 1066) (comhlnndou.,
tént covers only totallty of clements .in clalm and no elemont, separntely viewed, 15}
g'“lthln the m'l\nt) Cold Metal Process Co, v. United. nFr & Foundry Co., 2305 5‘2! 1248
(‘!nl Cir. 1036) (in {he case of n combination he combination is not
as made untl all its elements are comple od) H ﬁCA v. Andrea, 70 1,24 026 (24'

Clr. 1035) (doctrine of contributory infringement permits elements of patented cumhinnu

on to ba s0ld iu the United 8tates with tsnt at buyer mue and use the lnvenﬂon{

1J.8.C. lsmfn) (1070).
::10 F'.'ld 620 (ad Ctr. 1083).
Id
.18 “Vo wrong is done the patenteo until the combination is formed. Hls monopoly d
not cover the munufncture or sale of separate clements capable of belng, but never actus
al n; asxoclated to form the lovention. Only when such nssoclation 19 made Iy there n direct:
rinzemen of hin monopoly, uud not even then if it 15 done outslde the torritory fﬂ'\,
whlch the mou?ody nted.” I/d. at 628; see K. W, Iuynition Co. v. Toemco llecy
Motor Co., 383 73 (Oth Clr 1022) (defendant held ltable for fntggt l‘l}l'?ltnﬁement {ou
e Unite
Computiug Scale Co. v. Toledo Computlng 8cale Co. 270 F'. 6 (‘Ith Ctr. 1021) (
ant not linble for exporting parts of a patented ncale to nadn when parts were asaem
bled !n Canada to form the comhlnntlon and sold 02 Bullock Plec. & Mfg, Co.. ¥y
) (the making and selling of.®
-lngle element of a patented eomblnntlon, with th rpose that such element will’
L rl"ed ub:oud and there used In combination wlth other elements, is not contrlbutom
n nuemen
RCA v. Andrea, 90 F.24 613 (2d Cir. 1037). ebi
'l'rhe court held that the tests were made to see If the radlo recelvern were -mark
t’I"’)le tBociumo this was a comwercinl use, the court stated that this vinlated the pates€
n
21In bis dlmmt. Judge 8wan, author of the first Aadrea deciaion, stntea: “In hohuni
that tlio sale in this country of the dlsassembied parts of the loventlon for ussemhl) us
use nhrond 13 & dlrect {nfringement, I think we overrule our prlor declsion ... .» /d. a?
613 (Swan, J., dissenting).
8 Lalteain Corp. v. Deepsouth Packing Co 310 P. su&p 0268 (E.D. La. 1070). t&
M In Hewltt-Rublna, lnc v. Link-Belt 3 (7th Cir. 1188), the Seven
Cirenit concluded that manufacture aml un ] ln thls country- of parts for o “rcclmm-"u
dovice to be argembled outslda the tnrﬂtorln.l Hmits .of the United States. do not
within the purview of 33 U.S 1 (1870) ; therefore no patent Infringement result u
Tho court followed that a oomb nntlon putent covers only the totnlity of the elemtﬂ

5

. comprising the inventlon and that no olenmnt. umay ¥ ewed. 18 within the protecfid

of the ’lm ent. 'ﬂla Thlrd Clrcult in Cold Metal ess Co. v. United Eng'r & Foum!m
0., 34 Cir. 1806), held tbat tha mono oly of the patient extendu onb’uu
g:uga?mtlghgbp Dcn'tted getxltc:; wuhlu h!t e U 8 {u ther;;:nre steel t:-lo g"‘
e
constitute patent ag ,n ! Bates, but shipped unmemb!odtoto gn countries,
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In the instant declslon, the Court recognized that, in enforcing the patent
laws, courts must consider uot only the protection- of -the -patent holder's inven-
tion but ulso the preservation of competition by restricting the growth ot
manopoly power through the patent deviee3d Tn addition, the mnjority noted
that, hecnuse the stutute in question ¢ clearly iudicates that it is not an Infr-
fugentent to “make” or use n patented product outslde the Unlted Statles, the
patentee, in order to establish n violution of the patent luws, must prove that
the nlleged nfringer winde or used the luveution within the United Stutes.*?
Huving found that the Andrea standard for determining when a putented
apparatus s “made” within the United States represents the overwhelinlng
welght of authority 2® gud having concluded that existing pateut cights shounld
not Le expanded In the absence of a ciear dlrective to (o so from Congress,
tiie Conrt heid that the export of a patented wmachlne in Joss thau fully nsseme
bled form does not infriuge the combination patent. ''he dissent maintained
thnt the Court hnd coustrued tno narrowly the meanlng of to “make” in sec-
tion 271(a) and had erred {u applying the Andrco rule, glnce the status of the
first dAndrea declslon as eontrolllng aunthority was weakened considerably by
the Court’s dlsposition of the cnse on rehearing. In addlitlon, the dlssent
argued that the adoption ot the Andrea standard would subvert the constitu-
tlonul scheme of patent protection,®?

Although the Courvt’s delinltion of the term “made” ns used in section
271(a), adequutely protects the pmtentes when the combination is assembled
-completely within. the Unlted States, it affords no protection at all to the
parent holder when a cowmpetitor manutuctures all the elements of the combi-
nation within the Unlted States and has them assembled abrond. Under these
clreumstances, the techuical dndrea rule adopted by the Court ln the Instaut
case subverts the constltutloual polley of promoting the sclences and the useful
arts through affording an inventur the opportunity to control the use of his
discovery for a limited period of thme becanse 1t allows another producer to
doprive the Inventor of his rvight to the exelnsive use of bhis patented prodoct
when that product 18 traded In the Internatlonal market. By bhasing Its deci-
ston on the premise that the patent shonld only protect the completed machlne
aud not ity individual gaassetbled elements, the Court falled to recognize that
the vltimate purpose of the patent laws 1y to protect the luventor's unigue ideon.
and not just to control the use of the physical object that is constrncted from
that ldea. An examlnatlon of cases that involve slllur factnal sltuations but
fall under the copyrlglit lnws further indicates the Inapproprintcuess of the

