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*39 1. INTRODUCTION

Many of the world's most important patent systems allow a prior user of an invention that is subsequently patented
by another to continue to use that invention, subject to certain qualifications and limitations, notwithstanding the
patent. [FN1] Though a part of early US patent law, prior user rights have been absent in the United States since
1952 [FN2] and are viewed by some as an unwarranted assault on the sanctity of a patent owner's right to exclude all
others from practicing a claimed invention. [FN3] As a result of the American Inventors Protection Act of 1999,

however, a prior user right is now available to a limited category of prior users in the United States. [FN4]

*40 The new right, formally titled the "First Inventor Defense," [FN5] is available only to those accused of
infringing a patented "method of doing or conducting business." [FN6] To qualify for the defense, the accused
infringer must satisfy some rather stringent prerequisites, including proving, by clear and convincing evidence,
[FN7] (1) an actual reduction to practice of the claimed method at least one year prior to the patentee's effective
filing date, [FN8] and (2) commercial use of the claimed method prior to the patentee's effective filing date. [FN9]
The defense is personal to the prior user and almost entirely non-transferable. [FN10] Successful assertion of the
defense does not result in invalidation of the patent at issue, which remains enforceable against all others who are

unable to qualify for the defense. [FN11]

The restrictive nature of the First Inventor Defense, and particularly its unavailability outside the narrow area of
business method patents, means that its impact on the United States patent community will be slight. Nevertheless,
the defense is worthy of serious analysis, as it represents the only legislative response to date to State Street Bank &
Trust Co. v. Signature *41 Financial Group, Inc., the controversial 1998 Federal Circuit decision that struck down
the so-called "business method exception." [FN12] Moreover, the defense may be used as a model for future efforts
to enact a broader prior user right. Before delving into the specifics of the First Inventor Defense, however, this

article will first discuss the longstanding debate over prior user rights in the United States. [FN13]

In recent years, a number of commentators have argued for the reinstatement of prior user rights into US patent law,
contending that such rights encourage investment in new technology, [FN14] protect the value of trade *42 secrets,

[FN15] provide a just solution to the problem of secret prior art, [FN16] and balance the playing field between US



and foreign businesses. [FN17] Opponents have argued that prior user rights weaken the value of the patent grant
and undercut the public disclosure goal of the patent system by reducing the incentive to seek a patent. [FN18] Prior
user rights have often been opposed by smaller entities, universities, and independent inventors [FN19] because of
the perception that the adverse consequences "fall far more heavily on individual inventors, small businesses and
non-corporate users of the patent system, such as universities, research groups, and risk-capital investors, than on
large, well-financed corporations [which are] likely to be the recipients of most of the prior user rights." [FN20] A
majority of published *43 articles favor some form of prior user right, but no overwhelming consensus has emerged

among patent scholars. [FN21]

Proposals that would have made prior user rights a part of the US patent law have been advanced regularly in
Congress in recent years, either as stand-alone bills, [FN22] or as part of broader patent reform efforts. [FN23] Some
elements of the patent community have supported these efforts, [FN24] but *44 considerable opposition has
emerged as well. [FN25] The lack of a clear consensus in the patent community helped to ensure that no prior user
rights bill was enacted into law until the First Inventor Defense in 1999. The First Inventor Defense succeeded
where earlier efforts failed because it applies solely to business method patents, a compromise designed to appease
opponents of a more widely applicable prior user right. The First Inventor Defense had its genesis in a House bill,
reported on favorably by the House Judiciary Committee, that would have applied to all process and method patents.
[FN26] New language limiting the defense to business methods was hastily added by the bill's managers without
much in the way of public *45 deliberation or debate, immediately prior to the House vote on the bill. [FN27] The
longstanding debate over prior user rights is likely to continue unabated because the First Inventor Defense is too

restricted to satisfy proponents of such rights.

Though one commentator has already warned that the First Inventor Defense may constitute a "disaster" for the
patent law, [FN28] this article concludes that the First Inventor Defense is a minor but positive addition to US patent
law. The defense is a highly restricted example of a prior user right and, in most respects, it will be a relatively
straightforward task to determine whether the defense applies. Unfortunately, because the so-called "business
method exception" to patentability was never very well defined, it may be uncertain in some cases whether a
specific claimed invention constitutes a "method of doing business" subject to the defense, at least until further
clarification is provided by court decisions. Frivolous assertion of the defense is unlikely because if the defense is
pled absent a reasonable basis, the party asserting the defense may become liable for the opponents' attorney fees.

[FN29]

*46 To a small extent, the defense strengthens trade secret protection at the expense of patents, but the harm to the
patent system is likely to be de minimus rather than a "disaster" and is outweighed by the equitable and economic
benefits of protecting secret users of business methods that were subsequently patented by others. The defense is

thus a reasonable response to State Street, albeit one that fails to fully answer the serious concerns over the wisdom



of permitting patents on business methods in the first place.

II. THE DEBATE OVER PRIOR USER RIGHTS

A. What Are Prior User Rights?

As used herein and consistent with its use throughout most of the literature, a "prior user right" is a non-patent-

defeating, defensive right to the continued use of an invention patented by another. [FN30] Because prior public use
ordinarily invalidates a patent, [FN31] prior user rights generally focus on processes and methods that are practiced
in secret, rather than on *47 tangible products. [FN32] Prior user rights are generally viewed as personal to the prior

user and not transferable. [FN33]

Supporters of prior user rights differ over the details of how the right should be crafted. [FN34] Some believe that
prior user rights should be limited to bona fide first inventors, [FN35] meaning those who would prevail over the

patentee in a contest for priority but whose own activity renders them ineligible to obtain a patent. [FN36] Others
would extend protection beyond first *48 inventors, as long as the prior user did not derive the invention from the

patentee, [FN37] in part because determining first inventor status is too complicated and costly. [FN38]

Most formulations of a prior user right require commercial use of the patented invention, or at least substantial
preparations for such use, prior to some deadline relating to the patent at issue. [FN39] Frequently, *49
commercialization prior to the patentee's filing date is thought to be the appropriate prerequisite for qualifying as a
prior user, but some argue for a more lenient deadline, such as the publication or issuance date, citing the
arbitrariness of using a secret filing date as a cutoff. [FN40] In addition, in order to preserve the full sanctity of the
one year grace period, some believe that prior user rights should only be granted if the prior user possessed the
invention more than one year before the patentee's filing date. [FN41] Others contend that such a requirement is too

restrictive. [FN42]

*50 B. Why Are Prior User Rights Controversial?

Fundamentally, prior user rights are an exception to the statutory right of a patent owner to exclude all others from
practicing the claimed subject matter during the life of the patent. [FN43] In light of the perceived importance of the
patent system in encouraging innovation and advancing technological competitiveness, it is no surprise that any
weakening of the patent right, regardless of the alleged countervailing advantages, is a source of controversy.
[FN44] Adding to the controversy is the perception that large corporations are likely to be the principal beneficiaries
of prior user rights at the expense of smaller businesses, universities, and independent inventors. [FN45] This
perception is not entirely inaccurate since the latter groups, as compared with larger companies, are not only

potentially more vulnerable to the weakening of the patent's exclusivity but also less likely to commercialize new



technologies and thus less likely to be able to take advantage of the protection offered by a prior user right.

*51 The exclusive nature of the patent grant ultimately derives from the United States Constitution, which
authorizes Congress to secure "for limited Times to ... Inventors the exclusive Right to their ... Discoveries." [FN46]
Some have argued that prior user rights are unconstitutional, [FN47] but the position is difficult to maintain in light
of the fact that such rights were part of the US Patent Code between 1836 and 1952. [FN48] Moreover,
notwithstanding the constitutional language, exceptions to a patent owner's exclusivity recognized by the courts or
the Patent Code include: (1) exercise of the US Government's eminent domain power, [FN49] (2) continued use of
patented inventions by state or local governments, [FN50] (3) redress of antitrust violations caused by patent misuse,
[FN51] and (4) equitable limitations on the scope of reissued patents. [FN52] Nevertheless, prior user rights are
arguably distinct from these exceptions, because they do not involve monetary compensation to the patentee, as is
the case with exceptions (1) and (2), and because they *52 arise without any misconduct or error on behalf of the

patentee, as with exceptions (3) and (4). [FN53]

C. The Arguments for Prior User Rights

Advocates of prior user rights generally start with the proposition that, as a practical matter, not all inventions can be
patented. [FN54] They argue that inventors sometimes rationally choose to forego a patent in favor of protecting
their invention as a trade secret. [FN55] Obtaining a patent, particularly if worldwide protection is sought, is a costly
and uncertain *53 process [FN56] and the commercial return, whether through licensing income or the competitive
advantage of precluding others from using the patented technology, does not always justify the expense. [FN57] In
particular, processes that are practiced outside of public view are frequently not patented because infringement of
patented processes can be difficult to detect, and thus the protection offered by those patents is somewhat illusory.

[FN58]

Supporters of a prior user right argue, as a matter of both fairness and economic efficiency, that a bona fide first
inventor should have the option of commercializing an invention without seeking a patent. [FN59] Though such an
inventor is obviously not entitled to the exclusive right that comes with patent protection, a prior user right permits
the inventor to continue to use the invention notwithstanding its subsequent patenting by another. Absent the
protection afforded by a prior user right--the argument goes--commercialization of useful technology can be delayed
because of the fear that another party will subsequently obtain a patent on that *54 technology. [FN60] Moreover,

considerable resources are devoted to obtaining defensive patents because of the absence of a prior use right. [FN61]

Although some supporters of prior user rights focus on the need to protect first inventors who for valid economic
reasons do not seek a patent, others argue that the right to continued use should arise based on commercialization
rather than on first inventor status. [FN62] For one thing, requiring an interference-like procedure to determine

whether the patentee or the purported prior user was the true first inventor would greatly complicate prior user right



disputes. [FN63] More important, perhaps, is the alleged public benefit resulting from a "race to commercialize" that

is *55 encouraged by a prior user right that derives from commercialization of an invention. [FN64]

Prior user rights are also frequently advanced as a just solution to the difficult problem of secret prior art. [FN65] At
present, determining whether a secret prior use invalidates a patent requires a somewhat arcane analysis. In W.L.
Gore & Assoc v. Garlock, Inc., the Federal Circuit found for a patentee over a secret prior user, holding that a secret
prior use does not constitute an invalidating "public" use under Section 102(b), or, presumably, Section 102(a).
[FN66] Under Section 102(g), however, a patent is invalid if the invention *56 had previously been made by another

unless the prior invention was "abandoned, suppressed or concealed." [FN67]

Though the Federal Circuit has not directly addressed the issue, other case law indicates that secret
commercialization does not constitute abandonment, suppression, or concealment. In Dunlop Holdings Ltd. v. Ram
Golf Corp., the Seventh Circuit held that a prior sale by an earlier inventor, though non-informing, invalidated a
patent subsequently obtained by a later inventor. [FN68] Though some have sought to harmonize W.L. Gore and
Dunlop by noting that the former involved a process practiced in secret, while the latter involved a public (though
non-informing) sale, [FN69] the more fundamental problem is that absent a prior user right, the patent system must
choose between two extremes: (1) treat the secret prior use as prior art and invalidate the patent, or (2) uphold the

patent and render illegal any further use by the prior user after the patent's date of issuance. [FN70]

Advocates of a prior user right argue that at least in some circumstances, both "winner-take-all" alternatives are too
harsh, either *57 "invalidating an otherwise good patent over secret prior art [or] enjoining a bona fide inventor from
continued use of her own invention." [FN71] They contend that when two parties independently achieve an
invention, and one practices it in secret while the other seeks a patent, it is unjust to deny a patent reward to the party
who disclosed the invention to the public, but equally unjust to enjoin the continued use of the invention by the party
who commercially used the invention without seeking patent protection. [FN72] A non-invalidating prior user right,

they suggest, is the appropriate middle ground. [FN73]

A final argument in favor of prior user rights is that a US prior user right is needed to "level the playing field" with
the world's other major industrial powers, whose patent systems almost universally provide for such a right. [FN74]
Proponents of a US prior user right argue that when a US company obtains a patent in a foreign country, it may find
itself unable to preclude the use of the invention by prior users in that country, while a foreign company that obtains
a US patent faces no such obstacles here. [FN75] The disparity between the United States and the rest of the world is
largely *58 explained by the fact that most foreign patent systems grant patents to the "first to file" rather than to the
"first to invent." [FN76] Irrespective of the relative merits of the "first to file" and "first to invent" systems, the

absence of a US prior user right creates a competitive disadvantage for US businesses. [FN77]

*59 D. The Arguments Against Prior User Rights



Opponents argue that prior user rights weaken the patent system by eroding the patent grant's value, which derives
from the right to exclude all others from practicing the claimed invention during the life of the patent. [FN78]
Turning the fairness argument around, critics of prior user rights contend that it is inequitable to penalize the patent
owner, who went to the expense and effort of seeking a patent and in the process informed the public of the

invention, in favor of a secret user who conferred no such public benefit. [FN79]

Perhaps more significantly, a prior user right, by making trade secret protection more attractive, in effect provides an
economic incentive for inventors to bypass the patent system. [FN80] Opponents of a prior user right *60 tend to
place a high value on the public benefits of disclosure of inventions through the publication of patents, and are
dismissive of the alleged public benefits of trade secret protection. [FN81] While not necessarily disputing the
contention that as a practical matter not every invention can be patented, opponents argue that "the law should
discourage trade secret protection when patent protection is available because trade secret protection tends to

discourage innovation by eliminating disclosure." [FN82]

Opponents also contend that a prior user right diminishes the usefulness of the one year grace period provided under
the United States' first to invent system. [FN83] The grace period allows an inventor a full year to test and refine an
invention without affecting the patentability of the invention. [FN84] If prior user rights are part of the patent
system, however, such rights might accrue during the grace period, depending upon how the right is crafted. [FN85]
Those who might otherwise benefit from the grace period are thus effectively encouraged to file hastily to reduce the

chances that the patent's value will be diminished by the establishment of prior user rights. [FN86]

*61 E. Resolving the Debate?

The debate over prior user rights is not easy to resolve because it involves economic questions about the impact of
altering the patent reward that legal scholars are ill-equipped to answer. [FN87] Legal analysis cannot really tell us
(1) to what degree the incentive to innovate is reduced by making an occasional exception to the exclusive right of a
patentee; (2) how often the availability of a prior user right would influence inventors to choose trade secret
protection over patent protection; (3) to what extent, if any, an increased reliance on trade secret protection would
harm society by reducing the public disclosure of technology through patent applications; (4) to what extent the
public would benefit from the commercialization of unpatented inventions that is encouraged by prior user rights; or
(5) to what extent the existing disparity between the United States and its principal industrial competitors with
regard to prior user rights adversely impacts research and investment in the United States. Moreover, even if a
consensus were reached about these questions, prior user rights would still be controversial because larger
corporations would likely be the primary beneficiaries of such rights, arguably at the expense of smaller entities,

universities, and independent inventors.

Having acknowledged the limitations of legal analysis, however, it must be concluded that while both sides in the



debate have valid concerns, the arguments in favor of a prior user right seem more compelling. While *62 prior user
rights do favor trade secrets at the expense of patents, there is little reason to suspect that many inventors will desert
the patent system because of the availability of a purely defensive prior user right. It seems reasonable to expect a
slight shift to reliance on trade secret protection, a slight increase in the commercialization of unpatented

technology, but little overall impact on innovation.

Additionally, the argument that prior user rights harm patent owners is based in part on the assumption that absent
such a right, a patent holder has the ability to enjoin secret prior users from practicing a claimed invention. [FN8§]
As discussed above, however, the state of the law regarding secret prior use is confused, and it remains uncertain
whether a first inventor who secretly commercializes an invention can in fact be enjoined by a subsequent patentee.
Indeed, one advocate of prior user rights, Karl Jorda, has frequently pointed out that in no reported case has a bona
fide first inventor been enjoined from practicing his invention by a later inventor's patent. [FN89] Because of this
uncertainty, prior user rights are less of an imposition on the rights of patentees than is commonly assumed. *63
Moreover, almost everyone agrees that prior user rights would rarely be asserted. [FN90] The direct impact of prior

user rights on patent holders is thus likely to be minimal. [FN91]

Finally, opponents of a prior user right have no effective rebuttal to the "level playing field" argument. Though they
argue that we should not weaken our patent system by enacting a prior user right just because other countries have
done so, [FN92] the reality is that foreign businesses, which obtain a significant proportion of US patents, [FN93]
are unhindered by a prior user right when enforcing their patents against US entities in this country, while US *64

businesses seeking to enforce foreign patents abroad generally must contend with such rights.

III. THE FIRST INVENTOR DEFENSE

Part III will address the specific provisions of the First Inventor Defense.

A. When Is the First Inventor Defense Available?

A party asserting the First Inventor Defense must establish two key facts: (1) an actual reduction to practice of the
claimed invention at least one year prior to the patentee's effective filing date, and (2) commercial use of the claimed
invention prior to the patentee's effective filing date. [FN94] The defense is unavailable if the party asserting it
derived the invention from the patentee [FN95] or otherwise failed to act in good faith. [FN96] Successful assertion
of the defense requires clear and convincing evidence, with the burden of proof on the party asserting the defense.
[FN97] Finally, and most important, the defense is available only if the claimed invention is for a method of doing

or conducting business. [FN98] The implications of these requirements are discussed in the following subsections.

*65 1. The First Inventor Defense Requires an Actual Reduction to Practice Before the Patentee's Critical Date



and Commercial Use in the United States Before the Patentee's Effective Filing Date

As suggested by its name, Congress enacted the First Inventor Defense to provide protection to persons who
invented a patented business method prior to the patentee. [FN99] Rather than require a full-blown Section 102(g)-
style priority contest to determine "first inventor" status, however, Congress opted to establish a two-prong, bright
line test. To qualify for the defense, an accused infringer must have (1) actually reduced the claimed subject matter
to practice at least one year before the patentee's effective filing date, and (2) used the claimed subject matter
commercially, in the United States, before the patentee's effective filing date. [FN100] Both prongs must be satisfied
by the same "person." [FN101] Coupled with the non-derivation requirement discussed in the following subsection,

this two-pronged test effectively ensures that only first inventors will qualify for the defense.

*66 "Reduction to practice" is a familiar concept in patent law, so the first prong of the defense presents little
difficulty. The commercial use prong, however, requires further elaboration. "Commercial use" is defined as any use
in the United States in connection with an internal commercial use or an actual arm's-length sale of a useful end
product. [FN102] Precisely what is meant by an "internal commercial use" is not entirely clear, though the defense
specifies that "commercial use" need not make the subject matter of the invention accessible to the public. [FN103]
Presumably, use in the course of research and development or testing for marketing does not constitute a
"commercial use," or else virtually any use by a commercial entity would qualify. [FN104] "Commercial use" is
deemed to include use by nonprofit research entities for the benefit of the public, [FN105] but subsequent
commercialization or use outside of the nonprofit entity would not be entitled to the defense. [FN106] Even the
slightest "commercial use" is sufficient to qualify for the defense, but abandonment of "commercial use" renders the

defense unavailable, unless resumed prior to the patentee's effective filing date. [FN107]

*67 A virtue of the First Inventor Defense is that it will not significantly complicate patent litigation. The only facts
needed to establish entitlement to the defense are the patentee's effective filing date and the accused infringer's dates
of actual reduction to practice and commercialization. Since the patentee's effective filing date is readily
ascertainable, and the other relevant dates are within the knowledge to the accused infringer, there will ordinarily be
no need for any guesswork or discovery before deciding whether to assert the defense. The patentee is of course free
to investigate and challenge the dates asserted for the accused infringer's actual reduction to practice and
commercialization of the claimed invention, but factual disputes about these elements of the defense should be

easily resolvable.

In contrast, a Section 102(g) priority contest can require determination of both parties' respective dates of conception
and reduction to practice and, in some cases, an inquiry into reasonable diligence. [FN108] If this type of factual
inquiry were required in order to establish the defense, litigation costs would increase. Accused infringers, lacking
knowledge of the patentee's dates of conception and reduction to practice, would be forced to assert the defense

speculatively and conduct discovery to resolve these difficult factual issues. The bright line tests established by the



defense thus avoid the complexities associated with determining first inventor status under Section 102(g).