- Court's declglon.30 In those cases, the courts generally proceed on the assump-
tion thnt the copyright laws were designed to protect the copyright owuer at
thie expense of the lutringer and do not emphasize the antlcompetitive effect of
those laws.3? There does not appeur to be any sound reason for drawing a dis-
tinctlon between the property rlghts created under the copyrlght laws and
those created nnder the patent lawas. Furthermnore, the property right of the
patent holder should be protected Ly giving the word “muakes” nn interpreta-
tion in Keeplug with the ordivary ueaning of the term Instend of a technleal
constructlon. Thls result could he achieved by utilizing the “substuntial manu.-
fucturve” test, whlch wounld lavoelve balaneing the pablic’s right to use the con-
stituent parts agalust the pateut holder's right to coutrol the use of his Inven-
tion, for dctermining whether a patented object was wmade within the United
States ruther than the “finul asgsembly” test that was applled in the Andrea.

_case. Although the substantiul wmanufacture test is more subjective -and, as
such, move difficult to apply than the flnal assembly test, it would provide the
patent holder with considerably more protectlon than the Andres rule. In addt-

© tlon, adoption of the final assembly test by the courts would force the Amerl-
can patent lholder to pay patent fees and to bring infringement actions in

B Se¢ cases cited note 12 supro.

@33 U.R.C, §371 (1070).

%7 Bee note 3 supra,

= Nce note 13 anpra, .

408 U.8. at 533-34.

. %™ See Mazer v, Steln, 347 U.8, 201 51054).

nﬂ.g', Sheidon v. Metro-Goldwyn Plctures Corp., 300 U.8.°880 (1040) (defendaut beld
Hable for copyright lnfringement for making negatives of a motion picture here and ex-
hibiting the pusitives abroad) ¢ Famous Musle Corp. v. 8eeco Records, Ine, 201 F. Supp.
D60 (B.D.N.Y. 1001) (dQeteadant’s preparatiou of tapss that were sent to perxons abroad
to bo usml to maonufactuce phonozraph records contalulng renditions of eopyeighted musi-
gx&n ::ltl;l;:lggl)n violated copyright luw and tovelvod cumpany us joint tort-feasor In

45-025 O - 85 - 62
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numerdilaitorelgu éoilutrles, whereas, under the substantial manufucture test,
' one cour; could make a {lual determinatiou of the patentee's rights.

ArPENDIX D
Jowa Law Reylew_. Vol. 57, No. 8 (February, 1972)

b

: CO'MMQNTHTDHTENWO THE 8CREWS ON MINOR ASSEMBLIES ADROAD: THE MEANING

[ el . OF “MAKES' UNDER THE PATENT INFRINGKMENT &TATUTR

i

’ In'the recent case of Laitram Corp. v. Deepsowth Pocking 0o, the Unlted
Btates Court of Appeals for 'the Fifth Clrcult, despite directly conflicting
authority in three other. circuits,® upheld the valldity of a company's patents

/ tor certaln shrimp-Geveining machinery, by ruling that a minor final assembly, -
; in & foreign country, of an identicul machine manufactured by a rlval com--

uy couid not escapse the reach of the federal patent infringewment statute, 38
.8.0. section 271.,% This section of the patent law provides that anyone who

-without authority makes any patented invention within the United States -

" ‘during the term of the patent, infringes the patent.s Since tho patent laws do

not prohibit ‘the manufacture of a patented article in another country,® the .
question. of patent fufringement involved in Laftram goes directly to the heart :

of what constitutes the *“mukliog of un invention within the United Stutes.” 9

" -The answer to thls interpretive dilemma 18 of paramount importance to the-

area of patent law,. It 13 determinative of what comes within the reach of a-

patent claim and, therefore, wili dictute substantial industrial policy in this
Country. If “maklng within the United States” iz construed 8o that a com-

pauy, in order to escape lablilty under section 271, is permitted to manufac--

ture the constituent elements of au patented invention leaving only a minor

finul assembly to be perforined oversens, the result will be that the protection

aforded & manufacturer, with a United States patent for Invenflons wmarketa-

bie uversens, Is substantially less than that provided n munufacturer who solls

a-patented Inveution wmarketable solely wilthin the Unlted States. Thus, thiy

futerpretution of “makiug within the Unlted States” will protect a munufac-

_turer aguinst patent infringement only where the patented invention is totally:
assembled within the United 8tates prior to its sale or use in a forelgn nation.~
"This Comment will examins the Laitram decislon to see what it adds to the:

development of the legal standards of patent infringement, urge its afiirmauce.
as in accordance with the congressional mandate in enacting section 271, and-

discuss policy arguments as to why the interpretation of the statute, which the
case advances, should Le upheld. Prior to this analysis of Laitram, however, it -

will be necessary to ascertain the stnte of the prior case law on the issue of
patent infringement in stnilar fact situations where an alleged infringer lhas

manufactured the constituent elements but does not complete final assembly

until after the parts were shipped to a forelgn country. -
As indicated, three Rrevlous decisions have considered a patent infringement

issue similar to that

ypothesized and each reached a result opposite to that-

in Laftram.” These cases permnitted a manufacturer to make the constituent

elements of a patented machine in the United States, assemble the elements

once they arrive overseas, and sell the assmbled machine without being held -
in vlolation of seetion 271's prohibitlon agalnst making a patented Invention..

within the United States.® Analysls of these decisious will show, howerver, that
each reached an incorrect result in concluding that mere minor assembly of

1 443 ¥.24 936 (8th Clr. 1971). :

® Hewitt-Robins, Ine. v. Link-Belt Co., 871 F.2d 228 (7th -Clr, 1066); Cold MMetal
Process Co. v. United Eng'r & Foundry Co., 230 130 224 (3rd Cir. 1856) ; Radlo Corp.
of America v. Andrea, 79 .24 626 (2d Cir. 18308).