*68 Bright line standards have their drawbacks, however. The defense's requirement of a reduction to practice one
year before the patentee's effective filing date helps ensure that only first inventors will qualify for the defense, but it
is arguably too stringent because not all first inventors can satisfy it. Consider a case where Party A, the accused
infringer, conceives of an invention on January 1 and reduces it to practice on May 1. Party B, the patentee,
independently conceives of the same invention on June 1, reduces it to practice on September 1, and files a patent
application on December 1. After the patent issues, B sues A for infringement. Even though A is clearly the earlier
inventor under Section 102(g) principles, having reduced the invention to practice before B even conceived it, A
cannot rely on the First Inventor Defense because A's reduction to practice is less than one year prior to B's filing

date. [FN109]

The second prong of the defense--the requirement of commercial use prior to the patentee's effective filing date--is
also open to criticism. Because patent filings are secret, the First Inventor Defense essentially sets up a "race to
commercialize" against an unknown deadline. Moreover, some inventions may require a considerable investment of
time and money before commercialization can be achieved. Recognizing this, an earlier version of the First Inventor
Defense, considered by Congress in 1997, contained a provision deeming "effective and serious preparation" for
commercial use prior to the patentee's filing date the equivalent of actual *69 commercial use. [FN110] This
provision is absent from the defense as enacted, [FN111] making for a stronger bright line test but at the expense of
businesses that make significant investments in new business methods but are unable to achieve actual

commercialization quickly enough to qualify for the defense. [FN112]

An additional criticism can be directed at the requirement that both prongs of the defense must be satisfied by the
same "person." Consider a hypothetical case in which an individual inventor reduces a new business method to
practice one year and a day before another inventor files for patent protection on the same subject matter. One week
after reducing it to practice, the first inventor licenses the invention to several businesses who use the licensed
method commercially prior to the subsequent inventor's filing date. Somewhat unfairly, neither the individual
inventor (who did not personally use the method commercially), or the licensees (who did not personally reduce the
invention to practice more than one year prior to the patentee's filing date) are entitled to the defense. Moreover,
even if the first inventor had used the method commercially as well as licensed it to others, *70 and thus qualifies
for the defense personally, the licensees would still be out of luck because the defense would not be transferable
under these circumstances. [FN113] It seems contrary to the policies behind the defense to preclude its assertion by
a party who acquired a business method through a bona fide license from a true first inventor and used it

commercially prior to the subsequent inventor's filing date.

In sum, the First Inventor Defense's two prongs have the virtue of being simpler than a full-blown priority contest.

No one is likely to complain that the defense is too easy to qualify for; if anything, it is entirely too restrictive, to the



point of excluding from the defense parties deserving of its protection.

2. The First Inventor Defense Cannot Be Asserted by One Who Derived the Subject Matter at Issue from the

Patentee

The First Inventor Defense is unavailable to persons who derived the subject matter at issue from the patentee or
from persons in privity with the patentee. [FN114] This uncontroversial provision ensures that the defense applies
only to bona fide independent inventors and is somewhat redundant in light of the requirement of a reduction to
practice more than one year prior to the patentee's effective filing date. A party asserting the defense is also required
to have acted in good faith, [FN115] but it is unclear whether this adds anything of substance over and above the

non-derivation requirement.

*71 3. A Party Asserting the First Inventor Defense Must Establish Entitlement to the Defense by Clear and

Convincing Evidence, and Failure to Do So May Render the Party Liable for the Opponent's Attorney Fees

Congress included two provisions aimed at discouraging frivolous assertion of the First Inventor Defense. First, the
burden of proof is placed on the party asserting the defense, under the clear and convincing standard. [FN116]
Second, if the defense is pled by a defendant who is unable to demonstrate a reasonable basis for asserting the
defense, the defendant may become liable for the plaintiff's attorney fees. [FN117] Because the facts necessary to
establish the defense are relatively straightforward and easily ascertainable by the party raising the defense, these

provisions seem reasonable to help ensure that the defense is raised only when appropriate.

4. The First Inventor Defense Is Limited to Methods of Doing or Conducting Business

The most significant limitation on the First Inventor Defense is that it applies only to "subject matter that would
otherwise infringe one or more claims for a method," [FN118] defined as a "method of doing or conducting *72
business." [FN119] This limitation raises an obvious question: How does one determine whether a claimed invention
constitutes a method of doing or conducting business? On its face, the term could be interpreted in a number of
ways. [FN120] Nevertheless, the legislative history shows that this limitation, which came relatively late in the
legislative process, was understood as restricting the defense to the types of inventions that were thought to be
unpatentable prior to the State Street decision. Before delving into that legislative history, a brief discussion of the

State Street controversy will provide some needed context. [FN121]

*73 a. State Street Bank & Trust Co. v. Signature Financial Group, Inc.

The 1998 State Street decision is surely the most-discussed patent case to issue from the Federal Circuit in recent
years. [FN122] The patent at issue in the case, directed to a data processing system for managing a certain type of

investment portfolio involving pooled mutual funds organized as a partnership, was granted to Signature Financial



Group ("Signature") in 1993. [FN123] As a practical matter, it appears that compliance with Internal Revenue
Service regulations for this type of portfolio could not be achieved without use of a system like that claimed in the
Signature patent. [FN124] State Street Bank & Trust Co. ("State Street"), after unsuccessfully negotiating to obtain a
license from Signature, filed a declaratory judgment action *74 challenging, inter alia, the validity of the Signature
patent. [FN125] The Massachusetts District Court found the patent invalid due to failure to claim statutory subject
matter under Section 101. [FN126]

On Signature's appeal, the Federal Circuit addressed two theories under which the Signature patent was arguably
invalid under Section 101. [FN127] First, it considered whether the claimed subject matter was unpatentable as a
"mathematical algorithm." [FN128] The court held that this exception to patentability applied only where the
mathematical subject matter expressed "merely abstract ideas." [FN129] According to the court, however,
Signature's claimed method produced "a useful, concrete and tangible result," even though expressed in numbers,

and thus constituted patentable subject matter. [FN130]

Turning next to the "business method exception," the court surprised many in the patent community by concluding
that no such *75 exception existed. [FN131] In the court's view, the alleged exception, at least since the 1952 Patent
Act, "merely represented the application of some general, but no longer applicable legal principle." [FN132]
Moreover, the court claimed that none of its prior decisions, nor any decision of its predecessor the Court of
Customs and Patent Appeals, had invoked the business method exception to render a patent invalid. [FN133] The
court concluded that business method claims should be treated not as a distinct category of patentable subject matter

but like any other process claims. [FN134]

There is at least some room for debate over the extent to which State Street represented a departure from existing
law and practice with regard to business methods. One commentator, writing before State Street and cited in the
decision itself, argued that the "so-called 'business method' cases, without exception, [had] been decided on grounds
other than subject matter eligibility." [FN135] Moreover, even prior to State Street, the Patent and Trademark
Office's Examination Guidelines recommended treating claims directed to methods of doing business like any other
process claims, [FN136] and the PTO's Manual of Patent Examining Procedure had not contained a reference to the
possibility of a subject matter rejection for methods of doing *76 business for a number of years. [FN137] Thus, one
critic of State Street conceded that "[i]n some sense, State Street merely presents the latest in a series of cases
confirming Patent Office practice regarding the subject matter appropriate for patenting." [FN138] Nevertheless,
prior to State Street it appears to have been widely believed that patents on business methods would not stand up to

validity challenges in court.

Reaction to State Street in the academic press has been largely negative. The decision's analysis has been
persuasively criticized on several grounds, [FN139] and the patent-worthiness of the "invention" at issue has been

called into question. [FN140] One commentator has noted, and a subsequent Federal Circuit decision arguably



confirmed, that the subject matter inquiry *77 has now effectively been reduced to the question of utility, heretofore
a separate requirement for patentability. [FN141] Nevertheless, the patent community quickly accommodated itself
to the new reality by aggressively filing patent applications "ranging from financial software to Internet-based
business models." [FN142] The resulting "boom" [FN143] in business method patents has caused commentators to
question both the quality of the patents being issued by the PTO, and, more fundamentally, the wisdom of bringing
business methods within the patent system. [FN144]

The concerns over the quality of patents being issued for methods of doing business stem largely from the relative
difficulty in identifying sources of prior art for business method inventions. [FN145] There is at the very least
considerable anecdotal evidence of patents being issued and, in some instances upheld by courts, on "shockingly
mundane business *78 inventions." [FN146] As expressed by one commentator, "[a] significant part of the
perceived problem with business-method patents is a sense that the subject matter is typically obvious but the patent
system is now set up in a way that business-method patents will not be adjudicated as obvious." [FN147] Over time,
this problem can probably be expected to gradually lessen as the PTO and the courts become more adept at dealing

with business method inventions. [FN148]

The more difficult and weightier question is whether extending the patent regime to methods of doing business is a
good idea. A number of commentators have questioned the appropriateness of granting patents for business
methods, arguing that the traditional rationales for rewarding innovation through the patent system are unpersuasive
with regard to business methods. [FN149] Others have concluded that we lack the necessary data *79 to determine
whether granting patents for methods of doing business is economically justified. [FN150] One commentator has
argued, on philosophical rather than economic grounds, that patenting of business methods defies "our perception of
what technology is" and that the patent system should be confined to inventions that are susceptible to "industrial

application.”" [FN151]

The State Street court made no attempt to justify business method patents on economic or philosophical grounds,
nor did it claim to find any express Congressional authorization of such patents. [FN152] Instead, the Federal Circuit
relied upon the broad language of Section 101, coupled with the supposed lack of clear statutory or case law
authority excluding business methods from patentability. [FN153] To the extent that State Street represents a change
in course for the patent law, and most believe it does, the troublesome aspect is that neither Congress nor the Federal
Circuit has *80 given any real consideration to the wisdom of permitting business method patents. Congress could,
of course, overrule State Street and "re-establish" a business method exception [FN154] but there appears to be little
possibility of that. [FN155] Somewhat more conceivable is legislation aimed at improving the quality of business

method patents issued by the PTO. [FN156]

b. The Legislative History Behind the First Inventor Defense



Though one might assume that the 1998 State Street decision was the primary impetus behind the 1999 enactment of
the First Inventor Defense, the defense was actually the culmination of legislative efforts that predate State Street.
[FN157] As far back as 1967, Congress considered a bill that would have reversed the 1952 Patent Act's repeal of
prior user rights. [FN158] The genesis of the First Inventor Defense can more fairly be traced, however, to the patent
harmonization efforts of the early 1990s, during which Congress considered and ultimately rejected switching to a
first-to-file patent system *81 with a prior user right. [FN159] Even after Congress chose to retain the first-to-invent
system, prior user defense bills were regularly proposed throughout the 1990s either as stand-alone bills or as part of
larger patent reform efforts. [FN160] Perhaps the most prominent such effort was House Bill 400, introduced in
1997, which contained a First Inventor Defense with no subject matter restrictions but otherwise almost identical to

the defense subsequently enacted in 1999. [FN161]

After the failure of House Bill 400 in 1997, the House returned to its patent reform efforts in 1999 with a new bill
designated House Bill 1907. [FN162] House Bill 1907, as reported out of the House Judiciary Committee, contained
a number of compromises on issues that had proven controversial in House Bill 400. [FN163] Among other changes,
House Bill 1907's First Inventor Defense was now limited to claims "asserting a process or *82 method in the
patent" [FN164] including inventions meeting the statutory definition of "process" [FN165] as well as "any
invention that produces a useful end product or service which has been or could have been claimed in a patent in the
form of a process." [FN166] Thus the bill was not limited solely to business methods newly patentable in the wake
of State Street, though the House Committee Report cites State Street as "add[ing] to the urgency" of the need for a
prior user defense. [FN167]

In an unusual legislative maneuver, the supporters of House Bill 1907, after consultation with key opponents,
modified the bill subsequent to its approval by the House Judiciary Committee but prior to its consideration by the
full House so as to increase its chances for passage. [FN168] Along with changes to other aspects of the bill, the
First Inventor Defense was restricted solely to "business methods" [FN169] rather than applying to all #*83 processes
and methods as approved by the Committee. [FN170] Representative Howard Coble, the bill's primary sponsor,
explained during a brief floor debate prior to the House vote on the bill that the First Inventor Defense was now
"limited ... to the State Street Bank case." [FN171] He elaborated: "Perhaps the first inventive defense should apply
to processes as well as methods. But we finally concluded that we would restrict it to methods only, and that, by

having done that, we were able to satisfy some folks who were opposed to the bill otherwise." [FN172]

Confirming Representative Coble's account, Representative Rohrabacher, an opponent of the original bill in part
because of its broader First Inventor Defense, voiced his approval of the bill as amended, stating: "Instead of a prior
user defense [i.e., a First Inventor Defense] that applies to all inventions ..., H.R. 1907 contains a very limited prior
use defense that applies only to those business methods which have only been considered patentable in the last few

years[.]" [FN173] Representative Manzullo made the link between the statutory definition of "method" and the State



Street decision even more explicit:

Before the State Street Bank [&] Trust case, ... it was universally thought that methods of doing or
conducting business were not among the statutory items that could be patented. Before that case, everybody
would keep their methods of doing or conducting business as secret as they could and never tried to patent
them. In recognition of this pioneer clarification in the law, we felt that those who kept their business
practices secret had an equitable cause not to be stopped by someone who subsequently reinvented the *84
method of doing or conducting the business or conducting business and obtain[ing] a patent. We, therefore,
limited the first inventor defense solely to that class of rights dealing with "methods of doing or conducting
business." It is distinctly to be understood that we do not intend to create first inventor defense or prior use
rights for any other process, method, or product, or other statutorily recognized class of patentable rights [.]

[FN174]

House Bill 1907, as amended, passed the House overwhelmingly on August 4, 1999. [FN175] The next day,
Representative Coble published extended remarks intended by him as a supplement to the House Committee Report.
[FN176] Interestingly, these remarks, in contrast to various statements made during the August 3, 1999 floor debate
by his fellow Representatives and even by Representative Coble himself, suggest that the First Inventor Defense is

not strictly limited to the State Street case, but open to a broader interpretation:

The method that is the subject matter of the defense may be an internal method for doing business, such as
an internal *85 human resources management process, or a method for conducting business such as a
preliminary or intermediate manufacturing procedure, which contributes to the effectiveness of the business

by producing a useful end result for the internal operation of the business or for external sale. [FN177]

Support for a broad interpretation of "method" can also be found in the remarks of several Senators, including

Senator Schumer:

[T]he term "method" is intended to be construed broadly .... It includes a practice, process, activity, or
system that is used in the design, formulation, testing, or manufacture of any product or service. The
defense will be applicable against method claims, as well as the claims involving machines or articles the

manufacturer used to practice such methods (i.e., apparatus claims). [FN178]

It is perhaps tempting to suggest that "courts would be wise to ignore the legislative history altogether" in
interpreting the business method limitation because one can find support for almost any *86 interpretation therein.
[FN179] Nevertheless, despite its limitations and contradictions, the legislative history gives rise to only one
reasonable reading of Congressional intent--that the defense applies only to business method inventions believed to
be not patentable prior to State Street. Language to the contrary in the House Committee Report must surely be

disregarded, because the bill's language was significantly amended subsequent to the Report's publication.



Moreover, the best evidence of the specific intent behind that amendment is provided by the contemporaneous
commentary during the brief House floor debate on the revised bill. [FN180] That commentary unquestionably
demonstrates that the bill's language was changed to convince opponents of a broader First Inventor Defense to
support the bill by limiting the defense to State Street. [FN181] As discussed in the next section, however, precisely

what in practice is meant by "limiting the Defense to State Street" remains problematic.

c. The Practical Effect of Limiting the First Inventor Defense to Business Methods

The legislative history provides a clear if not entirely consistent explanation of Congress' decision to restrict the
First Inventor Defense to business methods. Nevertheless, determining whether the defense is applicable to a
specific claimed invention will not always be a simple task. The difficulty arises because even if the defense is
understood to apply only *87 to inventions that were thought to be unpatentable prior to State Street, the pre-State

Street "business method exception" was never very well-defined in the first place.

Prior to State Street, a business method exception to patentability was widely thought to exist, [FN182] but cases
applying it were rare, and according to the Federal Circuit, no case actually relied on the exception to invalidate a
patent. [FN183] One commentator has noted the "logical surrealism" involved in asking whether a claimed
invention would have fallen within the business method exception prior to State Street in light of that decision's
language suggesting that the exception never existed at all. [FN184] Moreover, one of the reasons cited by the
Federal Circuit in "lay [ing] [the] ill-conceived [business method] exception to rest" was that "[a]ny historical
distinctions between a method of 'doing’' business and the means of carrying it out blur in the complexity of modern
business." [FN185] Ironically, then, when the Federal Circuit is called upon to interpret the First Inventor Defense, it
may have to *88 delineate the bounds of an exception that it previously found to be "error prone, ... and obsolete."

[FN186]

d. Is the First Inventor Defense a Sufficient Legislative Response to State Street?

The First Inventor Defense is clearly not a complete solution to the problems that many have seen as arising from
the State Street decision. First, the availability of the defense will not improve the quality of patents issued for
business methods; if anything, the existence of the defense makes it less likely that questionable business method
patents will be invalidated through litigation because prior users of patented business methods will find it more
advantageous to take refuge in the safe harbor of the First Inventor Defense than to seek invalidation. [FN187] The
defense also does nothing to address concerns over the wisdom of granting patents for business methods; indeed, the
enactment of the defense suggests Congressional acquiescence in, if not approval of, State Street's decision to

uphold such patents.

The defense does, however, provide a solution to a more narrow but still significant concern raised by State Street--

the possibility that newly patented business methods would make infringers out of earlier inventors who



understandably did not seek patent protection. [FN188] The strongest *89 equitable case for a prior user right arises
when the prior user is a bona fide first inventor who did not seek a patent because the invention was believed to be
unpatentable and whose own activities have made it impossible for him, though not another independent inventor, to
obtain a patent. Users of business methods invented prior to State Street may find themselves in precisely this
situation. It is difficult to know how often this scenario will arise, but most would agree that a finding of
infringement under such circumstances would be unjust. Thus, whatever its flaws and limitations, the First Inventor

Defense has the virtue of reducing the potential for injustice stemming from the State Street decision.

B. What Rights Are Granted by the First Inventor Defense?

The preceding section discussed the requirements for successful assertion of the First Inventor Defense. The
remaining subsections of this article will address the rights that are bestowed on a party who successfully asserts the

defense, along with some accompanying restrictions.

1. The First Inventor Defense Is a Non-Invalidating Defense to an Infringement Action

The First Inventor Defense provides a complete defense to patent infringement actions for parties who meet the
defense's requirements. Consistent with the theory behind prior user rights, however, successful assertion of the
defense does not render the patent at issue invalid. The statute specifically provides that the patent at issue is not
deemed invalid solely by establishment of the defense, [FN189] but despite statements to the *90 contrary in the
legislative history, [FN190] the Act says nothing about whether the facts entitling a prior user to assert the defense
might independently render the patent invalid. Given the uncertainties over the invalidating effects of secret prior
use, it is conceivable that a defendant might be able to avail itself of the defense while also proving facts that result
in invalidation. As a practical matter, however, defendants who are able to establish the defense will have little
incentive to seek to invalidate the patent at issue because, in all probability, they will prefer for it to remain in force

against all others.

2. The First Inventor Defense Is Not a General License

Successful assertion of the defense does not create a general license in the entire patent at issue, instead it extends
only to the specific claims for which the defense is established. [FN191] The defense does extend, however, to
variations in quantity or volume of use and to improvements to the invention unless such improvements infringe
other claims in the patent for which the defense cannot be established. [FN192] The absence of quantity restriction is
important because even an economically insignificant "commercial use" prior to the patentee's effective filing date
can give rise ¥*91 to what is essentially an unfettered right to compete with the patentee. This concern is tempered,

however, by the personal nature of the defense. [FN193]

The defense also specifies that if the patented method at issue produces a useful end product, a party who



successfully asserts the defense is entitled to sell or otherwise dispose of such end product and, by so doing, the
patent owner's rights are exhausted just as if the sale had been by the patent owner. [FN194] This "exhaustion"
provision ensures that the prior user's ability to exploit the invention is unrestricted by any concern that a

downstream purchaser might infringe the patent by using the end product produced by the patented method.

3. The First Inventor Defense Is Personal to the Prior User, with Significant Restrictions on Transferability

The First Inventor Defense is personal to "the person who performed the acts necessary to establish the defense,"
and cannot be licensed, assigned or transferred to anyone else. [FN195] This limitation is aimed at preserving as
much of the patent's value as possible by allowing the patent owner to retain the right to exclude all other parties
from using the invention and to remain the only source of a license for those who are *92 unable to qualify for the
defense. [FN196] Without this limitation, a party entitled to the defense could compete with the patent owner in
licensing the invention, greatly diluting the value of the patent. [FN197]

There is one exception to the non-transferability rule -- the defense can be assigned or transferred in conjunction
with the good faith assignment or transfer of the entire enterprise or line of business to which the defense relates.
[FN198] To qualify, the transfer of the defense must be ancillary and subordinate to the transfer of the entire
business and such transfer must be for reasons other than merely the transfer of the defense itself. [FN199] As a
further limitation, after such a transfer, the defense can only be asserted for uses of the patented method at sites
where the method was in use prior to the transfer. [FN200] These limitations should ensure that the transferability

provisions of the defense are not abused to the detriment of patentees.