4443 P.2d 036, {Gth Clr. 1871).
435 U.B.C. § 371 (1070).

(n) Bxcept as otherwise provided In thia title, whoever without anthority makes, used
or xells any patented inventlon, within the United States durlng the term of the pateut
therefor, infrinyes the puteat. Id.

3 E.g., Drown v. Ducliesue, 60 U.8. 183, 105 (1856? ; Radlo Corp. of America v. Andren,
10 B.24 G27. 628 (24 Cir. 1035) ; Dullock lilec. & Mtg. Co. v. Westinghouse Elec. & dfyg.
Co,, 139 I\ 107, 109 (Gth Cir.), cert. denied, 30+ U.S, &:78 (1004).

¢35 U.8.C. §271 (1n70).

:7;0 authority cited note 2 supra.
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the component parts in.a foraign nation avolded direct infringement of the
"patent. .
p.lu the first ‘of these Infringement declsions, Radio Oorp. of Awmerica v.
JAndrea,t the defendunts rulsed no guestlon as to the valldity or title of the
piaintif’s patents.’® Nor did tliey dlspute that they would have ‘‘dircctly”
infringed 13 the palintiif's putent 1f the eloments which they had wanufactured
tad been totnlly assemibled for use in the Uuited States.'” Rather, the defend-
auts conteuded that the pntented cowbination they hud sold wus Incomplete
amd unassembled until it was out of the jurirdlction of the United States and
the reach of {ts patent laws.1® I'hus, they denfed direct infringement.}* Addi-
tlonaily they argued that sluce they did not fall within the doctrine of contri-
butory infringemeut,'® they were not liable for {nfringement.¢

In accepting the defendant's asyertion that they did not fnfrioge the platl-
s patest the court relled extensively on the contrlbutory iufringement
teat 7 e court stressed that the defendants escuped Infringement because the
e'ements which they manufactured had not been completely assembled within
the United Btatos, sluce they were shipped overseas for assembly.'® Thus, the
wourt apparently adopted the theory that a muanufactuer could cscape iufringe-
went merely by sending the elements of the patented combination to a foreign
country to he ussembled wven 1E it hnd the .futent that tho element Lo used
there In combluatiun with .the other elements of the original patented
fuvention, 1o . .

tven though the Andres court held that there was nelther direct nor contri-
butory Infringement, the rullng wus substantinlly wudermilned in a modifled
oplnlun by the snme court when coufrouted with the same fact sltuntlon.so At
this recoud trial 3 (Andrea II) uew facts were admitted {nto evidence which
showed that the componeut elements had been assembled for testing purposes
in the Unlted Stutes and then disaksembled for shipment overseas.?? Although
the tndrea IT court appeared to put major emphasis on the fact that the
defendant hiad nssewabled the constituent elements fu order to test the machine
befure shipment, it nevertheless explicitly recognised that the contrlbutory
{ufriugement doctrine relater only to the alding of another pergon by the sale
of au clement of the patented combination.3® Phe doctrine docr not apply to
the sile Ly o single wanufucturer of all of the elements of the mnaching which
are lo be assembled ubroad.34 The modified declislon recognlzed, therefore, that
the ductrlne of coutributory Infringement was totally irrelovent to a factual
sltuatlon where all of the constituent parts of a patonted combination were
shipped to a forelgn nation for mere minor final assembly there.?¢ Dased upon
thls analysls, 1t is readlly apparent that the contrlbutory infringewent test is
also {rrelevent to the facts in the Laitram cage gince, in that case, more than
a single elemeut of a patented combination was manufactured by Deepsouth,3®

:,7,1:‘ r-\'.:dog;;zs (24 Cir. 10306),
. at 627,

" To conatitute direct infringement it is esaential that thers be present In the Infri
ine device or combinntion every viement of such {patent} clalm ., . . so combinéd ns
prnluce substautiully the sume result operatl Inllgutho snme way." Safety

1 (D.C.N.XY, 1010).

ng i _substunt|
Car llcatu&& nghtlnu Co. v. Gould Cuupler Co., 330 I, 848,
:p':ldlo rp. of America v. Andrea, 70 .32 626, 627 (34 Cie. 1980).
wld.

135 1.8.C. §371(c) (1070). '
(c) Whoever aslls & component of a gatentod machine, u:mmtucmtree(’l comhination or
. composition, or a materlal or apparatus for use in practicing a paten process, consti-
tutlng a material part of the invention, knowing the same part to be especially made or
especlally adapted for use in an infringement of such patent, and not a staple article ep
f:f'r'\lmn?’tellty ;d tuble for substantisl oonlofringing uss, shall be llable as & contrlbutory
¥ itndlo Corp. of America v, Andrea, 70 .34 026, 627 (34 Cir. 1035).
afangrn
®3ioro recent dectstons have stated that there ean be no contributory Infriagesient
5:‘.‘1’3""1'*5»“ ﬂé;’.“ T e TR Ay ot 308, §h ((wgg y An'tomfmd Sl Xiid:Conti-
neeman 0., Ine., .8. ol ; Mo . V. - o
bent Inv. Co., 820 U.8. 861, 677 (1044) B‘runkrurur, . dissenting), orp oatt
by ;t';uno Corp. of America v. Andrea, 00 F.24 0612 (24 Cir. ;087).

=[d. at 813,
=1d, ot 614,
e "',.

= Id, i
™ Laltram Corp. v. Doepsouth Packing Co., 443 F.2d 038, 037 (6th Cir. 1071).

4
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To turther undermine the precedentlal value of Andrea 7, the Andrea IT
conrt went on to state expllcitly that if the compouents uf A patented inven-
tion are sold in o substantially unifled and combined form, direct infringejuent
cannot be avolded by leaving u wmluor final integration to the purchaxer.2? 1'his
stutement describes the exact situatlon which was presented to the Laitram
court. After an injunction was issited which prohibited Deepsouth and its.
nfiliate 8krmetta Machlnery Corporation from “making, using, or selling the
infringlng apparatus,” 36 Skemettn subsequently wrote a prospective fureign
customner as follows:

We are handicapped hy a decislon against us in the United States. Thin was
a very -technleal decision and we can manufactare the entive machine without
any complicatlon In the United States, with the exception that there are two
parts that nust not be assembled in the United States, but assembled after the
piachine arrives in Brazil. This assembly will take less than one hour.3?