*93 IV. CONCLUSION

In the aftermath of State Street's elimination of a widely-understood prohibition on the patentability of business
methods, Congress enacted the First Inventor Defense. The defense is an equitable solution for pre-State Street
inventors of business methods who might have sought a patent but for that perceived prohibition. By limiting the
First Inventor Defense to business method patents, Congress avoided the much larger controversy that would have
been attendant to the enactment of an unrestricted prior user right. Though the precise reach of the First Inventor
Defense awaits clarification by court decisions, it is clear that the defense applies to only a small minority of issued
patents. Because of this, and because the defense is in other respects a quite stringent version of a prior user right,

the overall impact of the defense on the patent law will likely be minimal.

Prior user rights have long been a controversial subject in the US patent community. The enactment of the First
Inventor Defense is a partial victory for prior user right proponents, but certainly does not signify an end to the
debate. The First Inventor Defense was enacted not so much because Congress was convinced that the arguments in
favor of prior user rights overrode those in opposition, but rather due to the fact that the defense focuses solely on

business methods. The limitation of the First Inventor Defense to business methods makes it relatively



uncontroversial but leaves unanswered the question of whether a broader prior user right covering the whole

expanse of patent law is warranted.

*94 Advocates of prior user rights will likely point to the relatively benign impact of the defense as grounds for
expanding prior user rights beyond business methods, while opponents will argue that the infrequency with which
the defense is raised suggests that there is little need for a broader prior user right. [FN201] In short, the debate will
continue, and it remains to be seen whether the First Inventor is the end or just the beginning for prior user rights in

the United States.
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prior user rights.").

[FN36]. A secret commercial use by an inventor more than one year prior to the application date creates a statutory
bar under Section 102(b). Metallizing Engineering Co. v. Kenyon Bearing & Auto Parts, Co., 153 F.2d 516, 520, 68
U.S.P.Q. (BNA) 54, 58 (2d Cir. 1946), cert. denied, 328 U.S. 840 (1946). Secret commercial use may not
necessarily prevent a subsequent inventor from obtaining a patent on the same invention, however. D.L. Auld v.

Chroma Graphics Corp., 714 F.2d 1144, 1147, 219 U.S.P.Q. (BNA) 13, 16 (Fed. Cir. 1983).

[FN37]. See, e.g., Harriel, supra note 2, at 557 (noting that under 35 U.S.C. 8 102(g), the first to reduce an invention
to practice can lose "first inventor" status to another party who can show an earlier conception date coupled with
reasonable diligence, and suggesting that protection in the form of a prior user right is warranted under these
circumstances); Kupferschmid, supra note 15, at 216 ("prior user right operates independent of any claim to
invention"); see also Ubel, supra note 16, at 437 n.133 (prior user right as recognized in Japan, Korea, and Malaysia
requires only commercialization before the patentee's application date, assuming no derivation of the invention from

the patentee).

[FN38]. See Franklin Pierce Law Center's, supra note 13, at 413-14 (remarks of Mr. Gholz)(priority contests are
"very expensive" and "enormously socially dysfunctional"); see also Patent Reform and Patent and Trademark
Office Reauthorization: Hearings on H.R. 1907 Before the Subcomm. on Courts and Intellectual Property of House
Comm. on the Judiciary, 106th Cong. 88 (1999) [hereinafter Hearings on H.R. 1907] (statement of Ronald J. Stern,
President, Patent Office Professional Association)("There is no utility in expanding the protracted procedures of

interference proceedings to any other forum.").

[FN39]. See Kupferschmid, supra note 15, at 216 n.6 ("Generally, a party must prove that it commercialized the
invention (or made serious preparations to do so) before the patentee's filing date or priority date."). But see Ubel,
supra note 16, at 438 (France requires merely possession of the invention, with no need for commercialization, to

qualify for the right).

[FN40]. See Franklin Pierce Law Center's, supra note 13, at 415 (remarks of Mr. Gholz)("cutoff date for prior user
rights should be the issue or publication date"; commercializing prior user is "blind sided" by the patent regardless

of whether commercialization occurs before or after the application date). But see id. at 417 (remarks of Mr.



Budinger) (using publication date as the deadline opens the door to abuse and fraud); cf. id. at 440 (remarks of Mr.
Gholz)(fraud is usually detected).

[FN41]. See id. at 417-18 (remarks of Mr. Budinger)(requiring possession of the invention one year prior to
application date allows inventors to use the full one year grace period without fear that invention will be copied and
commercialized in order to establish a prior user right); see also Hearings on H.R. 2235, supra note 24, at 54
(statement of Gary L. Griswold, President, IPO) (purpose of one year limitation "is to allow patent owners to

experiment with or market their inventions without risk during the patent law's one year grace period").

[FN42]. See Franklin Pierce Law Center's, supra note 13, at 432 (remarks of Mr. Jorda)(requiring possession of the
invention one year prior to application date "guts [the] prior user defense" by excluding many bona fide first
inventors); see also The Omnibus Patent Act of 1997: Hearings on S. 507 and H.R. 400 Before the Senate Comm.
on the Judiciary, 105th Cong. 50 (1997) [hereinafter Hearings on S. 507 and H.R. 400](statement of William P.
Parker, President, Vermont Inventors Association)("The one year prior requirement may be problematic, however. It

is difficult to stay a year ahead in rapidly developing advanced technologies.").

[FN43]. 35 U.S.C. B 154 (Supp. V 1999)(patent grants "right to exclude others from making, using, offering for sale,

or selling the invention throughout the United States").

[FN44]. See Kupferschmid, supra note 15, at 248 ("Any exception [to the right of the patent holder to prevent others
from infringing the invention claimed by that patent], regardless of its basis, diminishes the value of the patent to the

patent holder and undermines the objectives of the patent system.").

[FN45]. See Hearings on H.R. 400, supra note 24, at 232 (statement of Dr. David L. Hill, Chairman, Advisory
Committee, Alliance for American Innovation) (alleging that patent reform efforts, including prior user rights, are
supported by elements of corporate America that seek to "skew[] the Patent System against the independent
inventor"); see also Hearings on S. 2272, supra note 13, at 110 (statement of Arnold L. Newman, President, Synexus

Corp.) (stating that prior user rights would put American universities at a disadvantage).

[FN46]. U.S. Const. art. I, 8 8, cl. 8.

[FN47]. See, e.g., Hearings on S. 507 and H.R. 400, supra note 42, at 20 (statement of Rep. Rohrabacher)(proposed

prior user defense "may also be unconstitutional in not granting 'Exclusive' rights to a patent holder™).

[FN48]. See Hubert, supra note 17, at 202.

[FN49]. See Fauber v. United States, 81 F. Supp. 218, 222, 79 U.S.P.Q. (BNA) 410, 420 (Ct. CI. 1948).



[FN50]. See City of Milwaukee v. Activated Sludge, Inc., 69 F.2d 577, 593, 21 U.S.P.Q. (BNA) 69, 85-86 (7th Cir.
1934).

[FN51]. See Hodosh v. Block Drug Co., 833 F.2d 1575, 1578, 4 U.S.P.Q.2d (BNA) 1935, 1937 (Fed. Cir. 1987).

[FN52]. 35 U.S.C. B 252 (Supp. V 1999).

[FN53]. See Rohrback, supra note 3, at 7-8 (arguing that none of the established exceptions to a patentee's

exclusivity are comparable in scope or effect to prior user rights).

[FN54]. See, e.g., Hearings on H.R. 2235, supra note 24, at 21 (testimony of Karl F. Jorda)("It is not possible and
practicable to obtain patents on all patentable albeit marginal inventions and it would be much too costly.");
Hearings on S. 2272, supra note 13, at 10 (testimony of Bruce A. Lehman)("it is simply not feasible for a company

to patent every invention it may develop").

[FN55]. Generally speaking, trade secret law, which is a matter of state rather than federal law, protects against
wrongful misappropriation of an invention, but does not permit the trade secret holder to exclude use of the
invention by an independent inventor. See Restatement (Third) of Unfair Competition § 40 (1995). In Kewanee Oil
Co. v. Bicron Corp., the Supreme Court held that state trade secret law "does not conflict with the patent policy of
disclosure" and was not preempted by federal patent law. Kewanee Oil Co. v. Bicron Corp., 416 U.S. 470, 489-91,
181 U.S.P.Q. (BNA) 673, 681-82 (1974). The Supreme Court concluded (1) that few holders of patentable
inventions would decline to seek a patent in favor of reliance on trade secret protection, and (2) that choosing trade

secret over patent protection is unlikely to impede scientific or technological progress. Id.

[FN56]. See Ubel, supra note 16, at 441 (noting the high monetary cost of obtaining a patent, particularly where

invention is only a small advance over the prior art).

[FN57]. See, e.g., Griswold et al., supra note 1, at 234 (inventors sometimes have "valid reasons for not filing a

patent application" based on "compelling economic realities").

[FN58]. See, e.g., Hearings on H.R. 2235, supra note 24, at 68 (statement of Robert A. Armitage, President,
AIPLA)(because of high costs and difficulties with enforcement, particularly as to process patents, "it is not feasible
or even possible to patent every invention"); Ubel, supra note 16, at 441 (right to exclude others granted by patent

law "may be hollow in situations where infringement is impossible to detect").

[FN59]. See, e.g., Harriel, supra note 2, at 554-55 ("Preventing prior users from continuing their commercial efforts

... stifle[s] individual motivation and disrupt[s] commercial viability"; those who make "substantial industrious



efforts" should be rewarded.).

[FN60]. See Hearings on S. 2272, supra note 13, at 11-12 (statement of Bruce A. Lehman)("[S]ocietal goal of
realizing the benefits of innovation is best served by policies that provide American companies with maximum
flexibility [.] Prior user rights ... will permit companies to choose with confidence ... the most commercially sound

approach to commercially exploiting the innovation.").

[FN61]. See Hearings on H.R. 400, supra note 24, at 201-202 (statement of Erwin F. Berrier, Jr., President,
IPO)("Manufacturers should not be required to file patent applications on all aspects of their manufacturing
processes to assure future quiet enjoyment of their investment."); Morico, supra note 22, at 578 (money spent
obtaining defensive patents "could be better spent on developing new technologies"). But see Kupferschmid, supra
note 15, at 228 ("[D]iscouraging defensive patenting ... undercut[s] the [public disclosure] objectives of the patent

system.").

[FN62]. See Franklin Pierce Law Center's, supra note 13, at 415 (remarks of Mr. Gholz)("[Clompanies that have
commercialized inventions, that have put real money into either actually commercializing or getting close to that
point ... have contributed [whether or not they are the first inventor][.] [I]t seems reasonable to me that economic

value should be protected.").

[FN63]. See id. at 414-15 (remarks of Mr. Gholz)(priority contests are "very expensive" and "enormously socially

dysfunctional").

[FN64]. See Kupferschmid, supra note 15, at 229 ("[P]rior user rights ... benefit the public by making the invention
available to the public earlier in the inventive process."); Franklin Pierce Law Center's, supra note 13, at 421- 22
(remarks of Mr. Balmer)(patent law's goal of promoting the progress of the useful arts is furthered by prior user
rights which encourage prompt commercialization, to the benefit of society). But see Rohrback, supra note 3, at 22
(small companies are at a distinct disadvantage in the race to commercialize, and individual inventors are "unable to

enter" the race at all).

[FN65]. See, e.g., Hearings on H.R. 2235, supra note 24, at 23 (testimony of Karl F. Jorda)(prior user rights are "the
best and ideal solution and compromise between the clashing public policy considerations and the illogical extremes

now faced by first inventors/trade secret owners and second inventors/patentees").

[FN66]. W.L. Gore & Assoc. v. Garlock, Inc., 721 F.2d 1540, 1550, 220 U.S.P.Q. (BNA) 303, 310 (Fed. Cir.
1983)(public sale of tape manufactured using secret process did not constitute "public use" because the sale did not
inform the public of the process); see also Gillman v. Stern, 114 F.2d 28, 31-32, 46 U.S.P.Q. (BNA) 430, 431-32 (2d
Cir. 1940)(secret use is not prior art under 8 102(a)).



[FN67]. 35 U.S.C. B 102(g) (Supp. V 1999). Section 102(g) governs priority contests between rival patent

applicants, but also serves as a category of patent-invalidating prior art. Id.

[FN68]. Dunlop Holdings Ltd. v. Ram Golf Corp., 524 F.2d 33, 37, 188 U.S.P.Q. (BNA) 481, 484-85 (7th Cir.
1975)(first inventor's non-informing sale of golf balls with a new type of cover material did not constitute
"concealment"); see also Friction Div. Prods., Inc. v. E.I. du Pont de Nemours & Co., 658 F. Supp. 998, 1014, 3
U.S.P.Q.2d (BNA) 1775, 1787 (D. Del. 1987)("[T]he [patented] process itself does not have to be disclosed to the

public in order to avoid a finding of abandonment, suppression or concealment of the invention.").

[FN69]. See Ubel, supra note 16, at 423-24 (noting, and criticizing, the distinction between "secret use" and "non-

informing public use").

[FN70]. See Hubert, supra note 17, at 191 (referring to these alternatives as the "Invalidity" and "Infringement"
Rules).

[FN71]. Ubel, supra note 16, at 407. "[A] prior user right is an alternative to the winner-take-all approach [and] is

the best solution where [both parties] exercised inventive skill and thus, each deserves rights in the invention." Id.

[FN72]. See id.

[FN73]. See id.

[FN74]. See Griswold et al., supra note 1, at 235 ("The United States needs to codify prior user rights to level the
playing field of the patent rights granted by the United States with the patent systems of our trading partners.").

[FN75]. See Morico, supra note 22, at 578-79 ("Because of this inequity, multinational businesses are hesitant

investing in plants and equipment in the United States for inventions that are not appropriate for patenting.").

[FN76]. It is generally agreed that a statutory prior user right is essential in a first-to-file system. See Strobel, supra
note 14, at 208 ("[P]rior user rights are unanimously recognized in principle as just and desirable in a first-to-file
system."); Ubel, supra note 16, at 433-35 (primary advantage of "first-to-file" system is efficiency and
administrative convenience; prior user rights address the equitable shortcomings of this system). But see Rohrback,
supra note 3, at 26 (arguing against prior user rights even if United States adopts a first-to-file approach); see also
Hearings on S. 2272, supra note 13, at 16 (statement of Bruce A. Lehman, Commissioner of Patents and
Trademarks)(noting that the 1991-1992 Advisory Commission on Patent Law Reform spent a significant amount of
time discussing prior user rights as part of moving to a first-to-file system, and that the vote in favor of doing so was

very close, with one member withdrawing from the Commission as a result of the outcome).



[FN77]. See Kupferschmid, supra note 15, at 221 (arguing that the lack of a U.S. prior user right "gives foreign
industry a definite advantage over U.S. industry"); Morico, supra note 22, at 578-79 (noting that where prior user
rights are available in foreign countries, that disparity "hurts U.S. businesses and puts them at a clear competitive

disadvantage with countries that recognize prior user rights").

[FN78]. See Hearings on H.R. 400, supra note 24, at 238 (statement of David L. Hill, Ph.D)(stating that prior user
rights deprive an "inventor who has diligently pursued [a patent] of the right of exclusion which is fundamental to
the intent of the Constitutional empowerment to the Congress on intellectual property"); see also Franklin Pierce
Law Center's, supra note 13, at 412 (remarks of Mr. Witte)("] am opposed to prior user rights on the classic grounds

that it unreasonably erodes the basic exclusionary right of the patent.").

[FN79]. See Rohrback, supra note 3, at 6 (asserting that a prior user who failed to seek patent protection either failed
to investigate the patentability of the invention, received incorrect legal advice regarding patentability, or
deliberately disdained use of the patent system and that, in any of these cases, consequences should fall on the prior

user rather than the patentee).

[FN80]. See Barney, supra note 21, at 267 (noting that the availability of prior user defense makes trade secret
protection "relatively more attractive than patent protection in marginal cases"); Rohrback, supra note 3, at 10
(stating that "encouraging secret uses ... prevent[s] dissemination of technological information"). But see Morico,
supra note 22, at 580 (asserting that "any suppression of inventions ... will be minor and will in no way undermine

the patent system").

[FN81]. See Rohrback, supra note 3, at 12 (noting that federal patent law should be aimed at achieving the
constitutional purpose of promoting the progress of the useful arts, and trade secrets do not serve this purpose). But
see Kupferschmid, supra note 15, at 221 ("strengthening of trade secret protection is a legitimate consequence of

implementing a prior user rights system").

[FN82]. Barney, supra note 21, at 266.

[FN83]. Rohrback, supra note 3, at 23.

[FN84]. Id. at 22.

[FNS85]. See Rohrback, supra note 3, at 9 (noting that a delay in filing increases risk of adverse prior user rights).

[FN86]. See id. at 21 ("Small businesses, universities, research groups and individual inventors are the principal
beneficiaries of the one-year grace period" and thus are more likely to be harmed by prior user rights than large

businesses.). "Diminishing the value of the grace period [is likely to result in] [i]ncreased filing of poorly drafted



patent applications." Id. at 22.

[FN87]. See Prior User Rights, supra note 19, at 130 (remarks of Mr. Balmer)("The real issue is what is the desired
societal benefit and that's one for the economists."); see also id. at 132 (remarks of Mr. Goldstein) ("[T]here's
enough policy all the way around that you can basically justify either side of the prior user rights issue. To me, the

bottom line ought to be U.S. economic policy and the effect a prior user system would have on it.").

[FN88]. See Hearings on H.R. 2235, supra note 24, at 21 (statement of Karl F. Jorda)("It is not true, though often

assumed, that a patentee can enjoin a prior inventor of the same invention who kept it a trade secret.").

[FN&9]. See Karl F. Jorda, The Rights of the First Inventor--Trade Secret User as Against Those of the Second
Inventor-Patentee (Part II), 61 J. PAT. & TRADEMARK OFF. SOC'Y 593, 600 (1979); Franklin Pierce Law
Center's, supra note 13, at 430 (remarks of Mr. Jorda)("Now, the point has been made time and again that if you
don't seek patent protection, a competitor happening on the same development may obtain a patent and exclude you
from using your own innovation. Now, if you believe that, I have a certain bridge to sell you. You would delude
yourself in believing this because there is no case on the law books where it has ever happened that a first
inventor/prior user was enjoined by a later patentee of the same invention."); see also Hearings on H.R. 2235, supra
note 24, at 21 (statement of Karl F. Jorda)("It doesn't happen and it's unlikely to happen because no patentee when

he/she is not a bona fide first inventor is going to put his/her patent on the block.").

[FNO90]. See Hubert, supra note 17, at 213 ("[T]he limited data available relating to operation of the prior user right
in foreign countries suggests the incidence of prior user right problems which would arise in practice in the United
States would be very small."); Kupferschmid, supra note 15, at 223-26 ("[P]rior user right litigation is minimal in
countries presently having the right[.] [I]t is safe to conclude that there should be an extremely small number of
prior user rights cases in the United States."). But see Rohrback, supra note 3, at 27 (noting that experience in other

countries is of minimal value in predicting incidence of prior user rights cases in more litigious United States).

[FN91]. See Kupferschmid, supra note 15, at 236 ("[T]hough there may be certain merits to the arguments made by
prior user rights opponents, most of the potential adverse effects ... will have little or no effect because of the
extreme infrequency in which prior user cases will arise."). But see Rohrback, supra note 3, at 27 (contending that
even absent significant numbers of prior user rights cases, risk that such rights might be asserted would "erode the

potential value of many patents").

[FN92]. See Rohrback, supra note 3, at 3 (noting lack of information concerning negative impacts on patent owners

and inventors from the existence of prior user rights in other countries' patent systems).

[FN93]. See Hearings on S. 2272, supra note 13, at 14 (testimony of Bruce A. Lehman)("[O]ver 44% of all patents



issued in the United States are issued to foreign entities.").

[FN94]. 35 U.S.C. B 273(b)(1) (Supp. V 1999).

[FN95]. 35 U.S.C. B 273(b)(3)(B) (Supp. V 1999).

[FN96]. 35 U.S.C. B 273(b)(1) (Supp. V 1999).

[FN97]. 35 U.S.C. B 273(b)(4) (Supp. V 1999).