* It 18 obvlous then that the Court of Appeals for the Fifth Clrcuit in decid-
ing Laltram must have recognized that it was the clenr intent of Deepsouth

- and it afliinte campany Skrmetta to try to use a technlenlity of minor nssewn-

bly overseas to escupe the protection glven.to the oviginai patenteo hy the

" Unlted Stutes patent laws, The Fifth Circuit thus correctly recognized that

regardless of whether the deveining machine hind bheen assembled for testing
purposes, It wag the expectation of the forelgn customer when it pald
Skrmetta Machinery Corporntion in United States currency that it would
receive a “complete machine” not just a compenent part or parts. 'therefove, in
renlity, Deepsouthh wuas selling Laltram’s patented machine with the commer-
cini result for Taltram of the deprivation of a possible sale on n machlne
which, accordiug to Its pateut, It had the rvight to exclude others from umklug
and selling in the Unlited States 30

‘There are only two other enxes which deal with the Infringement Ixsues pre-
sented in the Andiea and Lallram cases, In Cold Metad PProoess Co. v, United
Eupinecring & Foundry €05t the Third Clrcuit followe:dl (he Orst Aundren citse
stating:
~We are in full accord with the rule thus lald down In the Andrea case nud
wa think that the naster and the distriet court were rvight in applying it here

. Its force, in our view, is not lmpalred by the later opinion of the court after

finul hearlug in the snme case , . . which held that the defendant had Infringed
the combinution patent there sued on In view of evidence that the radlo
gets In question had been cowmpletely assembled in this country and tests of
operution made nfter which they were disussembled and shipped to purchasers
abroad., We do not gquarrel with the concluston of the conrt that such nssem-
bling and testing coustituted a muking and use of the patented combination in
this country. In the present case, however, 1o such assembLlaog or testing in
this country took place, Accordingly, the rule Inld in the Arst Andrea opinion
applies here rather than that stated in the second.’*
Thevefore, the Third Circuit in Cold Aetal was inerely followlng what has
already been shown as an fncorrect reading of the Andrea II cnse,33 The court
In the Andres IT decision dld not rely eutirely on the testing aspect of the
assemmbly to lLiold that the manufacturing invelved constitnted fnfringement.
This latter decision In the case recoguized that dlreet Infringement conkl not
Le avoided by a separution or division of parts whilch leaves to the purchaser
a shinple task of integration.s

The Inst of the cuses which deals directly with the patent question raised in
Laitram 18 Hewltt-Robina, Inc. v. Link-Belt 00.3% which Involved substantisl
not merely winor, assembly ovemeauﬁ" In tlmt case the Seventh Clrcult stated

that : ] .

7 Radlo Corp. of Ameriea v. Andren, 00 F.24 613, 613 (24 Cir. 10387).
H;mItmm orp. v. Deepsonth Packing Co., 443 F.24d 034, 038 (3th Cir. 1871).

8 Although none of the casex concorned with the activity dealt with in this Commeat
coustder the Infringement of a patent by “selilng” the manufactured parta that are not
L'lnllﬂl"f'l\ nszembled, thls activity is also prohibited If done within Exe Unlted States,
35 UK., §271(a) nn.n

;m 35 P20 224 (Srd Clr. 1030).

3 7d. at 240,

3 Sce rext nccompnnylog notes 10-29 lllg

";{{:,ullo Corp. of America v. Andrea, 00 24 612, 613 (2d Clr. 1081).

317 F.2d 225 (7 e, '
3 See Id. at 22'-(.. h Cir. 1080)
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It anything I8’ settled In the patent liw, it ls that a combination patent
covers only the totality of the elements in the claim and that no element, sepa-
rutely viewed, Is within the grant . . . We deewn 1t equally clenr thut unaxsew-
Med elements of a coxublnutlon putent do not coumtituto the “uutoutt-d
juventlon” 38

here was no clted nnthorlty. however, to substantinte the accund atutcmunt
The Court relied entirely on the decisions fn_dndres 1 und Cold Metal, merely
quoting from them with no new analysis, 'I‘lms, Hewitt-Robing rests solely

upon the precedentlal value of Andres I and Cold Metal. Ay the prior analysls

Las sliown, it may bLe strougly argued that the precedential welght of these
ciunea deetded belore Laltram is of little value,32 Cold Aletal and Hewitt-Robins
relied upen the aunnlysls uxed by the Secoud Circult 1n the Andrea [ cune,d0
These casvs, however, falled to cousider the fact that the lholdlug in Andres. 7
was substanthnlly undermined by the modlAed oplnlon of Andros II which
denlt with the rame factual sltuutlon and which polnted out the inapplicubliity
of the futringement annlysis used by the court in Andreo I.

By conslderlug, In Luattram, the econoinle reality of Deepsouthi’s muunfucture-

of the constituent elements ot the develylng machine and subsequent sale to a .

forelgn compnuy for minor final assembly, the Court of Appeals for the Fifth
Clecuit not only correctly Interpreted cnse-law gllemdent, but also fpllowed the
feglslative Intent and history behind section 271 of the patent statuteil In
order to prove direct iufringement under sectlon 271(a) the patenree muat
prove that the alleged lufringer “mikes” tho artlele within the Unlted
Nrates,s2 I'he controversy turny avound what detinitlon Congross lutended to he

given “mukes”; a technicnl one of coinplete and full assembly, or a realiatic .

one of completed munnfacture of constituent parts with only minor final
assembly remalniug, a3 was Deepsonth’s practice.

In this annlrala of congresslonal intent it Is important to note that sectiom
271 is n ‘new sectlon which was not in force when the two Andres cases were
“declded.d3 Prior to that tlme there was no cougresslonal declaratlon of what
coustltuted infringement under the old stntutes.s4 Although Oold Mctad aund.
Huowitt-Robing weve declded nfter the statute way passed in 1052, neither dis-
cussod the hapnet of the new statute but mevely followed the declsion rveached
u the Andrea 1 caxe@. 1 lwrurure, Lutlyam ig the flrst independont mmhslq ot
the scope of the patent statute.

Cansidering this state of aftulra together with an annlysis of the leglsintive
‘history Lehind section 271, revenls that the declslon reached In the Laitram
case represeuts au attempt by the Fifth Clrealt to follow the congressionaily
expreased mandate of expanding the protection against patent infringement.
The logislative documenta concerned with sectlon 271(a) ovideuce au intent by

Cougress to implement a wmore realistic Infringement policy than that lald.

down in Andrea T and folluwed in Cnld Metul and Hewidt-Robina, The sennte
reports on the leglslutlve hearing expressly declare that, becnuse there had
been a number of conflicting and contradictory decisions in the infringement
area. Congress felt it was necessary to codlfy the principles of patent fnfringe-
ment which wmost effectlvely nld the purpose for patents.?® This congressional
purpose was to extend the scope of the right to exclude infringers from
lut}klm{. using, or selung the patented inventlon for the duration of the
patent

Specifle evidence anpportlng thls congressional expression of - protectlon
agninst patent infringement is offered hy section 271's contributory infringe-
ment provisionc.id It Is clem- from the hearings on section 271 that Congress

®J1d. at 320, '
:g“ e ‘l‘tcl’cg(m ?"’"x'“ “t"umkng ﬁ“g‘ ggl F.24 325 (7th Clr. 188 C
(1] ewitt-Kobins, Inc. v ] @ 0, r.
Proces g Blted lﬁn”r Foundry Co., 285 b2 334 (3ra Cir, 1056) °) + Cold Metal
:ss }’ 8. C 2 .
¢ ot Jul n, mra be. No. 598, ch, 28 8
ﬁﬁ I8¢, NEP, rsi) 102'3 50, Cong_" 50 Bees. D (1000 Lok 811 (1002),
€0 text aceom nn otes 30-39 au
“2 nll:’lc REP. No. 2a Cong., 2d%eu. 8 (1952).

35 USC. §} "‘1’1(c) (d) (1070).
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specifically rejected a number of court decisions which had severely limited }
. the doctrine of contributory infringement.'® Dexpite the fuct thut it was specifi. ;
cally pointed out to Congress that the proposed provisions were contrary to-:
prior case law which bhad limited the doctrine,50 gection 271 was passed with- -
-out amendment.’! Thus, it {8 readily apparent from this passage of section 271 ,
that Congress intended to broaden the protection offered a patentee aguinat;
contributory Infringement. S
In keeping with this congressional protection against infringement is the:
reasonnble inference that if Cougress had not inteuded to codlfy the decislon :
reachied ln Andrea I1, they would have specifically passed a proviston whleh .
would have overruled that decision. As evidenced by its treatment of contribu. -
tory infringements, when Congress jutended to overturn the existing law they::
passed a speciflc statute to accomplish that purpose. This failure, however, toh
- overrule the existing.law of the Andres IT case is additlonal evidence of con-}
gresslonal acceptance of its expressed treatment of the problem of the manu.:
fuciure of constitutent elements with a mere minor assembly abroad.’* Thus, it
is reasonable to conclude that Leitram was the correct interpretation of direct:
patent infringemeat which Congress wished to codify wlien they passed sectlon
271, . : - CaX
However, even if the legislutive intent arguments concerning contrlhutory‘ﬁ{
infringement and- its effect on the direct infringewment of scetion 271%83 ares
fguored, any policy need to protect the publie’s right to be able to use the ordi-4
. nary and staple constituent elements of a patented machine does not justify-
“the activity involved in Laitram.5* This need to protect the public's right togi
eonstltuent parts would e an Inappropriate and inadequate defense to an in--
fringement by Deepsouth. The defendunts dld not manufactuve one or even two's
of the constituent elements to be used independently from the putonted inven..
tion. Tnstend, they manufactured the entire machine.®s Deepsonth merely falied 4
to assemble the pavts into a whole within the United States in an attempt to
© escape the protectlon oltercd to the originnl patentee, Lailram, by the patent
-Iaw.59 Thevefore, the policy of muking the independent cleinents of a patented -
machine available to the public 18 of no relevance to activities sueh us Deep

gouth’s, _ .

® Hearings on H.R. 8760 Before Bubcomm. No. 3 of sthe House Comm. on the Judiclary,’
. 8204 Cong., -1st Sess,, ser. 0, at 168 (1051). To fully understand how Congress jatended:’
to clarify “this situantion, however, it is necessary to understand the pre-1053 case law:
on how hte doctrine of contributory infringement developed. The doctrine made 1635
appearance in Whitney v. Nw York Secaffolding Co., 224 P, 452 (8th Cir.), eers, denied, .
230 U.8, 640 (1813). This case held that one who mnkes and sells one element of u ¢
atented combinatinn, with the intention and for the purpose of brlnglng about Ilts vie -
u o patented combinatlon is gullty of coutributory-infringement, and is equaliy lable -
with the one who in fact organizes the complsted combination, Id. at 459. Therefors,
the Intent of the manufacturer is the decislve factor in showing a countributory in.!
fringemeut. However, the doctrine of contrlbuto7 infringement is limited to situatlons.-
wwhere the articles sold were elther components of a pateuted invention, or hnd no fuode-
pendent use from the patented combination, or were g0 used as to constitute Infringe .
ment, Cortelyou v. Charles E. Johnson & Co., 143 B, 033, 084-33 (2d Cir. 1008). It hus-
not been extended to apply to ordinary and staple articles of commerce used in connec..
tion with the yutented machine; either by ease law, id. at D35, or by tho present statute, -
85 U.B.C. § 271(c) (1070). Thus, an article which has a use independent of its use fu -
the patented invention would not fall withia the contributory infringement doctrice-
unless sold with the Intent that it be used in the patented Jnventlon, :