[FN98]. 35 U.S.C. B 8 273(a)(3), 273(b)(1), 273(b)(3)(A) (Supp. V 1999).

[FNO99]. See H.R. Rep. No. 106-287, pt. 1, at 44-45 (1999) (noting that the defense "strikes an equitable balance
between ... inventors who have invented and commercialized business methods ... and later ... inventors who have

patented the processes").

[FN100]. 35 U.S.C. 3 273 (b)(1) (Supp. V 1999). "Effective filing date" is defined as the actual filing date, or the
date for which the patent holder claims priority under Sections 119, 120, or 365. 35 U.S.C. 3273 (a)(4) (Supp. V
1999).

[FN101]. 35 U.S.C. 3 273(b)(6) (Supp. V 1999)(Defense may be asserted "only by the person who performed the

acts necessary to establish the defense.").

[FN102]. 35 U.S.C. B 273(a)(1) (Supp. V 1999).

[FN103]. Id.

[FN104]. But cf. id. (noting that for inventions requiring a pre-marketing regulatory review period prior to

commercial marketing or use, such a period is deemed a "commercial use").

[FN105]. 35 U.S.C. B 273(a)(2) (Supp. V 1999).

[FN106]. 35 U.S.C. 8 273(a)(2)(B) (Supp. V 1999).

[FN107]. 35 U.S.C. 8 8 273(b)(1), (5) (Supp. V 1999).

[FN108]. 35 U.S.C. B 102(g) (Supp. V 1999).

[FN109]. This hypothetical case illustrates how the defense weakens the usefulness of the one year grace period by



creating an incentive to file one's application as quickly as possible in order to make it more difficult for any

potential independent inventors to qualify for the defense.

[FN110]. See Hubert, supra note 17, at 219 (House Bill 400, as passed by the House in 1997, provided that effective
and serious preparation for commercialization was sufficient to establish the defense "with respect to subject matter

that cannot be commercialized without a significant investment of time, money, and effort.").

[FN111]. See Hearings on H.R. 1907, supra note 38, at 57 (statement of Michael K. Kirk, Executive Director,
AIPLA)(noting that the "preparation to achieve commercialization" language was dropped "to accommodate the

concerns of opponents").

[FN112]. See id. (stating that "effective and serious preparation" provision "would have avoided the possibility that
a domestic manufacturing firm would spend large sums of money in preparation for commercialization only to be
blocked [by the patentee] before actual commercialization could be achieved"). It should be noted that this comment
was made at a time when the proposed defense would have covered manufacturing processes as well as business

methods. Id.

[FN113]. 35 U.S.C. 3 273(b)(6) (Supp. V 1999)(stating that the defense is transferable only as part of a transfer of

the entire enterprise or line of business to which the defense relates).

[FN114]. 35 U.S.C. 8 273(b)(3)(B) (Supp. V 1999).

[FN115]. 35 U.S.C. 8 273(b)(1) (Supp. V 1999).

[FN116]. 35 U.S.C. 8 273(b)(4) (Supp. V 1999).

[FN117].35 U.S.C. B 273(b)(8) (Supp. V 1999)(stating that if the defendant pleads the First Inventor Defense
without a reasonable basis and is subsequently found to have infringed the patent, the case is to be deemed

exceptional for the purposes of awarding attorney fees under 35 U.S.C. 8 285).

[FN118]. 35 U.S.C. 3 273(b)(1) (Supp. V 1999)(emphasis added). Elsewhere, the defense reiterates that "[a] person
may not assert the defense under this section unless the invention for which the defense is asserted is a method." 35

U.S.C. B 273(b)(3)(A) (Supp. V 1999).

[FN119]. 35 U.S.C. B 273(a)(3) (Supp. V 1999).

[FN120]. See, e.g., James R. Barney, supra note 21, at 262-64 (listing three possible interpretations--(1) "narrow,"

i.e., pure business methods "without a physical or software embodiment," (2) "moderate," i.e., business methods



thought unpatentable prior to State Street, and (3) "broad," i.e., all claims relating in any way to a method of doing

business).

[FN121]. State Street Bank & Trust Co. v. Signature Fin. Group, Inc., 149 F.3d 1368, 47 U.S.P.Q.2d (BNA) 1596
(Fed. Cir. 1998), cert. denied, 525 U.S. 1093 (1999).

[FN122]. For a sampling of the many articles written in the wake of State Street, see, e.g., Rochelle Cooper
Dreyfuss, Are Business Method Patents Bad for Business?, 16 SANTA CLARA COMPUTER & HIGH TECH. L.J.
263 (2000); Chad King, Abort, Retry, Fail: Protection for Software-Related Inventions in the Wake of State Street
Bank & Trust Co. v. Signature Financial Group, Inc., 85 CORNELL L. REV. 1118 (2000); Robert P. Merges, As
Many As Six Impossible Patents Before Breakfast: Property Rights For Business Concepts and Patent System
Reform, 14 BERKELEY TECH. L.J. 577 (1999); Leo J. Raskind, The State Street Bank Decision: The Bad
Business of Unlimited Patent Protection for Methods of Doing Business, 10 FORDHAM INTELL. PROP. MEDIA
& ENT. L.J. 61 (1999); Jacob Razem, Patent Protection for New Ways to Do Business and the Effect on Financial
Institutions, 4 N.C. BANKING INST. 521 (2000); Richard H. Stern, Scope-of-Protection Problems with Patents and
Copyrights on Methods of Doing Business, 10 FORDHAM INTELL. PROP. MEDIA & ENT. L.J. 105 (1999); John
R. Thomas, The Patenting of the Liberal Professions, 40 B.C. L. REV. 1139 (1999).

[FN123]. State Street, 149 F.3d at 1370, 47 U.S.P.Q.2d (BNA) at 1598.

[FN124]. See Stern, supra note 122, at 132 ("claim 1 thoroughly foreclosed compliance with tax law requirements

for avoiding multiple taxation of pooled fund partnerships").

[FN125]. State Street, 149 F.3d at 1370, 47 U.S.P.Q.2d (BNA) at 1598.

[FN126]. State Street Bank & Trust Co. v. Signature Fin. Group, Inc., 927 F. Supp. 502, 517, 38 U.S.P.Q.2d (BNA)
1530, 1543 (D. Mass. 1996). Section 101 allows patents to be issued for "any new and useful process, machine,
manufacture, or composition of matter, or any new and useful improvement thereof." 35 U.S.C. 8 101 (Supp. V

1999).

[FN127]. State Street, 149 F.3d at 1373, 1375-77, 47 U.S.P.Q.2d (BNA) at 1600, 1602-04.

[FN128]. Id. at 1373, 47 U.S.P.Q.2d (BNA) at 1600.

[FN129]. 1d.

[FN130]. Id. at 1373-75, 47 U.S.P.Q.2d (BNA) at 1601-02.



[FN131]. Id. at 1375-77, 47 U.S.P.Q.2d (BNA) at 1602-04.

[FN132]. Id. at 1375, 47 U.S.P.Q.2d (BNA) at 1602.

[FN133]. Id. at 1375, 47 U.S.P.Q.2d (BNA) at 1603.

[FN134]. Id. at 1377, 47 U.S.P.Q.2d (BNA) at 1604.

[FN135]. Rinaldo Del Gallo, III, Are "Methods of Doing Business" Finally Out as a Statutory Rejection? 38 IDEA
403, 435 (1998), cited in State Street, 149 F.3d at 1375 n.11, 47 U.S.P.Q.2d (BNA) at 1603 n.11.

[FN136]. See id. at 437 (citing PTO's Examination Guidelines, 61 Fed. Reg. 7478, 7479 (1996)).

[FN137]. Section 706.03(a) of the MANUAL OF PATENT EXAMINING PROCEDURE included such a reference
as of August 1993, but has not since, at least as of September 1995. See Roberta J. Morris, Business Method Patents:
Good or Bad, Old or New (And Other Miscellaneous Thoughts), 589 PLI/PAT 77, 80 (2000). The patent at issue in
State Street was granted in 1993 on an application filed in 1991. State Street, 149 F.3d at 1370-71, 47 U.S.P.Q.2d
(BNA) at 1598-99.

[FN138]. Thomas, supra note 122, at 1162.

[FN139]. See id. at 1158-59 (noting that the court's characterization of the claimed invention as generating a
tangible result in the form of a "final share price" appears inaccurate based on a reading of the actual claims); id. at
1159-60 (noting that the decision misstates the chronology of the early "mathematical algorithm" decisions and fails
to acknowledge the reasoning of several more recent Federal Circuit decisions); id. at 1160 (arguing that the court
said more than was necessary regarding business method patents, as the patent at issue was not directed to a method,
but to programmed computer hardware); see also Stern, supra note 122, at 123 (noting State Street's "remarkable

treatment of precedent").

[FN140]. See Raskind, supra note 122, at 86-91 (discussing difficulty of perceiving any innovation in the claimed

invention).

[FN141]. See Thomas, supra note 122, at 1160 n.170 (citing AT&T Corp. v. Excel Communications, Inc., 172 F.3d
1352, 50 U.S.P.Q.2d 1447 (Fed. Cir. 1999)).

[FN142]. Id. at 1140.

[FN143]. See generally Carol B. Oberdorfer, Patents: 'Boom' in Business Method Patent Filings Has Followed 'State



Street' Ruling, PTO Says, Pat., Trademark & Copyright L. Daily (BNA) No. 57, at 115 (Dec. 10, 1998).

[FN144]. See Dreyfuss, supra note 122, at 268-72.

[FN145]. See id. at 269 ("[B]ecause business methods have not been patented in the past, there is very little patent-
related prior art .... More important, because knowledge about business methods resides mainly in the practices and
policies of the firms that use them, even common methods may not be documented in the sorts of materials that

examiners can efficiently consult.").

[FN146]. Id. at 268 (citing Priceline.com's patent on Dutch auctions, along with other examples); see also
Amazon.com, Inc. v. Barnesandnoble.com, Inc., 73 F. Supp. 2d 1228, 1249, 53 U.S.P.Q.2d (BNA) 1115, 1131-32
(W.D. Wash. 1999)(granting preliminary injunction in favor of Amazon.com's patent on "one-click" purchasing over
the Internet), vacated by 239 F.3d 1343, 1366, 57 U.S.P.Q.2d (BNA) 1747, 1763 (Fed. Cir. 2001)(finding

substantial questions regarding the validity of Amazon.com's patent).

[FN147]. Stern, supra note 122, at 142.

[FN148]. Cf. Merges, supra note 122, at 590 (noting that "there were numerous complaints in the early years of
biotechnology and software patents that the PTO was allowing too many overly broad patents"); see also U.S.
PATENT & TRADEMARK OFFICE, FORMULATING & COMMUNICATING REJECTIONS UNDER 35
U.S.C. 103 FOR APPLICATIONS DIRECTED TO COMPUTER-IMPLEMENTED BUSINESS METHOD
INVENTIONS (2001), available at http:// www.uspto.gov/web/menu/busmethp/busmeth103rej.htm (last modified
Feb. 7, 2001).

[FN149]. See Dreyfuss, supra note 122, at 275 ("[N]either the free-rider nor the disclosure rationale justifies
business method patents."); Raskind, supra note 122, at 78 ("In the absence of data showing a need to spur
innovation in business methods, it is ... plausible that the spur of competition and the long tradition of competition

by emulation have been sufficient to provide an adequate level of innovation in methods of doing business.").

[FN150]. See Merges, supra note 122, at 588 ("It is virtually impossible to determine--at least at this time--if truly
valid business concept patents are a net drag on the economy, a net plus, or neutral."); Raskind, supra note 122, at 78
("empirical data on the function of business method patents is insubstantial"); Thomas, supra note 122, at 1166
("economic evaluation of this issue can often be reduced to thought experiments" divorced from any empirical

evidence).

[FN151]. Thomas, supra note 122, at 1185.

[FN152]. But see Stern, supra note 122, at 129 ("Seeking congressional intent as to what should be potentially


http://priceline.com/
http://amazon.com/
http://barnesandnoble.com/
http://amazon.com/
http://amazon.com/
http://www.uspto.gov/web/menu/busmethp/busmeth103rej.htm

patentable subject matter, and in particular whether business methods should, is ... useless.").

[FN153]. State Street Bank & Trust Co. v. Signature Fin. Group, Inc., 149 F.3d 1368, 1372-73, 1375-77, 47
U.S.P.Q.2d (BNA) 1596, 1602-04. (Fed. Cir. 1998), cert. denied, 525 U.S. 1093 (1999).

[FN154]. See Thomas, supra note 122, at 1178-84 (suggesting that Congress limit the scope of patent eligibility to
inventions with industrial applicability). But see Dreyfuss, supra note 122, at 277 (questioning whether this
"particular divide would distinguish between fields where patents make sense and fields where they do not"); accord
Stern, supra note 122, at 129 n.102 ("[U]sing industrial arts as a defining category may turn out to be as inconclusive

as using the concept of technological arts.").

[FN155]. See Stern, supra note 122, at 126 (suggesting that congressional action "would seem most improbable").

[FN156]. See H.R. 1332, 107th Cong. (1st Sess. 2001)(the "Business Method Patent Improvement Act of 2001").

[FN157]. Of course, State Street did increase the urgency of those efforts, at least with regard to business method

patents.

[FN158]. See S. 1042, 90th Cong. B 274 (1967).

[FN159]. See ADVISORY COMMISSION ON PATENT LAW REFORM, A REPORT TO THE SECRETARY
OF COMMERCE 43-55 (1992)(recommending switch to first-to-file system with a prior user right); see also Patent
System Harmonization Act of 1992: Joint Hearings on S. 2605 and H.R. 4978 Before the Subcomm. on Patents,
Copyrights, and Trademarks of the Senate Comm. on the Judiciary and the Subcomm. on Intellectual Prop. and

Judicial Admin. of the House Comm. on the Judiciary, 102nd Cong. (1992).

[FN160]. See supra notes 22, 23.

[FN161]. H.R. 400, 105th Cong. 8 1961 (1997); see also Pierre Jean Hubert, The Prior User Right of H.R. 400: A
Careful Balancing of Competing Interests, 14 SANTA CLARA COMPUTER & HIGH TECH. L.J. 189, 217-20
(1998).

[FN162]. See H.R. Rep. No. 106-287, pt. 1 (1999)(reporting favorably on House Bill 1907).

[FN163]. Id. at 31-32 (noting that House Bill 1907 included amendments offered during debate over House Bill 400

on the floor of the House during the previous Congress in response to concerns raised by independent inventors).

[FN164]. 1d. at 7.



[FN165]. Id. "Process" is defined as "process, art or method, [including] a new use of a known process, machine,

manufacture, composition of matter, or material." 35 U.S.C. 3 100(b) (1994 & Supp. V 1999).

[FN166]. See H.R. Rep. No. 106-287, pt. 1, at 7 (1999).

[FN167]. Id. at 45.

[FN168]. See 145 Cong. Rec. H6941-42 (Aug. 3, 1999)(statement of Rep. Coble)(amended bill was the "product of
compromise and negotiation" with opponents of the earlier House Bill 400); 145 Cong. Rec. H6943-44 (Aug. 3,
1999)(statement of Rep. Rohrabacher)(after initially limiting the defense to processes and methods, opponents were

able to further limit it to business methods only).

[FN169]. 145 Cong. Rec. H6931 (Aug. 3, 1999).

[FN170]. H.R. Rep. No. 106-287, pt. 1, at 7 (1999).

[FN171]. 145 Cong. Rec. H6942 (Aug. 3, 1999).

[FN172]. 1d.

[FN173]. 145 Cong. Rec. H6943 (Aug. 3, 1999).

[FN174]. 145 Cong. Rec. H6947 (Aug. 3, 1999)(emphasis added).

[FN175]. 145 Cong. Rec. H6973 (Aug. 4, 1999)(yeas 376, nays 43, not voting 14). Those who voted against the bill
seemed more concerned with the manner which the bill as amended was rushed to a vote than with any specific
provision of the bill. See, e.g., 145 Cong. Rec. H6970 (Aug. 4, 1999) (statement of Rep. Kaptur)("Those who had
concerns about the bill and did not even have a chance to read it were limited to 10 minutes on a bill with
constitutional consequences."); accord 145 Cong. Rec. E1757 (Aug. 5, 1999) (speech of Rep. Mink made on
Tuesday, Aug. 3, 1999)("I find the manner with which this bill was brought to the House floor unacceptable.").

[FN176]. 145 Cong. Rec. E1788 (Aug. 5, 1999)("[C]hanges have been made to the bill which are not reflected in the
committee report that was filed. I therefore intend that this document supplement the report for purposes of detailing

a more accurate legislative history of H.R. 1907.").

[FN177]. 145 Cong. Rec. E1789 (Aug. 5, 1999)(emphasis added). Adding to the confusion, Representative Coble
further stated: "The issue of whether an invention is a method is to be determined based on its underlying nature and

not on the technicality of the form of the claims in the patent." Id.



[FN178]. 145 Cong Rec. S14837 (Nov. 18, 1999); accord 145 Cong. Rec. S14521 (Nov. 10, 1999)(remarks of Sen.
Lieberman)("It is my understanding that any kind of method, regardless of its technological character, would be
included within the scope of this definition, provided it is used in some manner by a company or other entity in the

conduct of its business.").

[FN179]. Barney, supra note 21, at 264.

[FN180]. See supra notes 168-74 and accompanying text. In contrast, statements inserted into the record by

individual legislators after the House vote are less probative of Congressional intent.

[FN181]. See id.; see also 145 Cong. Rec. H6944 (Aug. 3, 1999) (statement of Rep. Rohrabacher)(Defense "is
strictly limited to business methods" and "will not affect the vast majority of independent inventors and small
businesses."); 145 Cong. Rec. H6947 (Aug. 3, 1999)(statement of Rep. Manzullo)(explicitly linking limitation of

defense to methods of doing or conducting business to the State Street case).

[FN182]. See, e.g., Claus D. Melarti, State Street Bank & Trust Co. v. Signature Fin. Group, Inc.: Ought the
Mathematical Algorithm and Business Method Exceptions Return to Business As Usual?, 6 J. INTELL. PROP. L.
359, 365 (1999)("business methods exception had become 'hornbook' law cast in stone"). But see Del Gallo, supra

note 135, at 435 (business method exception, like the "Emperor's clothes, ... is a robe without substance").

[FN183]. State Street Bank & Trust Co. v. Signature Fin. Group, Inc., 149 F.3d 1368, 1375-77, 47 U.S.P.Q.2d
(BNA) 1596, 1603 (Fed. Cir. 1998), cert. denied, 525 U.S. 1093 (1999).

[FN184]. See Barney, supra note 21, at 263.

[FN185]. State Street, 149 F.3d at 1375, 1376 n.13, 47 U.S.P.Q.2d (BNA) at 1602, 1604 n.13; see also Del Gallo,

supra note 135, at 435 (arguing, prior to State Street, that the business method exception "serves no useful analytical

purpose").

[FN186]. State Street, 149 F.3d at 1375 n.10, 47 U.S.P.Q.2d (BNA) at 1604 n.10 (quoting In re Schrader, 22 F.3d
290, 298, 30 U.S.P.Q.2d (BNA) 1455, 1462 (Fed. Cir. 1994)(Newman, J., dissenting)).

[FN187]. See Barney, supra note 21, at 272-73 (asserting that availability of the defense creates a disincentive to

challenge overly broad patents).

[FN188]. See Thomas, supra note 122, at 1162 n.178 ("State Street holds particularly unsettling possibilities for
inventors who maintained their business methods as trade secrets .... Because business method innovators may have

opted for trade secret protection based upon the traditional rule that such methods were unpatentable, a practical



effect of State Street may be to convert the first inventors of business methods into infringers.").

[FN189]. 35 U.S.C. B 273(b)(9) (Supp. V 1999)(emphasis added).

[FN190]. See H.R. Rep. No. 106-287, pt. 1, at 49 (1999)(stating misleadingly that "[t]he bill provides that a party
who uses a ... business method commercially in secrecy before the patent filing date and establishes a 8 273 defense

is not an earlier inventor for purposes of invalidating the patent").

[FN191]. 35 U.S.C. 8 273(b)(3)(C) (Supp. V 1999).

[FN192]. Id.

[FN193]. 35 U.S.C. 3 273(b)(6) (Supp. V 1999)(discussed in the next subsection).

[FN194]. 35 U.S.C. 3 273(b)(2) (Supp. V 1999). As explained in the House Committee Report, "if a purchaser
would have had the right to resell a product if bought from the patent owner, the purchaser has the same right if the
product is purchased from a person entitled to a 3 273 defense." H.R. Rep No. 106-287, pt. 1, at 48 (1999).

[FN195]. 35 U.S.C. 3 273(b)(6) (Supp. V 1999). Transfer to the patent owner, which would effectively relinquish
the defense, is permitted, see id., though the anti-competitive aspects of such a transfer could conceivably raise

antitrust concerns.

[FN196]. See Hearings on S. 2272, supra note 13, at 44 (statement of Robert P. Merges, Law Professor, Boston
University School of Law) ("[T]ransferability [of prior user rights] to third parties would seriously undermine a
patentee's incentives."). But see Rohrback, supra note 3, at 15 (despite limitation on transferability, if holder of prior
user right is the patentee's only competitor or a market-dominating company, the patent is rendered nearly

worthless).

[FN197]. See Ubel, supra note 16, at 439 (asserting that the personal nature of a prior user right "avoids the
unfairness to the patent owner which would occur if the prior user were able to freely license its prior user rights in

competition with the patent rights").

[FN198]. See id.

[FN199]. See id.

[FN200]. 35 U.S.C. 3 273(b)(7) (Supp. V 1999). If the transfer of the business predated the patentee's filing date,

then the defense extends to any sites where the method was put into use prior to the filing date. Id.



[FN201]. But cf. Hearings on H.R. 400, supra note 24, at 171 (testimony of Michael K. Kirk, Executive Director,
AIPLA)("[T]he value of a prior user right defense should not be discounted simply because it will rarely be used.
The availability of a prior user right defense will take the pressure off of U.S. companies to patent marginally

valuable inventions and those which are difficult to enforce.").
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@-Cabinet Beau de Loménie

The “Soleau” envelope system in France

1. What s the “Soleau” envelope ?

It consists in an envelope having two compartments. “Soleau” is the name of the
inventor of such an envelope.

2. Filing and keeping of the envelope

“Soleau” envelopes are purchased from the French Patent Office (INPI=Institut National
de la Propriété Industrielle) at a cost of currently 10€ each.

A copy of a same document is sealed in each compartment of the envelope and the
envelope is filed with the INPI with the indication of the name and address of the
applicant or representative (if any).

Both compartments are dry-stamped (laser stamp) by the INPI. One compartment is
returned to the applicant. The other one is kept by the INPI for a time period of 5 years
which can be renewed once only upon payment of an official fee (currently 10€).

The applicant should keep the returned and stamped compartment sealed.

The envelope should not have a thickness larger than 5mm or contain hard material for

allowing dry stamping (perforation).

3. Function of the envelope

The envelope is used as a means for keeping evidence that its content was known or had
been created by the applicant at the date of stamping, without any disclosure of that
content.

When provision of such evidence is needed, the compartment kept by the INPI is sent
back to the applicant upon request and at his own costs.

If the time period of 5 yeas or 10 years (if renewed) has then lapsed, the compartment
originally returned to the applicant may be used provided it has been kept unopened.

www.bdl-ip.com
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4. Reasons for using the envelope

4.1 Copyright protection

“Soleau” envelopes are mainly used by authors or creators to keep evidence of a date of
creation. Indeed, copyright protection in France is acquired as from the date of creation
without any filing being required.

[t should be noted that copyright protection is also available in France for designs,
including industrial designs but only with respect to any non-technical aspect.

Thus, in case of copyright infringement, the envelope can be used to prove that its
content has been created by the applicant at a given date without the content or the date

being questionable, thus showing the object and date of copyright protection.

4.2 Inventions

“Soleau” envelopes enable inventors or companies to provide evidence that they had
invented or knew what is described in the content of envelopes, at a particular date. This
can be useful in the following circumstances :

a) To assist in claiming rights in case of misappropriation of the invention by a third
party,

b) To benefit from the so-called prior possession rights under Article L.613-7 of the
French Intellectual Property Code (IPC). Indeed, Article L. 613-7 IPC states:

“ Any person who, within the territory in which this Book applies, at the filing date or
priority date of a patent was, in good faith, in possession of the invention which is the
subject matter of the patent shall enjoy a personal right to work that invention despite
the existence of the patent.

The right afforded by this Article may only be transferred together with business, the
enterprise or the part of the enterprise to which it belongs.”

By contrast with many other countries, mere possession or knowledge of an invention is
sufficient in France to be able to work that invention despite a patent covering the same
invention has been later filed by a third party. There are similar provisions in Belgium,
but in other countries in Europe, prior user’s rights only are granted, which means that
the inventions should have been not only known, but also used or that actual and
serious preparations for its use should have started.

5. Limits of the use of “Soleau” envelopes for inventions

a) “Soleau” envelopes do not grant legal protection. This is something frequently

www.bdl-ip.com
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misunderstood by inventors or by small companies in France. A “Soleau” envelope may
assist in claiming prior possession rights which do not grant legal protection but can
only make it possible to escape from patent rights owned by a third party;

b) The scope of “Soleau” envelopes is strictly interpreted. Since prior possession
constitutes an exception to patent rights, the scope of prior possession is strictly limited
to what is actually contained in the envelope. This is also something which is sometimes
misunderstood by applicants who would only include in a “Soleau” envelope a general
and not detailed description of the invention. French Courts have ruled that one cannot
benefit from prior possession for features which were not actually described in the
document contained in the envelope, regardless of the fact that such features might have
been obvious from the content of the envelope.

c) The effect of “Soleau” envelopes is limited to the French territory. This means that
products which may be put lawfully onto the market in France under the exception of
prior possession rights vis-a-vis a French patent will constitute infringements in
countries where they may be exported and where patents parallel to the French patent
are in force and cover the products or their method of manufacture.

In practice, limitation c) is the most significant one for companies whose market is not
limited to France. The “Soleau” envelope system is nevertheless used by some of our
French clients, having international activity, but mainly as an interim measure, until a
patent application is filed, in particular when development of the invention includes
cooperation with third parties, to be then in a better position to claim back ownership of
a patent application filed by a third party in case of misappropriation.

Jean-Jacques JOLY©Cabinet Beau de Loménie / January 2005
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714 F.2d 1144: The D.l. Auld Company,
Appellant, v. Chroma Graphics Corp.,
Appellee

Share |
United States Court of Appeals, Federal Circuit. - 714 F.2d 1144
Aug. 15, 1983

Richard A. Killworth, Dayton, Ohio, argued for appellant. With him on the brief was A. Michael
Knapp, Columbus, Ohio.

Andrew S. Neely, Knoxville, Tenn., argued for appellee. With him on the brief was Edwin M.
Luedeka, Knoxville, Tenn.

Before MARKEY, Chief Judge, DAVIS and BALDWIN, Circuit Judges.

MARKEY, Chief Judge.

1

BACKGROUND

2

On October 15, 1981, the D.L. Auld Company (Auld) sued Chroma Graphics Corp. (Chroma) in
the Eastern District of Tennessee for infringement of Patent No. 4,100,010 (the Waugh patent)
issued on a continuing application filed July 2, 1976 of an original application filed June 12,
1974. The patent claims are drawn to a method of forming foil-backed inserts in the form of cast
decorative emblems."

3

The parties agreed on trial and entry of judgment before and by a magistrate and on direct appeal
from that judgment.

4

Chroma took a discovery deposition of the inventor, Robert E. Waugh, who was also Vice
President for Research and Development of Auld, the assignee of the patent. Submitting portions
of that deposition and documents from Auld's files, Chroma moved for summary judgment on
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the ground that the invention had been "on sale" for more than one year before June 12, 1974. 35
U.S.C. § 102(b).

5

Auld opposed the motion and asked for oral hearing, submitting other portions of Waugh's
discovery deposition, an affidavit amending answers to interrogatories, affidavits of Robert A.
Wanner and David L. Auld, both with attachments, and pages from a Waugh deposition taken in
another case.

6

Chroma replied, submitting further parts of the Waugh discovery deposition.

7

On October 22, 1982, the magistrate entered an order granting the motion, accompanied by a
memorandum opinion.

8

Auld moved to vacate the order because no hearing had been held. The magistrate treated the
motion as one to alter or amend under Fed.R.Civ.P. 59(e) and held a hearing. The magistrate
then entered an order denying Auld's motion, accompanied by a memorandum opinion.

9

ISSUES

10

(1) Whether issues of material fact were present, rendering issuance of summary judgment
improper.

11

(2) Whether absence of an oral hearing before issuance of the original order rendered that order
invalid in this case.

12
OPINION
13

(1) Propriety of Summary Judgment



14

The primary principles governing summary judgment are so well settled as not to require citation
of authority. A summary judgment may not issue when material issues of fact requiring trial to
resolve are present. Evidence and inferences must be viewed and drawn in a light most favorable
to the nonmoving party. The moving party bears the burden of showing absence of a material
fact issue and doubt will be resolved against that party. Summary judgment is an important
means of conserving judicial and other resources. It must, however, be carefully employed in
appropriate cases for an improvident grant may deny a party a chance to prove a worthy case and
an improvident denial may force on a party and the court an unnecessary trial.

15

Concurring as they must in applicability of the foregoing principles, the parties assert
respectively the presence and absence in the record of an issue of fact material to a determination
of whether the claimed invention was on sale before the critical date, June 12, 1973.

16

Though Auld asserts the contrary on appeal, the magistrate fully applied the principles listed
above, saying in his memorandum opinion:

17

The only issue before the Court was whether the defendant was entitled to Summary Judgment
as a matter of law or whether disputed issues of material fact remained requiring that the case
proceed to trial.

18

20

Various indicia of intent to sell preclude any serious possiblity [sic] that these efforts were
merely experimental. First of all, sales representatives, not the Research and Development
people, carried these samples around in their briefcases and showed them to customers. Prices
and delivery times were discussed. Mr. Waugh's deposition makes it abundantly clear that, over a
period of about four years, the D.L. Auld Company attempted to obtain orders for emblems made
according to the patented process. This is precisely the activity that Section 102(b) attempts to
limit to one year.
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23

Even the most indulgent reading of The D.L. Auld Company's business records and the
deposition testimony of its Vice-President for Research and Development Robert E. Waugh
precludes any other finding but that at least some sample products were made in the laboratory
according to the Waugh patent and were offered for sale well outside of the statutorily protected
year.

24

Waugh's invention is a method. The parties cite numerous cases involving "on sale"
considerations in respect of product inventions under 35 U.S.C. § 102(b). The focus of inquiry
here, however, is on the method. If Auld produced an emblem by the method of the invention
and offered that emblem for sale before the critical date, the right to a patent on the method must
be declared forfeited. Metallizing Engineering Co. v. Kenyon Bearing & Auto Parts Co., 153
F.2d 516, 68 USPQ 54 (2nd Cir.1946). The "forfeiture" theory expressed in Metallizing parallels
the statutory scheme of 35 U.S.C. § 102(b), the intent of which is to preclude attempts by the
inventor or his assignee to profit from commercial use of an invention for more than a year
before an application for patent is filed. The record includes testimonial and documentary
evidence establishing that the claimed method was employed in preparing a number of sample
emblems and that Auld attempted to profit from use of that method by offering some of those
samples for sale to a number of potential buyers well before the critical date. Those facts operate
to create a forfeiture of any right to the grant of a valid patent on the method to Auld.

25

Where a method is kept secret, and remains secret after a sale of the product of the method, that
sale will not, of course, bar another inventor from the grant of a patent on that method. The
situation is different where, as here, that sale is made by the applicant for patent or his assignee.
Though the magistrate referred to § 102(b), he did so in recognizing that the "activity" of Auld
here was that which the statute "attempts to limit to one year." In so doing, the magistrate
correctly applied the concept explicated in Metallizing, i.e. that a party's placing of the product of
a method invention on sale more than a year before that party's application filing date must act as
a forfeiture of any right to the grant of a valid patent on the method to that party if circumvention
of the policy animating § 102(b) is to be avoided in respect of patents on method inventions.

26



The involved emblems include a layer of clear plastic having a curved outer surface formed on a
decoration-bearing base. Since 1965, Auld sold that type of emblem to the auto industry. The
early emblems were made by the "Vitrolux" method, in which the base is a shallow cavity
designed to receive a measured amount of liquid plastic, while the base was held horizontal. The
quantity of plastic was greater than that required to fill the cavity, producing a curved upper
surface. The plastic did not overflow the cavity walls because of its surface tension.

27

In about 1968, Waugh began work on a variation of the Vitrolux process. That work resulted in
the Vitrofoil method, the subject of patent 4,100,010. The Vitrofoil method employs a flat sheet
of metal as the base on which a metered amount of liquid plastic is deposited while the base is
held horizontal. The plastic flows to the edge of the sheet without overflowing; its surface
tension causing it to stop at the sheet's edge to form a curved upper surface.

28

Waugh testified in his deposition that as early as 1969, Auld was producing samples in
accordance with the claimed method by hand, and that between 1969 and June 1973, Auld
"showed these samples to people and said we [Auld] could do this, and we [Auld] could not
generate any interest for the product".® Attempts to market those emblems were conducted by an
outside manufacturer's representative and Auld's sales staff. The emblem produced by the
Vitrofoil method initially would not sell and Auld for a period "shelved" the emblem produced
by the Vitrofoil method.

29

Sample emblems were submitted to prospective customers, such as Cadillac, General Motors,
Buick, Ford, Chrysler, and the National Hockey League and the National Football League,
through a company called International Crest. Waugh said that the established sales practice in
the automotive industry was to present samples to prospective customers, that Auld would not
"tool up" without a purchase order, and that the submission of sample emblems produced by the
Vitrofoil method followed Auld's established sales procedure.

30

Waugh testified that sample emblems submitted to prospective customers before the critical date
were made in the laboratory following each of the steps set forth in Claim 1 of the patent in suit.
He further said that the claimed method was not followed on some samples and a "postforming"
operation was required on those particular emblems because they curled.

31

Waugh testified that of the samples submitted before June 1973 by the Auld sales department to
International Crest, to interest them in the product for the National Football and Hockey
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Leagues, some were not made by the claimed method, but that others were. Auld quoted pricing
and delivery dates in writing, for an order of more than 150,000 emblems, to International Crest.

32

Thus the record evidence includes corporate documents and testimony establishing that some
sample emblems were produced by hand, following the steps of the method, and that those hand-
produced emblems were offered for sale before June 12, 1973. Against that evidence, Auld
makes numerous arguments and assertions respecting other samples and other parts of the record,
insisting that there are conflicts in testimony improperly resolved on a motion for summary
judgment. On careful review of each such argument and assertion and after viewing all evidence
and inferences in a light most favorable to Auld, we are convinced that no material conflicts or
credibility questions were or needed to be resolved by the magistrate and that no issue of
material fact requiring a trial to resolve is present on this record.

33

Auld admits that emblems were made between 1969 and 1972 and that at least one was supplied,
with prices quoted, to International Crest in "late 1972--early 1973." It says, however, that those
emblems were made by a "laboratory" method; that a material issue exists on whether the offers
fell within the "experimental" exception to the "on sale" bar of 35 U.S.C. § 102(b); that whether
the offers were for experimental purposes is a matter of Auld's intent and thus ill-suited to
resolution by summary judgment; that the magistrate improperly shifted the burden of proof by
requiring Auld to show that the offer for sale was for experimental purposes; that no sale was
made to International Crest; that some samples were not made by the claimed method; that it was
error to grant summary judgment without receiving the proffered testimony of Auld salesmen;
that the claimed method was for a manufacturing process involving a series of emblems, while in
the "laboratory" method emblems were made one by one and that method was not demonstrated
to be practical or readily reproducible; that affidavits of Waugh, Tanner, and David Auld, filed to
correct and clarify "ambiguities and inconsistencies" in Waugh's deposition, raise a material
issue on whether the claimed method had been reduced to practice before June, 1973; and that
those affidavits show that emblems provided Chrysler were not made by the patented method
because they were not made in a manufacturing process involving a series of emblems, were not
held flat, and had to be postformed.

34

Labeling the method employed in making the sample for International Crest as a "laboratory"
method raises no material fact issue. The method was that of Claim 1 and was successfully
performed to produce an emblem offered for sale, or resale, by International Crest. That is all the
law requires. Corona Cord Tire Co. v. Dovan Chemical Corp., 276 U.S. 358, 48 S.Ct. 380, 72
L.Ed. 610 (1928); Breen v. Miller, 347 F.2d 623, 52 CCPA 1539, 146 USPQ 127 (1965).
Waugh's testimony establishes unequivocally that the "laboratory" method involved each step of
the claimed method, and that each such step was performed in producing some early samples for
International Crest. When carefully read, the "clarifying" affidavits do not contradict those facts.
Portions of those affidavits quoted by Auld relate to different samples, to portions of the patent
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specification (not the claims), to commercial production, and to other customers. Even then, the
only asserted differences between the patented method and the "laboratory" method are the use
of adhesive and holding the foil shapes flat. Waugh's testimony was unequivocal that those very
steps were employed in making some samples by the "laboratory" method, and nothing in the
affidavits contradicts that testimony.

35

Auld's attempt to establish a material issue of fact respecting the "experimental" exception to 35
U.S.C. § 102(b) is misdirected. First, each of Auld's citations to evidence in the record relates to
later experimentation on mass production by machine for commercialization in quantity, not to
any experimentation on the earlier performed method itself. Land v. Regan, 342 F.2d 92, 52
CCPA 1048, 144 USPQ 661 (1965). Second, Auld's reliance on the labeling of the sample
emblems as "lab samples" submitted to customers for "evaluation" is irrelevant. The claim is for
a method, not a product. That the method would produce the product was known. Submission of
the emblems for sale if the customer liked them is not experimentation on the method. See
Kalvar Corp. v. Xidex Corp., 384 F.Supp. 1126, 182 USPQ 532 (N.D.Cal.1973), Affd., 556 F.2d
966, 195 USPQ 146 (9th Cir.1977). In re Theis, 610 F.2d 786, 204 USPQ 188 (Cust. &

Pat. App.1978).

36

Similarly, Auld's reliance on intent of the patent holder must fail. Mr. David Auld said
International Crest was told that the samples were experimental. As above indicated, however,
the question is whether the method had been successfully performed in making the samples, not
whether the samples were themselves "experimental." The record establishes that the claimed
method was successfully performed, albeit by hand, that it produced an emblem, and that the
emblem was offered for sale. The corporate documents of Auld make plain its intent to sell the
emblems produced by the "laboratory" method, which is the same as the claimed method. That
Auld might have to tool up for mass production if a customer gave a large order bears no relation
to whether experimentation was required on the claimed method itself. Moreover, if a mere
allegation of experimental intent were sufficient, there would rarely if ever be room for summary
judgment based on a true "on sale" defense under 35 U.S.C. § 102(b).

37

Nor did the magistrate effectively shift the burden to Auld on the experimentation issue. Once
evidence that an invention was on sale or, as here, that the product of a method invention was on
sale, is presented, countervailing evidence establishing an experimental purpose must necessarily
come from the patentee. To defeat a motion for summary judgment, a patentee need not prove an
experimental purpose, but must submit facts indicating an ability to come forward with evidence
that such proof is possible. See De Long Corp. v. Raymond International, Inc., 622 F.2d 1135,
206 USPQ 97 (3rd Cir.1980). The court in De Long pointed out that "the duty to come forward
with possible contradiction of proof is the essence of Federal Rule of Procedure 56," citing First
National Bank in Billings v. First Bank Stock Corp., 306 F.2d 937 (9th Cir.1962).* Chroma
having established a prima facie case, it fell to Auld to submit evidence, by affidavit or
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otherwise, setting forth specific facts raising a genuine issue for trial. First National Bank of
Arizona v. Cities Service Co., 391 U.S. 253, 88 S.Ct. 1575, 20 L.Ed.2d 569 (1968).

38

Nothing in the submissions of Auld to the magistrate indicated any possibility that the
performance by hand of the method in producing some of the International Crest samples was
itself in any manner experimental. As above indicated, that Auld may have experimented, after
the critical date, with means to achieve tooling for mass production bears no relation to whether
the method of the claim had earlier been used and the product of that earlier use offered for sale.

39

That no sale was actually made to International Crest is irrelevant. An offer to sell is sufficient
under the policy animating the statute, which proscribes not a sale, but a placing "on sale." 35
U.S.C. § 102(b). General Electric Co. v. U.S., 654 F.2d 55, 211 USPQ 867 (Ct.C1.1981).

40

Similarly, submission of evidence that some samples offered for sale were not made by the
claimed method cannot raise a material issue of fact, and thus preclude summary judgment, in
the face of uncontradicted evidence that other samples had been made by the claimed method
and offered for sale before the critical date.

41

The magistrate committed no error in refusing the testimony proffered by Auld. The proffer is
couched in broad terms describing the subject matter and issues about which the unnamed
witnesses would testify. It is devoid of specific facts sufficient to raise a material issue for trial.