In 1044, the Court In Mercold Corp. v. Mid-Continent Inv. Co,, 320 U.8. 661 (1044},
however, completely destroyed the significance of the doctrine of contributory infringe--
ment. That case held that the owner of a system patent may not use it to secure o |
limited monopoly of an unpatented device employed fn practicing the Iuvention eves-
though the unpatented device is itself an integral part of the patented system and has-
no use indepeudent of the putented comblnation. Jd. at 8635. Thus even if another com-:
pany maaufactured the unique and vital components of o patented machine, they could |
escape infringement after the Mercold decistons, as long as they did not manufacture:
alt of the elements of the putented luvention. No longer was Intent to manufucture and -
sell an Integral component of a o}mtented combination In violutlon of the contributory
infringement doctrine. The M ercoid rule was still in effect and being followed by seme
of the lower courts when Cougress resurrected the doctrine of contrlgutory Infringement
in section 2371(c). See Btokes & 8mith Co, v. Tmm&mront-\vmn Mach, Corp. 15% P.2d .
mgl(‘za ?lf?:%-u"a) ; 8troco Prods., Inc. v. Mullenbach, 67 U.S.P.Q. 168 (8.D, Cal 1044).

L} N .

St Aro Mfg. Co. v. Convertlble Top Replacement Co,, 303 U.B. 336, 878 n.7 (1061)
(Harlan, J., dissenting).

:l‘gdéos(%rz. _o’glit‘lsirl(clno;'. )Andreu. 80 F.2q 613, 613 (24 Cir, 1937). .

“See 35 U.S.C. § 271(c) (1070) ; Laitram C I F.2
036, 190 Tk Lo, ‘1 071)(. ) (1970) orp. v, Deepiouth Packing Co., 443 F.22

:;133'.&!;:9 -38, 8

-
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Another baslc policy -consideratlon which milltates against allowing a manu-
facturer such as Deepsouth to use the technicality of minor final assembly
abrond Jn order to avoid the pateut-infringement laws is that this would
destruy the purpose. behlud the protectlon afforded by the patent lawa. The
patent laws ave designed to assure the patentee the priviiege of excluding
intringers fromn making, using, or selling the patented invention for the dura-
tion of the patent.’? If the tochnicality of minor final assembly abrond iy per-
mitted, the patentee would be effectively deprived of its exclusive sales
priviiege.58 An infringer, such as Deepsouth, would be nhie to manutacture all
of the component parts of the. patented machine with the intent that they be
used to form the patented invention. Iiven though the machine is essentially
manufactured solely within the United States, mieres assembly in a foreign -
cauntry would avold the prohibition of section 271. Consequently, the paten-
tee’s rights are substantinlly diminished with regard to machines made within
the United States; a result the patent laws are designed to prevent. .

Patent law comnmentators agres with these arguments supporting the con-
gressional policy that realisticully a combination is “made within the United
States” when all of its components are finished and ready to be united in a
final assembiy.’9 Thus, according to these anthorities, Deepsouth and its aflll-
nte would more thaun meet the definitlon of ‘“makes” by thelr activities of man-
ufncturing the entire machine and leaving only final assembly of two parta.s®

In light of these considemtions, the Court of Appenls in the Laélram case
correctly recognized the reality of the transaction In which Deepsouth used the
techaienl point of nonassembly in final form to deprive the original patentee of
the protection offered by the Unlted Stntes patent law. Previous conflicting
aise Inw in this urea can be eftectively distinguished. The Third and Beventh
Cirenits in Cold Metal awd Jlewhit-Iinbing presented no new analyais and
merely follnwed the original case in this area—Radin Corporation of Americo
. dudreatt ‘Chis caxe falled to take into account the commerclal results of
the actlvity invoived and reiled upon an iuappropriate application of the doc-
trine of contribntory Infringement. Furthermors, in a seccond opinion the
Aundrea court distinguished ‘the line of cases used in the first opinion to sup-
lort the result reaclied and stated that if the elements of the invention ave
s0ld in substantialiy unified and combined form, infringement is not avolded
br packaging the parts together and leaving a minor finul assembly to the for-
elgn purchaser.%3

In vefusing to follow the previous declsions of the Second, Third, and Sev-
enth Circuits, the Fifth Circult vealized that section 271 was expressive of a
congressional intent to explicitly provide extenslve protection agalnst patent
infringement. By effecting a libernl interpretation of what constitutes “makes,”
the court only relnforces substantinl arguments related to legisintive intent
which revenl a deslre ugalnst infringement afforded by Congress to extend the
rrotection the patentee. In balancing the need to protect the pateutee and the
right of the public to utilize the unpatented constituent elements of the pat-
ented nachine, the Fifth Circnit correetly declded that the publie's right
extends only to thove cnses where the elements are ordinary and staple arcti-
cles ‘of commerce or are clemats maunufactured for other legitimate purposes.
The intent and knowledge can not be to manufacture the patented machine in
its entirety anil leave only a minor assembly operation In eorder to esenpe the
protection offered to the original patentee by the infringemeut statute. While.
the inw as expounded {n Laitram remaius the minority view {n the clreuits, it
articulutes the sounder policy in this nnrrow bhut Lmportant arca of patent law
aud should be ndopted and followed as the better rule,

STATEMENT OP THE SOCIETY OF PATENT CLASSIFIER

The Roclety of Patent Classiflers Is the professlonal organizntion of substan.
tially the entlre force in the U.S. Patent Ofice concerned with the administra-
tiun and creation of patent search systemns. The Soclety las 63 members. Our