42

In a further effort to distinguish what it calls its "laboratory" method from the claimed method,
Auld says the Waugh patent is limited to "a manufacturing process, involving a series of foil
shapes." [Emphasis Auld's ]. Its difficulty here is twofold. First, the claim is for "[a] method of
forming foil backed inserts," supra note 1. It is not for a method of manufacturing or mass
producing inserts, and the word "series" does not make it such. Second, Waugh testified
unequivocally that a series of foil shapes were produced by hand (the "laboratory" method),
following each step of the claimed method. If the "laboratory" method did involve the making of
emblems one-by-one, that fact would merely mean a greater time interval between individual
emblems in a series. There is nothing of record to indicate that the "laboratory" method was itself
impractical or not readily reproducible as a method.

43
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The affidavits filed in an effort to "clarify" Waugh's deposition fail to contradict his crucial
testimony that every step of the claimed method was followed in producing emblems offered to
International Crest. The Wanner and David Auld affidavits assert that the claimed method was
"not reduced to practice" until August, 1973. Not only is that assertion a legal conclusion, it
relates to the manufacturing of an order for Chrysler, and does not contradict Waugh's testimony
establishing reduction to practice of the claimed method to produce the samples offered earlier to
International Crest. Waugh's affidavit, being similarly directed to other samples and to a method
"as performed in May 1973," does not contradict his unequivocal testimony that every step of the
claimed method was successfully performed earlier in producing emblems offered to
International Crest.

44

The effort here to staunch the fatal wound inflicted upon Auld's suit by Waugh's deposition
testimony is not new to the law. In International Harvester Co. v. Deere & Co., 478 F.Supp. 411
(D.I11.1979), vacated on jurisdictional grounds, 623 F.2d 1207 (7th Cir.1980), the court held that
no genuine issue of material fact was created by affidavits contradicting admissions of the patent
owner and inventors. In the present case, Auld's affidavits do not contradict the crucial testimony
of the inventor and are thus even less capable of creating a genuine issue of material fact.

45

Though the parties devote a good deal of their briefs to a dispute over whether a material issue
exists respecting the emblems offered to Chrysler and whether they were made by the claimed
method, we need not decide that question. No material issue of fact exists with respect to the
emblems offered earlier to and through International Crest and their production by the claimed
method.

46

In sum, the magistrate did not err in determining: (1) that no genuine material issue of fact was
present; (2) that the uncontradicted facts of record establish that the claimed method invention
had been commercially exploited more than a year before the crucial date; (3) that no possibility
of proving an experimental purpose was present; and (4) that Patent No. 4,100,010 was,
therefore, invalid within the intent of 35 U.S.C. § 102(b).

47

(2) Necessity For Oral Hearing

48

The magistrate apparently failed to note the last sentence in Auld's brief in opposition to the

motion for summary judgment, in which sentence Auld requested an oral hearing, for the motion
was granted without a hearing. That action, though doubtless inadvertent, was not in accord with
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the letter of Local Rule 12(c) of the District Court which provides for oral hearing on request on
motions determinative of the case on the merits.

49

Auld, on receipt of the magistrate's decision, filed a motion to vacate the judgment and grant a
hearing. The magistrate, saying he did so to preserve Auld's right to appeal, treated the motion as
one filed under Rule 59(e), held a hearing, and denied the motion to vacate his judgment, issuing
with his order a Memorandum.

50

Auld's present argument is that (1) failure of the magistrate to follow Local Rule 12(c) requires
reversal of the judgment and remand for trial of the case on the merits, and (2) the hearing
granted on Auld's motion unfairly required Auld to bear a burden of trying to get the magistrate
to change his mind; whereas, the burden of persuasion in a hearing on the motion for summary
judgment would have rested on Chroma.

51

With respect to argument (1), no basis can be seen for reversal and remand for trial. Whether a
hearing was or was not held before judgment in accord with the letter of Local 12(c) has no
bearing on the merits of the grant of summary judgment on the record. That a pre-judgment
hearing was not held on the motion cannot possibly justify a remand for an unnecessary trial.
The cure for a failure to hold a hearing would normally be a remand with instructions to conduct
that hearing. In the present case, however, it appears that Auld has already obtained a hearing,
albeit in connection with its motion to vacate, and there is no way that a remand could provide
the hearing before judgment on the motion for summary judgment envisaged by the letter of
Local Rule 12(c).

52

Auld makes too much of argument (2), in our view. That argument is premised on the
assumption that the magistrate, having issued judgment on the summary motion, would be
reluctant to change that judgment no matter what was said to him by Auld's counsel at the
hearing on Auld's motion. The magistrate's judgment on the summary motion, however, was
based on the parties' briefs, the deposition testimony, and documentary exhibits of record. Auld's
opportunity to point to specific errors in the magistrate's original opinion is not inconsequential.
There is no basis in the record for assuming that the magistrate was incapable of or resistant to
vacating his judgment after hearing both sides on Auld's motion, and that Auld was therefore
prejudiced. On the contrary, the magistrate's full memorandum issued after the hearing on the
motion makes clear that any such assumption would be unsupportable. In that memorandum, the
magistrate recognized each of Auld's arguments and spelled out wherein the record impelled
adherence to his judgment notwithstanding those arguments.

53



Strict compliance with local procedural rules is, of course, always desirable. When, as here,
noncompliance is inadvertent and all steps open to the decisionmaker in rectification have been
taken, there being no denial of a constitutional right to due process, it would not serve the ends of
justice to assign controlling weight to the grant of a hearing after rather than before initial
judgment. In all events, noncompliance with the letter of Local Rule 12(c) cannot in this case
serve to cause a trial on the merits of the underlying lawsuit, the dismissal of which under Rule
56 of the Federal Rules of Civil Procedure was eminently proper.

54

CONCLUSION

55

The judgment of the District Court, acting through the magistrate, is affirmed in all respects.

56

AFFIRMED.

1

Independent claim 1 reads:

"A method of forming foil-backed inserts in the form of cast decorative emblems, comprising:

a. providing a series of flat decorative foil shapes onto which a clear, hard plastic composition
suitable as a substitute for vitreous enamel is to be cast,

said foil shapes each having a top and bottom surface,

said foil shapes also having sharply defined peripheral sides which intersect with said top
surface, and

having an adhesive coated on said bottom surface,

b. holding said series of foil shapes flat and horizontal on a supported surface free from
surrounding side walls,

c. casting a measured amount of said plastic composition in liquid form, which liquid is poorly
wetting with respect to the top surface of said foil shapes, directly onto the top surface of each of
said foil shapes so that it flows to said sharply defined peripheral sides and forms a positive
meniscus without flowing over said sharply defined peripheral sides,
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d. allowing said cast plastic composition to cure while maintaining said foil shapes flat and
horizontal, whereby said cured plastic composition gives a lens effect to the top surface of said
foil shapes onto which it has been cast, and

e. utilizing said adhesive coated bottom surface of said foil shapes to adhere said inserts onto
their intended base."

Dependent claims 2-10 define specific foil shapes and plastic compositions.
2

They diverge respecting application of the presumption of validity, 35 U.S.C. 282. Auld
mistakenly says it increases the difficulty of showing an absence of factual issues. Chroma
mistakenly says the presumption "has little or no effect" when the challenger presents "on sale"
evidence that was not before the Patent and Trademark Office. The presumption is a procedural
device, not a substantive rule. It assigns the burden, as set forth in the third sentence of § 282:
"The burden of establishing invalidity ... shall rest on the party asserting it." Submission of
evidence by a patent challenger may raise a need for a patentee to go forward with countering
evidence, but the burden-assigning effect of the presumption is never lost. The statute requires
that the burden of persuasion remain with the patent's challenger throughout the case, Solder
Removal Co. v. ITC, 582 F.2d 628, 632, 65 CCPA 120, 199 USPQ 129, 132 (1978), and
normally must be carried by clear and convincing evidence, Astra-Sjuco, A.B. v. ITC, 629 F.2d
682, 67 CCPA 128, 207 USPQ 1 (1980)

3

Waugh carefully reviewed and corrected his deposition, noting 116 corrections. Auld's assertion
of material ambiguities and inconsistencies, in the deposition itself or in comparison with later
filed affidavits, is unsupported in the record

4

In its initial brief, Auld cited part of the De Long opinion. Chroma cited a continuing part in
which the requirement of coming forward was set forth. In its reply brief Auld points out that the
patentee in De Long failed to oppose the motion for summary judgment. Though Auld submitted
affidavits here, the result must be the same as in De Long, for those affidavits fail to present
specific facts indicating that proof was possible of an experimental purpose relating to the
method performed in producing some of the International Crest samples

5
Auld's brief quoted a segment of Waugh's testimony indicating that work had been exploratory

and developmental. Chroma's brief supplied the full context, in which it is clear that Waugh was
speaking of the work of developing machinery for mass production


http://law.justia.com/cases/federal/appellate-courts/F2/714/1144/199824/#fnref2
http://law.justia.com/cases/federal/appellate-courts/F2/582/628/
http://law.justia.com/cases/federal/appellate-courts/F2/629/682/
http://law.justia.com/cases/federal/appellate-courts/F2/629/682/
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7 New Framework for Protection and

Management of Knowledge

Amid the rapid progress in industry and technology in Asian countries such as China, South Korea and
Taiwan, it is time for Japan to drastically reform its conventional industrial structure, which is based on cost
competitiveness through mass production. In order to survive fierce global competition, Japanese companies
need to create techmologies of an extremely high level that ave unrivaled in foreign countries and make
arrangements to prevent foreign companies from easily imitating their technologies.

Under such circumstances, various policy measures have been implemented in the intellectual property
area. For further development of the Japanese industry, companies should make a choice, from a strategic
perspective, between obtaining exclusive rights for their technologies by filing patent applications that are bound
to be published, and applying tight control for their technologies as trade secrets and keeping them confidential.
There is also a need to create an envivonment that enables a flexible response to companies’ intellectual property
strategies. This study is conducted by a committee consisting of experts from academic and industrial circles in
order to discuss a new framework for protection and management of knowledge, focusing on the prior use

system.

I Introduction

Under Section 79 of the Japanese Patent Law,
a person who has commercially exploited an
invention claimed in another person’s application
or carried out preparations therefor prior to the
filing of the application (prior user) shall have a
non-exclusive license based on prior use (prior
user right). In response to warning notices or
infringement actions, the party targeted by the
allegation often defends itself by arguing that it
has commercially exploited the invention or made
preparations therefor prior to the filing of the
application and therefore holds the prior user
right.

Some companies choose to Kkeep their
inventions secret as know-how, rather than
actively filing patent applications, and they
frequently take security measures to prepare
evidence to prove prior use.

The prior use system is criticized as not
being very accessible to users because it is not
easy to prove the existence of prior use and the
contents of the prior user right are unclear. In
particular, many such parties that intend to take
security measures to obtain the prior user right
point out the difficulty and heavy burden in
preparing evidence to prove prior use.

Additionally, in accordance with the first-
to-file principle under which the person who has
filed the first patent application shall be entitled
to have an exclusive right, it is necessary to
consider how to design a system to create a
balance between the person who has created an

invention first of all but not yet filed a patent
application and the person who has filed a patent
application and obtained a patent right with
respect to that invention.

From this basic viewpoint, we discussed a
new framework for the protection and
management of knowledge.

I Prior Use System in Japan

The prior user right guaranteed under
Section 79 of the Patent Law is a non-exclusive
license given as an exceptional relief under
certain conditions to the person who has
commercially exploited another person’s patented
invention or made preparations therefor prior to
the filing of the patent application (“prior user”),
so as to enable the prior user to continue the
commercial exploitation. The prior user right is
effective only as a defense against a patent right
that subsequently comes into existence, and it
does not give any title or status to the prior user
beforehand.

The prior use system was first adopted
under the 1909 Patent Law. The 1921 Patent Law
adopted this system from the former law and
provided for it in Section 37. This provision is
construed to clearly state that the prior user right
is a statutory license that is granted to correct
the defect in the patent system under the
first-to-file principle whereby a patent right shall
be granted to the first applicant. Under the 1959
Patent Law, the provision on the prior user right
was moved to Section 79 and revised to make the
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following changes: “bona fide” changed to
“without knowledge of the contents of an
invention claimed in a patent application, has
made the invention by himself or has learnt the
invention from another person who has made the
invention”; “business to exploit the invention”
changed to “business in which the invention is
exploited”; “equipment” changed to “preparation.”
Subsequent revisions have not changed the
meaning of the prior user’s right at all.

The commonly accepted meaning of the prior
user right is based on the “equity theory”
adopted by the Supreme Court in the Walking
Beam-Type Heating Furnace Case (judgment of
the Supreme Court of October 3, 1986).

Unlike a non-exclusive license granted under
an agreement, the prior user right is effective
against a third party even if it i1s not registered,
but it may also be secured by registration. It may
be transferred together with the business in
which the invention is exploited or in the case of
inheritance or other general succession.

I Actual Status and Problems of
Protection and Management of
Knowledge at Companies

The following opinions were presented in
regard to the actual status of protection and
management of knowledge such as know-how.

(1) From the viewpoint of electric machinery

manufacturers

Measures that they implement to protect
their technologies can be divided into “legal
protection” and  “self-reliant  protection”
measures. Legal protection includes protection
based on patent applications or copyrights, as
well as protection based on the prior user right or
under the Unfair Competition Prevention Law or
protection as trade secrets. On the other hand,
self-reliant protection means protection by
measures other than legal ones, such as
protection steps for corporate secrets.

(2) From the viewpoint of electronic parts
manufacturers

The outflow of confidential know-how
through the publication of patent applications has
become an urgent issue. An effective measure to
cope with this issue is to separate the inventions
for which patent applications should be filed to
obtain rights from the know-how that should be
used as secret technology, thereby protecting and
managing inventions as intellectual property

appropriately. However, under the existing
system, there is no option but to “file applications
or disclose technology” in order to protect
inventions that have yet to reach the stage of
commercial exploitation from the “risk of being
claimed in competitors’ later applications.”

(3) From the viewpoint of pharmaceutical

manufacturers

According to the actual status of protection
and management of knowledge based on the prior
user right in the pharmaceutical industry,
pharmaceutical manufacturers do not select the
option to keep candidate drugs themselves secret
for the purpose of claiming prior use against a
patent obtained by a third party. They also hardly
choose this option as a means to protect the
technology for manufacturing drugs. However,
they claim prior use in rare cases where they
receive warning notices from competitors that
exercise patent rights for raw materials and
preparations of drugs.

The following opinions were presented in
regard to problems with the existing prior use
system.

(1) From the viewpoint of electric machinery

manufacturers

A problem with the existing prior use system
is uncertainty of the scope of permissible changes
in modes of operation of inventions. Another
problem relates to who may claim prior use as a
means to strengthen business groups and proceed
with corporate transformation through M&A. The
Supreme Court allows a party other than the prior
user to claim prior use if it exploits the invention
“as an organ of the prior user.” However, whether
this can be applied to the prior user’s subsidiaries
or affiliated companies is an important issue.

(2) From the viewpoint of electronic parts

manufacturers

There are three major problems with the
existing prior use system: (i) the prior user right
cannot be exercised where the invention has not
yet been exploited or preparations therefor have
not yet been made; (ii) even where the person
has exploited the invention before a third party
files a patent application with respect to the
invention, the person is required to prove that the
invention is being exploited at the time of the
filing of the third party’s application; (iii)
international harmonization of rules has not yet
been achieved with respect to prior use.
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(3) From the viewpoint of pharmaceutical
manufacturers
Pharmaceutical manufactures are unlikely to
claim prior use, and therefore there is no
particular problem with the existing prior use
system and the use of public notaries in this
industry.

The following opinions were presented in
regard to the clarification of details of the existing
prior use system and the relaxation of
requirements for claiming prior use.
(1) From the viewpoint of electric

machinery manufacturers

For the purpose of making the prior use
system more accessible so as to facilitate
business activities, it is necessary to clarify and
raise awareness of the current status regarding
the modes of operation and the parties who may
claim prior use. If the need to review the system
arises from the perspective of strengthening
industrial competitiveness, appropriate measures
should be immediately considered and
implemented. The requirements for claiming
prior use should not be relaxed to the level where
mere ideas can also be protected, which would
lead to the first-to-invent principle.

(2) From the viewpoint of electronic parts

manufacturers

The requirements for claiming prior use
should be relaxed so that the exploitation of an
invention at the stage of development or
experimentation will also be regarded as
exploitation based on the prior user right (on the
condition that the invention 1is completely
created). It is impossible to defend know-how,
which has been obtained as a result of R&D, until
it is actually employed in the mass-production
process. To avoid such risk, there is currently no
option but to disclose the technology or file
defensive applications.

(3) From the viewpoint of pharmaceutical

manufacturers

The details of the prior use system should be
clarified in order to increase accessibility to
public notaries for the purpose of proving prior
use. The requirements for claiming prior use
should not be relaxed, or in other words, a new
system to grant a license to a prior inventor
should not be introduced, because such a system
would lead to the tendency to register any
inventions only for the strategic purpose of

securing prior inventor’s licenses. In that case,
patent applicants who have made Ilarge
investments at high risk would be easily
surpassed by competitors with prior inventor’s
licenses, and unable to enjoy a monopoly under
their patents.

IV Results of the Questionnaire
Survey

(1) More than 80% of the respondent companies
have received warning notices or sales pitches
relating to intellectual property, and one-third of
such companies claimed prior use upon receiving
warning notices or sales pitches. Thus, the prior
use system is used relatively often. The number
of companies that have claimed prior use in
litigation is smaller, suggesting that in most cases,
disputes are settled through compromises or
licensing before they are brought to court.

(2) A relatively large number of companies faced
difficulty only when claiming prior use, and about
20 companies did not find any difficulty with the
prior use system because they had secured
enough evidence and due to the existence of
industry rules. On the other hand, those that
faced difficulty pointed out the burden imposed by
the need to collect evidence of exploitation or
preparations therefor when claiming prior use,
and the uncertain scope of the invention or of the
objective of commercial exploitation when
responding to the claim of prior use.

(3) Various measures are being taken to prove
prior use. They differ significantly, and it is
difficult to find the most appropriate measures
among them. Many companies have found
difficulty in proving prior use, mainly because of
the difficulty in establishing the date of evidence,
the non-existence of evidence, and the unclear
scope of evidence that should be retained. On the
other hand, a relatively large number of
companies retained evidence to prove prior use in
advance, by taking a variety of measures.

(4) About two-thirds have used a third party
agency for preparing evidence to prove prior use,
mostly for the purpose of providing proof for the
exploitation of the invention at the time the
patent application is filed as well as the technical
contents of the invention. A popular third party
agency employed is public notaries, which are
frequently used to obtain a date of notary effect
and less frequently used to obtain notarial deeds
of fact observation.

(5) Only a very limited number of companies or
about 2% filed patent applications with respect to
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know-how, which they had actually sought to keep
secret, for the purpose of preventing a third party
from obtaining patent rights.

(6) Although a large number of companies
agreed to the view that a new prior use system
should be implemented by a public agency or the
JPO should take charge of implementing such a
new system, subsequent interviews with such
companies suggest that most of them have not
considered this issue in detail but simply believe
that such a new system would be helpful.

(7) Based on their requests regarding the prior
use system as a whole, they hope that the parties
who may claim prior use will be clarified; however,
most of them consider that a balance between the
prior user and the patent holder should be
maintained.

V Court Precedents on Prior User
Rights in Japan

1 Supreme Court Judgments on Prior User
Rights

Important rulings by the Supreme Court on
prior user rights are the Walking Beam-Type
Heating Furnace Case (judgment of October 3,
1986) and the Globe-Shaped Transistor Ratio
Design Case. In the former case, the Supreme
Court pointed out the requirements for claiming
prior use, namely, “completion of the invention,”
“preparations for commercial exploitation,” and
“change or scope of the modes of exploitation.” In
the latter case, the court determined the scope of
parties who may claim prior use.

2 Study of Court Precedents on Prior User
Rights: Focusing on the Scope of Effects
of Prior User Rights

(1) Time of the filing of a patent application

If the patent application has priority under
the Paris Convention, the date when the first
application is filed in another country of the
Union, or in other words, the date when priority
is claimed, should be the reference date. In the
case of division of an application, the date of filing
of the original application should be the reference
date.

(2) Preparations for exploitation

The prior user right shall necessarily be
denied if the products relating to the prior use
claim that are manufactured or sold before the
date of filing of the patent application cannot be

recognized as products in which the patented
invention is exploited.

Regarding exploitation, a problem arises as
to the extent of preparations that would be
regarded as “preparations for commercial
exploitation” under Section 79. Based on the
general trend in court precedents, preparations
for commercial exploitation are likely to be
recognized where at least trial models have been
created or specific investment has been made for
the invention.

(3) Scope of the invention and commercial

exploitation thereof

Where the prior user continues to employ
the mode of operation that has been employed at
the time of the filing of the patent application,
such an act should never constitute patent
infringement. The question is whether an
allegation of patent infringement can be avoided
by claiming prior use even where the prior user
has changed the mode of operation. The Supreme
Court indicated a specific criterion for this issue:
where the invention utilized in a product for
which commercial exploitation (or preparations
therefor) has been underway at the time of the
filing of the patent application (Invention A) is
identical to the patented invention (Invention P),
the effect of the prior user right shall extend to
the whole scope of the patented invention,
whereas in the case where Invention A is
identical to only a portion of Invention P, the
effect of the prior user’s right shall extend only to
that portion.

(4) Scope of parties who may claim prior use

Since the prior user right under Section 79
is provided for as a non-exclusive license, in
light of the language of the provision, it may be
transferred only together with the business in
which the invention is exploited or with the
consent of the patent holder, or in the case of
inheritance or other general succession (Section
94(1)).

It should be noted that parties other than the
prior user may claim prior use without obtaining
the prior user right. More specifically, (i) parties
engaged in manufacturing as subcontractors of
the prior user engaged in the manufacture and
sale of the invention, or (ii) parties engaged in
operating the invention by purchasing products in
which the invention is exploited from the prior
user engaged in the manufacture and sale of the
invention, may claim prior use.
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3  Study of Court Precedents on Prior User
Rights: Focusing on Means to Provide
Proof of Prior Use

(1) Since there are only two cases in which the
substantially probative value of the principal
evidence of the existence of prior use has been
directly challenged, it is difficult to study the
necessary means to provide proof of prior use in
detail based only on the available court
precedents.

(2) In the case of a product invention, documents
exchanged with or disclosed to a third party, such
as design drawings, written contracts, receipts
and research reports, are admitted as evidential
materials relatively broadly and recognized as
having substantial probative value. Tangible
materials other than such documents are also
regarded as having probative value as to the date
of manufacture if they are handled under a certain
kind of management system.

On the other hand, whether internal
documents have substantially probative value is
uncertain because there is no past precedent
where they were admitted or denied as direct
evidence.

In addition to evidential materials mentioned

above, individuals inside or outside the company
may be often admitted as personal witnesses but
the content of their testimony has not been
disclosed in court precedents available so far.
(3) In the <case of an invention of the
manufacturing process for a product, sample
products manufactured using the process and
drawings used for the manufacture were
recognized as having substantial probative value.
(4) In the case of a simple process invention,
there is no court precedent addressing the prior
user right.

4 Analysis of Cases Involving Prior User
Rights

With the objective to understand to what
extent prior use has been claimed in litigation and
what judgments have been made regarding prior
user rights, we extracted cases involving prior
user rights and conducted a statistical analysis on
such cases.

Based on the statistical analysis, both the
number of infringement cases and the number of
cases in which prior use is claimed as a defense
have been increasing. Comparing the number of
cases where the prior user right was recognized
with the number of cases where prior use was

disputed, the prior user right was recognized in
48 of the 92 cases in the period following the
Globe-Shaped Transistor Ratio Design Case,
whereas it was recognized in 41 of the 68 cases in
the period following the Walking Beam-Type
Heating Furnace Case, indicating that the rate of
cases where the prior user right is recognized has
been increasing. This upward trend may be
because in accordance with the reasoning given
by the Supreme Court in the Walking Beam-Type
Heating Furnace Case, prior use can be claimed
as an appropriate defense and reasonable
judgments are also made by the courts.

VI Prior Use System
Countries

in Foreign

We conducted research on prior use systems
in foreign countries. The major research results
are as follows.

1 United Kingdom

The prior user right is stipulated in Section
64 of the Patents Act. In order for a prior user
right to exist, the person who claims prior use is
required to exploit the invention or make
preparations therefor prior to the priority date of
the invention. The prior user may expand the
business based on the prior user right and may
change the mode of operation if such a change
does not affect the essence of the invention. The
prior user may assign or transmit his right on
death (or in the case of a body corporate, on its
dissolution) to any person who acquires that part
of the business. Prior use may also be claimed by
“any partner of the prior user for the time being
in that business.”

2 Germany

The prior user right is stipulated in Section
12 of the Patent Law. In order for a prior user
right to exist, the person who claims prior use is
required to be in the course of exploiting the
invention or making preparations therefor upon
the filing of a patent application. The prior user
may expand the business based on the prior user
right. Regarding whether the mode of operation
may be changed, the dominant opinion considers
such change permissible. The prior user right
“can only be inherited or transferred together
with the business”. The prior user may
“authorize another party’s plant or workshop to
use the invention.”
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3 China

The prior user right is stipulated in Article
63 of the Patent Law. In order for a prior user
right to exist, the person who claims prior use is
required to make the identical product or use the
identical process or make preparations therefor
prior to the filing date of a patent application. The
prior user is not allowed to expand the business
or change the mode of operation based on the
prior user right. The prior user right can only be
transferred together with the part of the company
that owns the prior user right. What party other
than the prior user may claim prior use is not
clear due to a lack of court precedents.

4 South Korea

The prior user right is stipulated in Article
103 of the Patent Law. In order for a prior user
right to exist, the person who claims prior use is
required to be in the course of exploiting the
invention or making preparations therefor upon
the filing of a patent application. The prior user
may expand the business based on the prior user
right, and may change the mode of operation to
the extent that those skilled in the art are
expected to employ the changed mode. The prior
user right can be transferred together with the
business, in the case of inheritance or other
general succession, or with consent of the patent
holder. Prior use may be claimed by a party that
serves as an organ of the prior user.

5 Taiwan

The prior user right is stipulated in Article
57 of the Patent Law. In order for a prior user
right to exist, the person who claims prior use is
required to exploit the invention or make
preparations therefor prior to the filing date of a
patent application. The prior user is not allowed
to expand the business based on the prior user
right, but is allowed to change the mode of
operation to the extent that the invention has
been exploited. The prior user right can be
transferred together with the business. What
party other than the prior user may claim prior
use is not clear due to a lack of court precedents.

6 France
The prior user right is stipulated in Article

613-7 of the Intellectual Property Law. In order
for a prior user right to exist, the person who

claims prior use is not required to exploit the
invention or make preparations but required to
possess the invention upon the filing date or
priority date of a patent application. The prior
user right can be transferred “together with the
business, the enterprise or the part of the
enterprise to which it belongs.” Prior use may be
claimed by companies of a business group that
owns the prior user right.

7 Belgium

The prior user right is stipulated in Article
30 of the Patent Act. In order for a prior user
right to exist, the person who claims prior use is
not required to exploit the invention or make
preparations but required to use or possess the
invention prior to the filing date or priority date
of a patent application. The prior user right can
be transferred “only together with the business.”
Prior use may be claimed by companies of a
business group that owns the prior user right.

8 United States

The prior user right is stipulated in Section
273 of the Patent Act. . In order for a prior user
right to exist, the person who claims prior use is
required to exploit the invention before the
effective filing date of a patent application. The
prior user may expand the business based on the
prior user right, and may also change the mode of
operation within the scope of the subject matter
of the invention. Transfer of the prior user right is
allowed in cases where it is transferred to the
patent holder, it is transferred to the prior user’s
subsidiaries bona fide, or it is transferred
together with the business as a whole. What party
other than the prior user may claim prior use is
not clear due to a lack of court precedents.

VI Use of Notarial Methods as a
Means to Prove Prior Use

Major notarial methods available as a means
to prove prior use include obtaining a date of
notary effect, authentication for private or sworn
documents and notarial deeds of fact observation.
A date of notary effect can be obtained by
applying a seal to photos, operation manuals and
products, as well as to CD-ROMs that record
software applications. It should be noted that a
date of notary effect only proves that the subject
existed on that date, irrespective of the contents
of the subject. Regarding authentication of

@55 @

IIP Bulletin 2006



documents, companies should have relevant
documents authenticated before storing them,
including operation reports, research reports, and
technical experiment reports prepared at the
stage of technology development, and establish a
system for securing objective and reliable
evidence for future needs. Notarial deeds of fact
observation can be prepared by: (i) stating the
fact that the product was purchased on the
market; (i1) observing the invention exploitation
and recording the production process and
technical details; (iii) recording (on video) the
presentation of the invention.

Regarding the actual use of notarial methods
as means to prove prior use and problems with
such systems that should be resolved in the future,
notary services have been recognized as an
effective means to deal with the challenges posed
by intellectual property and are used more
frequently than before. However, they have not yet
become very popular because many public notaries
are not so familiar with the intellectual property
field. Although the Japan Notary Association has
been making efforts to raise awareness among
companies and promote their use of notarial
methods for dealing with intellectual property
matters, companies have not yet fully grasped the
significance or importance of such methods. It is
hoped that various measures will be taken in the
future to improve their understanding and promote
the active use of notarial methods, including
development of guidelines (collections of
examples). At present, public notaries are
authorized to observe facts at the notary public’s
office or the Legal Affairs Bureau or District Legal
Affairs Bureau to which they belong. Considering
that public notaries who are well versed in
intellectual property matters are not available in
some prefectures, such jurisdiction-related
limitations create a disincentive for companies to
actively use notarial methods.

VI Future Framework of the Prior
Use System

1 Clarification of the System

(1) Statement of the issue

Most users positively evaluate the existing
prior use system to a certain extent with respect
to the balance between the patent holder and the
prior user and the scope of effect of prior user
rights. However, at the same time the system is
criticized for 1its uncertainties arising from
interpretation of the provisions of Section 79 on

the following points:
(a) To what extent the prior user is allowed to
change the mode of operation, e.g. introducing
a new model;
(b) Who may claim prior use in cases where
the prior user authorizes its subsidiaries or
affiliated companies to operate the business in
line with business expansion plans;
(c) How to interpret the requirement of “at the
time of the filing” when preparing evidence of
the operation of the business (if this
requirement is strictly interpreted, it would be
extremely difficult to prove prior use);
(d) To what extent preparations for the
operation of the business are required to be
made in order to prove prior use.

(2) Past court rulings and interpretations

While uncertainty of the prior use system is
pointed out in terms of how to interpret the
provisions of Section 79 as mentioned above,
court rulings and the prevailing mindset in
related fields have clarified the details of the
system.

(3) Major discussion on how to clarify the

system

Negative views were dominant regarding the
idea of changing the balance between the patent
holder and the prior user by revising the
requirements for prior use. The majority of
participants were positive about the idea of
clarifying the prior use system so as to make the
existing system more accessible and more
reliable for companies.

(4) Future discussion

It would be most appropriate to analyze court
decisions and academic theories on the points for
which the provisions of Section 79 are criticized
as being uncertain, and develop guidelines
(collections of examples) with cooperation from
the legal and industrial circles, with the aim to
clarify the prior use system. It is also important
to thoroughly publicize such guidelines
(collections of examples) while paying attention
to issues and court decisions that may arise in the
future, so as to promote effective use of the prior
use system.

2 Reduction of difficulty in proving prior
use

(1) Statement of the issue
The difficulty and burden imposed by the
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requirement to prove prior use are pointed out
because of the fact that what kind of evidence
should be retained to provide proof of the
“operation of the business” or “preparations for
the business” and to what extent and how such
evidence should be retained are uncertain.
Although notarial methods are used in some
cases as active measures to prepare evidence to
prove prior use beforehand, public notaries are
required to be able to grasp the technical matters
in such cases.

(2) Major discussion on how to reduce the
difficulty in providing proof of prior use
The majority argued that guidelines

(collections of examples) should be developed to

provide examples of the use of notarial methods.

While there were calls for a new notification

system, concerns were also presented about this

idea, such as a possible increase in administrative
costs and workload and abuse of the system
through registration without restriction.

(3) Future discussion

In order to make the prior use system more
accessible, it would be appropriate to develop
guidelines (collections of examples) that provide
examples of means to provide proof of prior use,
including the use of notarial methods, while
referring to the means of proof that are
recognized in court decisions or academic
theories or those actually employed by companies,
and clarify what kind of proof should be retained
as evidence to prove prior use and to what extent
and how such evidence should be retained.

3 Harmonization of prior use systems

(1) Statement of the issue

Along with the globalization of economic
activity, Japanese companies are establishing
plants and facilities overseas. However, they face
difficulty in launching stable business operations
overseas because each country has a different
prior use system.

(2) Future discussion

From the perspective of encouraging
Japanese companies to use prior use systems in
foreign countries, it is important to harmonize
these systems in terms of the scope of
permissible changes to the mode of operation and
the scope of parties who may claim prior use.
Therefore, it is necessary to approach foreign
countries through various channels in order to

bring about rule harmonization.
4 Others

From the perspective of reducing difficulty in
keeping know-how secret, opinions have been
aired that a new system should be established to
grant a statutory non-exclusive license to the
person who “possesses the invention”. However,
strong opposition has been raised to this idea
among users because such a system would
change the balance between the patent holder and
the prior user, and it would be an unusual system
based on worldwide comparisons and run
contrary to the international harmonization of
systems.

There are also concerns that publication of
patent applications causes unintentional outflow
of technologies. This is not an issue of system
design but relates to each company’s strategy for
filing applications.

IX Conclusion

The prior user right guaranteed under
Section 79 of the Patent Law is a non-exclusive
license given as an exceptional measure of relief
under certain conditions to the person who has
commercially exploited another person’s patented
invention or made preparations therefor prior to
the filing of the patent application (“prior user”),
so as to enable the prior user to continue the
exploitation of the patented invention. If the prior
user right were regarded as giving any title or
status to the prior user beforehand, this would
change the existing balance between the patent
holder and the prior user significantly. The idea of
granting a license to a prior inventor would cause
a greater change to such a balance.

The existing patent system is based on the
principle that a person who discloses an invention
shall be entitled to have an exclusive right to the
invention. Making changes to the prior use
system as mentioned above would mean changing
the core of the patent system. It is difficult to say
that a consensus has been established for making
such fundamental changes that would weaken the
patent holder’s right or for officially starting
discussion in that direction. It has been reported
that the United States has introduced the
publication system and is likely to shift from the
first-to-invent principle to the first-to-file
principle. A system to grant a license to a prior
inventor would be an extremely peculiar system
based on worldwide comparisons.
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Rather, what we should do now is to identify
problems with the existing prior use system from
a practical perspective and clarify to the greatest
possible extent the details and features of the
system that should be noted when using it. In this
context, we have concluded that it would be
desirable to develop guidelines and improve
understanding on prior use. Academic societies
are expected to deepen discussion on a future
framework for the prior use system. Attention
should also be paid to court decisions on this
issue.

Japanese companies need to give sufficient
consideration to whether they select to file patent
applications with respect to technologies that
they have developed while disclosing such
technologies to the public, or keep these
technologies as secret know-how, and manage
filing procedures appropriately.

(Researcher: Hiroo MAEDA)
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TUE FIRE-EXTINGUISHER CASE.

GRAHAM, Adm'r, etc., and another v. JOHNI:ITON and another.
(Circuit Court, D. Maryland.

July 26, 1884.)

PATENTS FOR INVENTIONs-GRAHAM FIRE-EXTINGUISHER-SPECIAIL, ACT OF
CONGUESS OF JUIIE 14, 1878, GRANTING PATENT TO HEIRS-CONSTITUTIONALITY -
t:FFECT OF-PATL;N'l' SUSTAINED.

The act of congress approved June 14, 1878, relieVing the heirs of William A. Graham from all
disaLlilities preventing them from renewing or reviving an application filed by Graham in 1837
for a patent for a novel method of extinguishing fires, held to be a constitutional exercise of the
power of congress; and held, that the patent No. 205,942, granted July 9,1878, to Graham's
administrator, was properly issued in pursuance of the authority given by that act of congress.
Held, that the intention of congress was to allow the original application of Graham to be
revived, and that this intention is sufficiently expressed in the act, and that the novelty of the
invention for which the patent was grauted is til be tested as of the date of original application
filed in 1837. Held that, at the date of his application, Graham was the first discoverer that
carbonic acid gas and water, when condensed in a sufficiently strong vessel, would propel itself
by its own elasticity in a sufficient stream to a sufficient distance to be a useful agent for
extinguishing fires, and that he described Doth a portable and a fixed apparatus by which his
method could he applied with beneficial results. Held, that the claim in the patent granted to his
administrator for this method or process of extinguishing fires is valid. Held, that the defenses set
up against the patent-that it was granted for several distinct inventions, that the specifications are
deeeptive and misleading, and that it covers a different claim from that set forth in the
application-are not valid objections.

InEquity. Rufus W. Applegarth and L. L. Bond, for complainant. 1. F. Williams, Abraham
Sharp, and R. K. Evens, for respondents. MORRIS, J. This is a suit in equity for alleged
infringement of patent No. 205,942, granted July 9, 1878, to Archibald Graham, administrator of
William A. Graham, deceased, for a new method and an improved apparatus for extinguishing
fires. The claims' are as follows:

"] do not claim to have discovered a new element in nature, nor do I claim to have discovered the
abstract principle that carbonic acid gas will not keep up combustion. What I claim as new, and
desire to secure by letters patent, is (1) the method or process of extingnishing fires by means of
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a properly directed stream of ming-led carbonic acid gas and water projected by the pressure or
expansive force of the mingled mass from which the stream is derived; (2) the combination of a
strong vessel for containing the mixture of carbonic acid gas and water under pressure, with a
stop-cock, flexible hosetube, and a nozzle, substantially as and for the purpose specified; (3) the
combination of fixed pipes or tubes, arranged by or through a building, with a stationary or fixed
fountain or tank, for forcing mingled carbonic acid gas and water, by its own elasticity, through
such pipes, substantially as specified; (4) an improved method of extingUishing fires, consisting-
First, in condensing carbonic aeid gas by artificial pressure or in generation; second, controlling
it by a suitable vessel; and, finally, in directing its flow to the desired place, substantially as
specified."

The original application of William A. Graham, of Lexington, Virginia, was filed in the patent-
office, November 23, 1837, over 40 years

THE FIRE-EXTINGUISHER CASE. prior to the grant of the patent. In his applicati@n tions,
Graham claimed that he had discovered that carbonic acid gas compressed in water in the
proportion of ten or more volumes of gas to one of water, in portable fountains or fixed
reservoirs; could be usefully applied to extinguishing fires, and that he had devised suitable
apparatus by which a stream of gaseous water, by the elastic force of the gas, would be projected
a distance of 40 feet, so as to quickly, cheaply, and effectually subdue the fire. He fully described
what he claimed as his invention, and accompanied his specifications with diagrams and
descriptions of his apparatus. The commissioner of patents refused to grant him a patent, upon
the ground that the specifications were not found to contain any practioable device for carrying
the alleged discovery into operation, and because it did not appear that it admitted of being
carried into operation. Graham made many unsuccessful efforts to convince the commissioner
that his plan was useful and practicable, but want of means and ill-health prevented his
exhibiting in Washington the apparatus with which he expected to demonstrate its efficiency, and
he. died in 1857 without obtaining a patent. In 1869 a patent was granted by the United States to
Carlier & Vignon, of Paris, France, (No. 88,844, April 13, 1869; reissued, No. 4,994, July
16,1872,) for "an improvement in the art of extinguishing fires, by throwing upon the fire or
conflagration a properly'directed stream of mingled <larbonic acid gas and water by means of the
pressure or expansive force exerted by the mass of mingled gas and water from which the stream
is derived." Carlier & Vignon had previonslyobtained patents in France and England, but the
date of their invention was not shown to have been earlier than 1861. The portable apparatus
described by them was substantially identical in principle and operation with the apparatus
described by Graham. Suit having been brought on their reissued patent in the circuit court for
the Eastern district of Pennsylvania, it; was tried in April, 1874, before Circuit Judge
McKENNA. To show want of novelty in the patent, the respondent in that suit put in evidence
the identical apparatus constructed and used by Graham, and Judge McKENNA, in a carefully
considered decision, held that it was clearly proved that Graham, as early as 1852 or 1853, had
made a public trial of this very apparatus in Lexington, Virginia. He held that it was proved that
Graham was, as he claimed to be, the first inventor "of an original method of extinguishing fires
by the combined agency of carbonic acid gas and water, and that he perfected and adopted his
invention by embodying it in the form of mechanical appliances, capable of operative and
successful use." - Northwestern Fire-extinguisher 00. v. Phila. Fire-extinguisher 00. 1 Ban. & A.
177. After the decision of this case the administrator of Graham, in 1876, filed in the patent-



office application for a patent for Graham's invention, but was refused upon the ground that in
consequence of the long delay the invention had gone into public use.