51°.8. Coxsr. art. I, § R(8) ; 85 U.S.C. § 154 (19TM, .
';Sn;‘!’.nl’:m‘rln ;‘:rp."v_'. Du;pionth Pgrklng (‘o.'. 4'1,8-"}4!“.‘.‘41 24, 93'\.8 (3th Cir. 1971).
W, X80N. THE AW OP PATENTS 24, 00) ; TN
”)}}‘“‘i’g“' m} Pne\‘-rrs; ‘”""“h‘x‘,"“:“' i b at 101 (1890); see H. Tourymiy,
altram Corp. v, Deopxonth Pack 0, 443 F.20 0
o 70 B0 620 (24 Cire 105D, o8 30, 035 (3th Clr. 1072).
% Radlo Corp. of Amerlca v. Andrea, 00 F.2d 612, 613 (24 Cir. 1027).
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« Chapter 28 - Infringement of Patents

i
i

Section 271. Infringement of patent

271(e)(1)(A), Page 67, line 9. There would not appear to be any fundamental
reason for limiting the sales or distribution agrcement to one that is
“exclusive" for an infringement to occur by the importing of a product into
the United States which is made by & process in a forcign country which would
be an infringement in the United States if the process had been performed in
the United States. If the “"exclusive' limitation is rctained in this sub-
section, avoidance of the intent of this subsection would be extremely easy.
For example, distribution agreements could be made with parties on opposite
sides of the United States or in marketing areas which are geographically
rewote from each other so that, technically, there would not be an "exclusive"
agreement with anyone. The term "exclusive' as thus used in this subsection
would, in the majority of the cases, render this provision a nullity.

New 271(f). This new subsection is proposed in view of the decision and opimion
by the United States Supreme Court in Deepsouth Packing Company v. Laitram Corp.
406 U.S. 518 (1972). The Court specifically noted that Congress had not provided
legislation to protect a patentee from the situation wherein an infringer
obtained the benefit of the patent by selling the components of & patented
combination in an_unassembled form to a foreign purchaser for: assembly outside
of the United Statea. The United States Supreme Court has thua specifically:
directed this matter to Congress for consideration.

Section 273, Unauthorized practice of subject matter prior
to issuance of patent

273(c), Page 68, lines 12-18. Since the "interim.period" is defined as requiring
the entry of a final decision of allowability of a claim, and “actual notice’

to the person allegedly engaged in the unauthorized practice, no reason is seen
for limiting the damages to royalties. Since the term of the patent under 5.2504
runs from the filing of the patent application, the damages should begin as soon
as the allowability of the claim is determined and actual notice has been received
by the infringer. To limit the recovery to royalties 1s to impose a form of
compulsory licensing on the inventor during the interim period. R
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_his consent would cons(itﬁto infringement of tho patent; (3) licensed
or authorized another to perform acts which if performed without
his consent would constitute infringement of the patent; or (8) sought
to enfom tho patent aguinst infringement or contributory inmnge-
ment.

“(e)(1) S'-lbiﬁc'- to paragraph (3) of this subsection, whoever im-
ports a product made in o foreign country into tho United States sholl
be liablo as an infringer, if—

olo 2 e o0 0=

b gk k. bk ik bed bt
EseahabrbBbiEs

(f) Except as other a

“(A) he has entored intoEm exclusi\’gsulcs or distribution

. agreement for such product, with tho person who made it in the

" foreign country, or one who purchased it from such person, end

Y“(B) such person made the product in tho foreign country by
& process patented in the United States.

“(2) Subject to paragraph (3) of this subsection, say
or other organization under ths legal control, of the manufacturer or
vendor specified in paragraph (1) (A) of this subsection, that actively
_induces conduct proscribed by paregraph (1) of this subssction shall
bs liable as an infringer.

#(8) Paragraphs (1) and (2) of this subsection shall not apply if
the patentee has authorized the persons identified in paragraphs (1)
and (%), or any of them, to engage in such conduct.

bsidiary,

rovided in th 13“‘7 ©§272, Temporary presence in the United States

i whoever with- 03
at authority suppli__g4
r_causes to be

upplied, upplied, unassembled 25
n_the United States, g5

or_delivery outside o7
f the United States,

*“The uso of any patented subject matter in any vessel, aircraft, or
vehicle of any country which affords similar privileges to vessels, air-
craft, or vehicles of the United States temporarily or accidentally,

- shall.not constitute infringemnent of any patent, if such subject matter

is used exclusively for the needs of the vessel, nircraft, or vehicle'and

he essential com-----28 ~is Rdt told in or used for 1he manufacture of anything to besold in

onents of an at- o
ated invention. durin

or exported from the United States.

he term of the patentV- §213. Unauthorized practice of subject matter prior to issuance

herefor, knowing or 31
atending that the
xiponeil€s “are to be =

isembled, so that a3
len_assenbled, the 34

isembly, {f it bad a5
‘curred Jn the United

ates, would consti- <6

ite in[r.nvcment in g7

l'n[(s the Enccnc

of patent

_2__,,3@.) Afterthei issuance ¢ of n patent,a patentee. m.x)_obtnm domages,

as set forth in subsccnon (c) of this scction pursuant to the provisions
of chapter 29 of this title, for any unanthorized makinyg, using, or
selling of the subject mnatter of a claim in tho patent (referved to
hereafter in this section as ‘unauthorized practice’), that cecurred
during the interim period speeified in subsection (b) of this scction.

“(b) Snch inferim period shall legin after the occurence of cach
of the following events: '


http://btnr.es
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VIII.C.2. SHIPMENT OF UNASSEMBLED PARTS OF AN INVENTION
FOR ASSEMBLY ABROAD MADE INFRINGEMENT
<3

The purpose of the Commerce proposal is to overrule the recent

five to four Supreme Court decision in Deepsouth Packing Co.

v. Laitram Corp., 92 S. Ct. 1700 (1972), which held that the
manufacturing and exporting of all the component parts qf a
patented combination for assembly outside the territorial
United Statea—-in.leaa than complete or final assembly--is
not patent infringement under 35 U.S.C. 271.

The Department of Justice proposes Eo abide by the Supreme

Court ruling.

The Court's majority narrowly and rigidly interpreted'the
patent law in order to rule in favor of the defendant-infringer.
The Fifth Circuit below had reversed the District Court to hold
that Deepsouth’s activity constituted a "making® of the inven-
tion undef section 271(a), based on the ordinary meaning of

the word and the fact thag.any other interpretation would sub-~

vert the constitutional purpose of promoting technology.

' The Court's majority disagreed. It found the Fifth Circuit's

-
-,

definition of "making"” upacteptable because it was contrary.
to a line of decisions (see RCA v. Andrea, 27 USPQ 364 (24 Cir.

1935) ; Cold Metal Process Co. v. United Engineering and Found

Co., 110 USPQ 332 (3d Cir. 1956); and Hewitt-Robins v.

Link-Belt Co., 151 USPQ 670 (7th Cir. 1966)} and ran counter
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to its consistent position that a combination patent protects

.only aéainst the operable assembly of the whole and not the

manufacture of the consitituent parts. (Axo Manufacturing Co.

v. Convertible Top Replacement Co., 365 US 366, 344 (1961)).

The Court's hyper-technical approach ignored the equities in
the Deepsouth situation as well as the obvious purpose of the
statute in question. The decision is basically unfair to the
patentee and gives a free ride to the seller of the unassembled
combination. The unassembled subte:fuge works the same kind
of constructive fraud on the patentee that the Supreme Court
refused to permit in its Graver Tank decision (éraver Tank v.

Linde Air-Prod. Co., 339'US 605 (1950)) by invoking the dac-

trine that equivalents of the invention defined in a patent

claim are also Accorded"prdtecﬁion. (VIII.B.)

’

Congress, pursuant ta tﬁe constitutional mandate in Arficle I,

section 8, clause 8, has éontinuoﬁsly provided, since.17%0, a

- comprehensive system of protectibn.for inventions. This beiné-

the case, when a worthwhile invention has been granﬁed protec-
tion thé patents securing that protection should be enforced
’ < A '

AR

by the courts in a ratioan:End ;easonable manner. Such
enforcement is not in derogation of any identifiable public

policy.

In his diésent, Justice Blackman stated:

". . +[T)he result is unduly to reward the artful

competitor who uses another's invention in its
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entirety and who secks to profit thereby. . . .
Everything was accomplished in this country except
putting the pieces together as directed (an opecra-
tion which, as Deepsouth represented to its Brazllian
prospect, would 'take less than one hour'). . « "
(173 USPQ at 774-75).
The Court's decision would raise no problem if the combination
was eventually assembled in the United States, for then there
would be a direct infringement and a party such as Deepsouth.
would be liable as a contributory or an inducing infringer.
But where the components are exported, the result is inequitable
and the patentee suffers economic harm--i.e., lost profits from
the sale of his invention abroad by another. 1In industries
that are export-oriented, a very rgél part of a patentee's
érotection is jeopardized. In an era where exports must play
an ever—-growing role, this hole in the patentee's protection
should be filled., A patenteelwho has borne the expenses of

research, development and marketing for his new product cannot

‘compete with an infringer who has had only a fraction of these

expenses. e

Under thg Deepsouth holding, Amer@can industry is encouraged
to construct "finishing:plan§§f overseas, thus. depriving the
Americanllabor force of nebé;a jobs and the American economy'-
of needed dollars. This SLtuation would allow an infrlnger
to set up shop next door to a patent-protectcd lnventor whose

product enjoys a substantial foreign market and dcprive him of

valuable business. The infringer would be allowed to recap the

é
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fruits of the American economy--technology, labor, materials,
etc.--but would not be subject to the responsibilities of the

American patent laws.

Furthermore, the holding in Deepsouth will force patentees to
obtéiﬁ and enforce foreign patents in all countries that. might
'érovide'a mafket for their.inventions—-a task that is expensive
for large busiriesses and impossible for-small ones. In'certain
' cases the'batenteé will not be able to obtain foreign pakent
prbtection for his invent;on, such as in Italy which proh}bits
pafent.fér drugs. In él% cases enforcement éf féreign'ggtents
1hpuld involve multiple laQ suits against forxeign custaomers

ninstead of one law suit against the American supplier.

It coul@ be argued that the effect of ovérruling Deepsouth Qould
be to encourage firﬁs wh$ are now manufacturing components of

a patented invention in this country to shift their manufacturing
operations abroad. Any such effect, howeve;, is highly unlikely
since the Commerce proposal would make manufacturers of components
liable for infringement only when they makg or acquire "substan~
tially all" of the component; of the patented ocombination--i.e.,
the bill is directed only at the narrow type of s;tuation present

in the Deepsouth case. The component manufacturer could continue

to make part of the camponents without becoming an infringer.
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{Ses Computing Scale Co. v. Toledo Computing Co., 279 F. 648
(7th cir. 1921), cert. denied 257 U.S. 652 (1922); Bullock.Blec;

& Mfg. Co. v. Westinghouse Elec.” & Mfg." Co., 129 F., 105 (6th Cir.

.1904),.cert. denied 194 U.S. 636 (1904)). The impact af the

bill would likely be that manufacturers like Deepsouth would
aimplf elect to take a license under the patent, providing the

patent owWner with his just reward.

The need to provide patent owners with a complete remedy and

to preaérvé cbnfidence'in the fairhesa of the patent system

clearly outweighs the dangjr that manufacturing operations
learly § ;

c—

might be shifted abroad’iq/iaolaéed situations,
. B

In addition to overrulinq/the Deepsouth case, which involved
the gfnal assembly abroaﬁ of.a patented product, the Commerce
bili‘would provide anaﬁ%gous benefits for holders of process
paténts where a compet%tdr substantially carries out a patented
process in this count;&. -The DéeEsouth holding waé extended

to a proéess patentsygy the recent decision in Mohr & Sons \
V. Vacdaxne Corp., 177 UsSPQ 307A(D.C.111. 1973). No reasons

- x e - ,

exist for treating processfihtents differenti} from product

patenté in this regérd, and therefore, the Mohr case should

also be overturned,

0