42
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These facts being brought to the attention of congress, an act was passed, approved June 14,
1878, for the relief of Graham's heirs. By that act the heirs of Graham were relieved from all
disabilities preventing them from renewing or reviving an application by his administrator for a
patent for a novel method of ex.tinguishing fires. The administrator was authorized to renew the
application, conforming it to present rules, and the commissioner of patents was authorized to
issue letters patent for the invention or inventions set forth in the application, to have the same
force and effect from its date as though no delay had occurred; provided, that all persons having
machines, containing the inventions,' in use should have the right to continue to use them without
being liable for any infringement. Under the authority given by this act the patent on which this
suit is based WQS issued, founded upon the original application of Graham, . filed November
23, 1837. It is contended by the respondents that this patent is void because oongress had no
constitutional power to pass the act; that as, by the general acts of congress on the subject of
patents in force during the time between the filing of the original application and the passing of
the special act, the applications of Graham and his administrator were declared abandoned, and
'all right to prosecute them was denied, it resulted that the public had acquired the right to use the
inventions, and that right eould not be taken away without the law being repugnant to the
declaration of the constitution that no person shall be deprived of his property without due
process of law. The theory of the encouragement given to .inventors is that by disclosing under
the regulations of law their discoveries they benefit the public, and the constitutional power of
congress for securing to them the exclusive right to their inventions has only one restriction, viz.,
that it shall be for limited times. With regard to the terms upon which the exclusive right shall be
granted, the time when the application for the original grant or for any renewal or extension of it
shall be made, it has been frequently held that the regulations in these matters are merely
selfimposed restrictions on the constitutional power of congress, which it can at its pleasure
disregard in particular case. Walker, Pat. § 255. Special acts for the relief of particular inventors
have often been passed by congress. Evans v. Eaton, 3 Wheat. 454. In the case of Co. v. Jordan,
7 Wall. 583, the supreme CO\ll't sustained a act of conpatent which had bee,n extended in
pursuance of a gress, passed more than 20 years after the original patent had e:x.- pi:t;ed, and
the-invention had been free to the public. '{'he act of congress in that case was quite similar to
the one under in that it authorized the commissioner to entertain the application for extension as
though it had been made within the time prescribed by the general law. In Blanchq,rd v. Sprague,
2 Story, 170, Mr. Justice STORY, speaking of the right of congress to grant a patent to an
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inventor whose invention had, at the time of the passage of the 'act, gone into 'public use, says
that the question is set at rest by Evans v. Eaton, and that he had never doubted the constitutional



authority of congress to make such a grant. The right which 'the public has acquired .t? use the
thing , by reason of the applicant for a patent fallmg to do somethmg prescribed by congress, and
the necessity for which congress might, by previous legislation, bave dispensed with, has never
been held to be a vested right. The cases of Evans v. Eaton, supra; Evans v. Jordan, 9 Cranch,
199; Bloomer v. Stolley, 5 McLean, 161; Jordan v. Dobson, 2 Abb. (D. S.) 408, hal'dly leave this
question debatable. It is further contended by the respondents, in opposition to the validity of the
complainant's patent, that as by its terms the act of congress relieved the heirs of the inventor
from all disabilities, preventing them from renewing or reviving an application by the
administrator for a patent, provided the alleged invention should be found to have been new and
useful at the time of filing such application, that "the time of filing such application" means the
filing of the application by the administrator, and, consequently, if the invention was not new at
that date, the commissioner was not authorized to grant the patent. It would be a singular
miscarriage of the obvious intention of congress if this was the necessary interpretation of the
language used in the act. It was always conceded that at the date of the application made by the
administrator, viz., February 19, 1876, the invention was not new. The strongest argument in
favor -of the relief given by congress was the fact that the patent granted to Carlier & Vignon in
1869 had been in 1876 declared void for want of novelty, because Graham's invention, which he
had described in 1837, had been proved to have been successfully used 8S early as 1853. The
purpose of the act is remedial and beneficial, and is to be so construed, if possible. I think the fair
construction of it is that the heirs of the inventor are relieved from all disabilities which would
prevent the administrator from renewing or reviving an application for a patent for a novel
method of extinguishing fires. The administrator is authorized to renew said application, and the
commissioner is authorized to grant letters patent for the invention or inventions contained in
such application, if the alleged inventions should be found to have been new and useful at the
time of filing slich application. It is, I think, clearly intended and sufficiently expressed that the
application which was to be revived or renewed was the application of the original inventor.
Taking, then, the date of the filing of the original applioation and specifications, November 23,
1837, as the point of time to which is to be referred the question of novelty, there has been no
testimony at all adduced tending to disprove novelty at that time, except the description of the
Manby machine in the Mechanic's Magazine, London, 1824, pp. 28-81, and the English patent to
Bakewell, issued Ma.rch 8, 1832.

FEDERAL REPORTER

The contrivance described by Capt. Manby was intended for extinguishing fires. , It was a small,
portable air-tight vessel for holding water, (or water to which might be added some substance,
such as peadash, to increase its efficiency as an extinguishing fiuid,) and into which atmospheric
air had been pumped under sufficient pressure to cause the water to spurt out in a stream to the
fire when the stop-cock was opened. The portable cylindrical vessel is quite similar in design to
the portable strong vessel of Graham, but had no flexible hose tube and nozzle, and was
apparently intended to be taken quite close to the fire. But we look in vain for any suggestion of
the use of carbonic acid gas in connection with Capt. Manby's plan or apparatus. The English
patent of March &, 1832, to Bakew.ell is for an apparatus for making soda-water and other
aerated waters. The substance of the invention was a device by which the gas could be
conveniently generated in the fountain itself, and to assist in that operation the fountain was
supended between two right standards, vibrating freely on two pivots, so as to pour the acid,



contained in a vessel inclosed in the fountain, gradually upon the chalk or other substance from
which .the gas was to be generated. rt is not only nowhere suggested that it could be used for
extinguishing a fire, but the machine was so constructed as to prevent such a use. These are the
only anticipating devices suggested which antedate the original application of Graham, and they
do not seem to me to require further consideration. The patent is further assailed by the
respondents upon the ground (1) that the patent as granted is for several separate and distinct
inventions, and therefore void; (2) that the specifications are deceptive and misleading, and
therefore the patent is void; (3) that the patent covers an invention different from that set forth in
the application. As to the first point, the claims for which the patent was granted ate four. The
first and fourth are for the metbod of extinguishing fires by a properly directeq stream of mingled
carbonic acid gas and ,water escaping from pressure, and projected by its own expansive force;
the second claim is for a portable apparatus by which the method or process could be usefully
applied; and the third is for a stationary apparatus for the sawe purpose. If these are all proper
subjects of claim, and are all inventions found in the application of Grjl,ham, then the language
of the act of congress which authorizes t.iae, commissioner .to issue a patent forw.hatever
invention ot inven- tions, 'Where found in the application, is sufficient to justify his action. ,:This'
was held sufficient .in E'l1an8 v. 'Eaton, 3 Wheat. 506. It ejded by the Elupreme court in Hogg.
v. Emer8Qn,,6 How. 483, that two .or :mOre patents ma.y be united if they relate. to a
Jikesubject, or a.1'e in their nartureoroperations connected together; Walk. § 180. The of
theaevel;al claims of this patent is such that tne .gra.nting in: one patent, it Seems to me, might
,be justified by this rule. But'l incline to think that the substance of Graham's invention i15
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contained in the first claim, or in the first and fourth claims together, if there is any difference
between them. He claims in his application that he is the first discoverer that carbonic acid gas
condensed in water can be made, by the use of a suitable apparatus, a useful self-propelling agent
for putting out fires. He then describes the construction and operation of a machine by which the
gas may be generated, and also describes "one among the various modes by which it may be
applied." After describing the apparatus used by him, he says: "Besides the portable apparatus,
there are other ways or methods by which my invention or discovery may be carried into useful
operation." The inventor was entitled to the exclusive use of the method or process discovered by
hirp, and was bound only to describe some particular mode or apparatus by which the process
could be applied with some beneficial result. Tilghman v. Proctor, 102 U. S. 729. I am inclined
to doubt the validity of the second and third claims, if they are to be construed as patents for any
particular form of apparatus or combinations of mechanical elem,ents. There was nothing new in
the portable apparatus intended to be covered by the second claim, (unless, perhaps, the flexible
hose-tube;) except as applied to the use of carbonic add gas and water; and the same may be said
of the third claim. But if the first claim is valid, the fate of the second and third claims is not
material,-certainly not in this case. The second point of the objection used by respondents, that
the specification and claims are deceptive and misleading, is sought to be supported by testimony
that in actual use of the apparatus so little of the carbonic acid gas reaches the fire that its effect
as an extinguisher is not appreciable; that the only use of the gas is the elastic force which it
exerts in the fountain, to eject the water with sufficient force to make it reach the fire; that it is



the water alone which acts as the extinguisher. So that it is urged that the pretension in the
specification that the gas was an important agent in smothering the fire is false and misleading.
The witnesses who testified on this point made experiments by catching thestNam in open
beakers at some distance from the fountain, 'and they differed very greatly as to the quantity of
gas which was then found to remain commingled with the water. Some claimed that a quantity -
of gas remained, and others none at all. These tests were not very satisfactory. The weight of the
evidence is, however, very conclusive that a stream from a fountain charged with carbonic acid
gas and water in the manner described by Graham is an efficient agent for the purpose of
extinguishing small fires; that the apparatus can be kept at hand for use in a sudden emergency,
and can be operated without delay and before the fire has acquired headway. It is true, as claimed
by him, that carbonic acid gas combines in a remarkable degree with water, so that by moderate
pressure the water can be made to receive six to twelve times its volume of the gas; that the
fountains can be kept charged or made to generate the gas when
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netd(led; that the gas has great elasticity; that it is heavier than air, and when' combined with
water has a specific gravity well adapted to pass in a stream through the air; that if any of the gas
does by any means reach the flame or fire it will not support combustion, but has 8: direct
operation in extinguishing the flame and checking the com!JUstion.All these merits claimed by
him have been tested in actual use for many years, and the utility of the invention has created a
large demand for the apparatus. With the utility thus established, I can,see nothing fatal to the
patent in the fact, if fact it be, that the inventor may perhaps have overrated the importance of
some of the elements of his method and underrated others. With regard to the third point, that the
patent is for a different invention from that described in the original application, after careful
consideration I fail to see the force of the objection. My conclusion is that Graham was, as is
claimed for him, the pioneer in the art of using mingled carbonic acid gas and water to extinfires,
and w.as the first to discover that when condensed in a sufficiently strong vessel it would propel
itself by its own elasticity to a sufficient distance and in a sufficient stream to be a useful agent
for that purpose, and that he described both a portable and fixed apparatus'by which the result
could be accomplished. I hold the first and fonrth claims of the patent to be valid, and in my
judgment,it is immaterial in this case whether my doubts as to the validity of the other claims are
well founded or not. There is no difficulty as to the infringement. The defendants can hardly be
said to directly deny it in their answers. The defendant Johnston practically admits the making of
six portable and six stationary machines, and says he desisted after being warned that they were
infringements. The circulars and advertisements of the other defendant, in connection with the
oral testimony, Bufficiently show the infringement by it, and that the machines complained of
contained the exact method of Graham, applied in substantially the same apparatus described by
him. The complainants are entitled to a decree in their favor, and to a reference for an
accounting. See, also, Fire-extinguisher Manufg 00. v. Graham, 16 FED. REP. 543.
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v. NORTH v.

BALTIMORE PASSENGER RY.OO.
41

BALTIMORE CAR-WHEEL CO.
NORTH BALTIMORE PASSENGER
By. Co.

(Circuit Oourt, D. MaryZand,.

July 14, 1884.)

1.

No. 9,881. . The third claim of reissued patent No. 9,881, September 27,1881, to Joseph Harris,
held void, because the reissue was after 14 years' delay, and after adverse rights had accrued. 2.
SAME-REISSUE No. 3,243. 'The first claim of reissued patent No. 3,243, granted December 22,
1868, to T. B. Stewart, if construed to cover the combination of two tubes fitting one within the
other without flanges, and neither made oblong in shape, is void for want of novelty, if for no
other reason.

PATENTS FOR INVENTIONS-REISSUE

SAME-INFRINGEMENT-LICENSE.
3.

In a case in which the complainant, suing for infringement of his patent, does not proceed to
enforce remedies under a license granted by him, but treats the .license 8S no longer in force; a
purchaser from the supposed licensee is not estopped from denying the validity of the patent; and
in no case is a mere purchaser from a licensee estopped from denying the validity of the patent in
a suit against him for infringement.

In Equity. R. D. Willia.7nS and 1Jenjaman P1 Price, for complainant. Bernard Carte?' and B. F.
Thurston, for defendant. MORRIS, J. This is a suit for the alleged infringement of tw6 reissued
patenta for improvements in car axle-boxes, of which the complainant is owner by assignment,
and which it is alleged that the respondent has infringed by using in its business -certain
car-wheels and axle-boxes which it purchased from the Bemis Car-box Company of Springfield,
Massachusetts. 'fhe two patents as to which infringement is alleged are the reissue to T. B.
Stewart, No. 3,243, dated December 22, 1868, the original being ,No. 71,241, dated November
19J 1867; and the reissue to Joseph Harris, No. 9,881, dated September 27, 1881, the original
being No. 71,873, dated December 10, 1867. The Harris patent was reissued 14 years after the
original had been granted, and the third claim, which is the only one drawn in question, first



appeared in the reissue. This claim is for the combination with the neck or annular recess in the
journal, and with the journai-box, of the key or shoulder made to slip on in the recess and
straddle the journal, thereby keying the journal and the box together. The evidence is convincing
that in the interval of 14 years between the original patent in which this device was not claimed
and the reissue in which it was; the use of the key, shoulder, and recess in car axle-boxes had
become general throughout the country; and it must be conceded, aB was practically admitted in
the .argument of the case, that this claim comes within the rulings which hold that what is not
claimed in an original patent is dedicated to the public, unless the patent is time and surrendered
and reissued within a rights have accrued. M'iller v. B?'ass Co. 104 U. S.-350; J«meB v.'
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INTRODUCTION

Harmonization of the world's patent laws is now being considered by various governments,
including that of the United States. One of the most drastic changes urged upon the United States is a
change from our current first-to-invent system to a first-to-file system. Under present law, virtually
every other country awards patents to the first person to file a patent application, whereas the United
States awards patents to the inventor who can prove the earliest invention date. [FN1]

Last year, Congress considered the Patent System Harmonization Act of 1992, which would have
replaced current sections 102, 103, and 104 of Title 35 with section 106, thereby implementing a
first-to-file system. [FN2] When patent applicants are competing, section 106 would give priority to the first
applicant reaching the patent office. In conjunction with this proposal, Congress also considered adding section
273 to secure limited rights, known as prior user rights, for persons who independent of the patentee create or use
the invention but lose the first-to-file race to the Patent Office. [FN3]

The reasons most often cited in support of a change to first-to-file priority are efficiency and ease of
administration. [FN4] Proponents of this system do not contend that a first-to-file priority system is *568
necessarily more equitable on a case-by-case basis than the first-to-invent priority system. Instead, the first-to-file
system is said to be simpler and less expensive on the whole. This system is also more closely aligned with the
patent laws of the rest of the world with which the United States participates in numerous patent treaties. [FN5]

Most intellectual property law organizations debating the relative merits of a first-to-file system
versus a first-to-invent system eventually conclude that the United States should change to “first-to-file”
as the basis for priority decisions between patent applicants. [FN6] They qualify this support, though, with
the requirement that this change be accompanied by changes in the laws in other countries to provide
improvements in patent protection in those countries and uniformity in the patent laws in at least the major
industrial countries.

But does the American public want global uniformity? Considering that 45% of the United States
patents are foreign-owned, [FN7] if the present first-to-invent system provides occasional advantage [FN8] to
domestic applicants versus foreign applicants why not stay with it? An important reason to align with the rest of
the world is that the process of obtaining global patent protection is so expensive, complex and fraught with
pitfalls that many inventions originated in the United States are not being protected outside of the United States.
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In other words, United States inventors are making their inventions available to two-thirds of the world markets
free of charge and are thus receiving absolutely no return for their use outside of the United States.

While some say that individual inventors, small businesses, and universities are not interested in
patent rights in the rest of the world, the authors have never found this to be the case. It has been our
experience that these parties do not pursue foreign patent protection for one of two reasons: either
they have relied on the United States grace period [FN9] which has precluded them from obtaining*569 valid
foreign patent rights [FN10] or they have decided to forego foreign filing because of the cost of pursuing foreign
patents. The result is that the invention becomes dedicated to the public in much of the world, a particularly
troublesome situation with university inventions which are often supported with taxpayer money. Thus, our vision
of harmonization is to provide a cost effective, uniform, predictable and forgiving global patent procurement
system which accommodates the full spectrum of inventors and patent owners and promotes innovation on a
global basis.

This Article describes the concept of a first-to-file system and explores the necessity of
implementing prior user rights in conjunction with such a system. Arguments are presented both in favor
of and against the adoption of prior user rights and the recommendations of the Advisory Commission on
Patent Law Reform in this area are examined. This Article concludes that prior user rights must be
adopted with a first-to-file system. Finally, the historical development of prior user rights in the United
States are traced, demonstrating that prior user rights are not unprecedented.

I. THE FIRST NECESSARY CHANGE: FROM FIRST-TO-INVENT TO FIRST-TO-FILE

Because every country except the United States and the Philippines [FN11] operates under a
first-to-file system, harmonization of world patent laws essentially requires the United States to adopt a first-to-file
method of establishing priority. Such a system would likely be implemented as proposed in section 106 of the
Patent System Harmonization Act of 1992. [FN12] Section 106 would establish the so-called “first-to-file rule”
giving priority between competing patent *570 applicants to the first applicant reaching the patent office. In
contrast, under the current first-to-invent system, these rival applicants are entitled to prove their dates of
invention to establish their respective priority. [FN13] If the determination of invention dates is not clear-cut, the
rival applicants often engage in a battle for priority under section 102(g). [FN14] The first-to-file rule renders these
costly interference procedures unnecessary. Priority under section 106 would be a faster, more efficient process
based simply on the filing date of the application.

In practice, the majority of priority battles would have the same outcome under either system.
Nevertheless, there is a justified concern that a first or “rightful” inventor who is slow to file his
application might be shortchanged under the first-to-file system. [FN15] To ameliorate this potentially harsh
rule, several statutory provisions have been proposed that would either work to facilitate the early filing of a low
cost application or vest certain limited rights to the first-in-time inventor who either delays filing or fails to file at
all. [EN16] One provision, section 273, provides limited but important *571 rights to the prior user of an
invention. [FN17] A prior user under proposed section 273 receives the personal right to continue his practice of
the invention without liability as an infringer under a subsequently granted patent. To qualify for these rights, a
user must demonstrate his own commercial use of the invention, or preparation therefor, in the United States
prior to the filing date of the patent. Section 273 restricts the scope of these rights to the subject matter of the
prior use. In addition, because these rights are personal to the prior user they may not be transferred or sold
separately from the underlying business to which the rights pertain.
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In addition to offering greater administrative efficiency during the patent application process,
sections 106 and 273 would provide important advantages to the patent owner. A patent granted under
these provisions would be valid despite the existence of a secret prior use. [FN18] Thus, certain prior uses
by others that would be sufficient to invalidate a patent under our current first-to-invent system, such as a secret
use by another, would not affect a patent issued under sections 106 and 273. [FN19] The inherent uncertainty that
secret prior uses cast over patents issued through our current system may be eliminated by a first-to-file system.
Eliminating this uncertainty *572 as to the validity of issued patents may in some instances increase the market
value of United States patents.

II. THE SECOND NECESSARY CHANGE: ADOPTION OF PRIOR USER RIGHTS

So what are prior user rights and how do they fit into the first-to-file system? Under current United
States law, we have the ability to invalidate patents or patent applications under sections 102(g) [FN20
and 103 [FN21] of the Patent Act. Under these statutes, a patent may be rendered invalid if the invention has
been made in this country, or rendered obvious, by another who has not abandoned, suppressed or concealed the
invention. For example, if inventor A made the invention first and does not apply for a patent, inventor A's act can
invalidate the patent of inventor B who invents later and files for a patent. [FN22] In a first-to-file system this
opportunity would not exist because the inventor who is first to file gets the patent. As a means of balancing this
effect, the concept of prior user rights was developed to protect the investment of inventor A who has put into
commercial use or made substantial preparations for commercial use of the invention which is the subject of B's
later patent applicat