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PRIOR USER RIGHTS (RELATIVE TO
PATENTS)

TUESDAY, SEPTEMBER 13, 1994

HOUSE OF REPRESENTATIVES,
SUBCOMM1TrEE ON INTELLECTUAL PROPERTY

AND JUDICIAL ADMINISTRATION,
COMMTFrEE ON THE JUDICIARY,

Washington, DC.
The subcommittee met, pursuant to notice, at 2:20 p.m., in room

2237, Rayburn House Office Building, Hon. William J. Hughes
(chairman of the subcommittee) presiding.

Present: Representatives William J. Hughes, Romano L. Mazzoli,
Jack Reed, Carlos J. Moorhead, and Howard Coble.

Also present: Hayden Gregory, counsel; Jarilyn Dupont, assistant
counsel; Phyllis Henderson, secretary; and Joseph Wolfe, minority
counsel.

OPENING STATEMENT OF CHAIRMAN HUGHES
Mr. HUGHES. The Subcommittee on Intellectual Property and

Judicial Administration will come to order.
Good afternoon and welcome to today's subcommittee hearing.

Today we are hearing testimony on an issue that has significant
implications for patent owners and American industry. Prior user
rights is not a new issue, having been previously considered by the
subcommittee during the 102d Congress in the context of patent
harmonization.

Where the patent laws of a country recognize what we call prior
user rights, someone who has made and put into use an invention
may continue to make and use that invention, even though that
person did not obtain a patent and even though, later, someone
else did patent that product or process.

Most foreign countries recognize some form of prior user rights.
The United States does not, at least not directly. Because the rec-
ognition of such rights provides additional protection for domestic
industry against foreign patent owners, U.S. industry is, it is ar-
gued, at a competitive disadvantage.

Under our laws, prior use does have legal consequences, but not
in the sense of creating affirmative rights. Use prior to another's
invention can have the effect of defeating the other person's ability
to obtain a patent. However, such use must be an open and public
use. U.S. inventors who have relied upon trade secret protection
are finding that their inventions are being patented by foreign com-
petitors, not only in foreign countries but in the United States as
well.



Prior user rights, as evidenced by past debates, is not a simple
issue nor one that lacks controversy. The arguments on both sides
are compelling and deserve a full review by this committee. The re-
view involves not just whether there should be additional protec-
tion of domestic industry but a policy debate about the scope of
rights for patent owners and the potential impact on American pat-
ent owners.

The questions raised become more critical in light of the past
practices of certain industries that could not obtain patent protec-
tion for its products because of the state of our law at the time.
This is particularly true of the domestic software industry one of
the strongest in the world. Unable to patent, other means o protec-
tion were utilized. Whether this protection still suffices and pre-
vents encroachment of product rights is an issue to resolve.

U.S. domestic industry shouldnot be put at a competitive dis-
advantage to foreign industry. We need to review our policy to de-
termine if our industry is not on an equal footing with foreign com-
petitors. If it is not, we then need to determine the best policy that
will address the inequity. I believe this oversight hearing will an-
swer many of these questions and it promises to be a very interest-
ing hearing.

The Chair recognizes the gentleman from North Carolina, the
distinguished ranking Republican on this subcommittee.

Mr. COBLE. Thank you, Mr. Chairman. I have no opening state-
ment but I would like to submit for the record the statement of Mr.
Moorhead, the gentleman from California.

Mr. HUGHES. Without objection, it shall be received.
[The opening statement of Mr. Moorhead follows:]



OPENING STATEMENT OF THE HONORABLE
CARLOS 3. MOORHEAD
ON PRIOR USER RIGHTS
SEPTEMBER 13, 1994

THANK YOU MR. CHAIRMAN. I WOULD LIKE TO TAKE THIS

OPPORTUNITY TO COMMEND 0UR LEADOFF WITNESS THIS

AFTERNOON THE COMMISSIONER OF PATENTS, FOR HIS

LEADERSHIP ANO THE GOOD JOB HE IS DOING IN THAT

OFFICE. ALTHOUGH I BELIEVE OUR PATENT SYSTEM IS THE

BEST IN THE WORLD AND IT HAS PLAYED AN IMPORTANT ROLE

IN MAKING THIS COUNTRY WHAT IT IS TODAY, OUR SYSTEM IS

NOT PERFECT AND WE MUST CONTINUOUSLY MAKE ADJUSTMENTS

TO THIS SYSTEM IN ORDER TO KEEP ON TOP OF AN EVER

CHANGING WORLD. I BELIEVE THE COMMISSIONER IS DOING

THIS BY MAKING US FOCUS ON SOME NEW IDEAS THAT COULD

SUBSTANTIALLY IMPROVE OUR PATENT SYSTEM. PRIOR USE

RIGHTS MAY BE ONE OF THESE IDEAS.

I WOULD LIKE TO COMMEND OUR CHAIRMAN, MY GOOD

FRIEND FROM NEW JERSEY FOR SCHEDULING; THESE HEARINGS

OH THIS IMPORTANT ISSUE EVEN THOUGH IT'S LATE IN THE

SESSION. LAST CONGRESS, HE AND I INTRODUCED H.R.
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4978t THE SO-CALLED 'fHARMONIZATION BILL', NOT BECAUSE

WE WERE PROMOTING OR EVEN SUPPORTING ANY OF THE IDEAS

CONTAINED THEREIN, BUT RATHER WE FELT THAT IT IS

IMPORTANT TO DISCUSS AND DEBATE POSSIBLE IMPROVEMENTS

IN OUR PATENT SYSTEM. I MIGHT ADD THAT THE

COMMISSIONER HAS AGAIN TAKEN THE LEAD IN THIS

DIFFICULT AND CONTROVERSIAL AREA AND HAS HELD HEARINGS

AT DIFFERENT PLACES IN THE COUNTRY. THIS MAY BE

UNPRECEDENTED AT THE PATENT OFFICE.

THE BILL THE CHAIRMAN AND I INTRODUCED LAST

CONGRESS DID CONTAIN A SECTION ESTABLISHING A PRIOR

USER RIGHT AND I AM LOOKING FORWARD TO HEARING

TESTIMONY ON THIS ISSUE.

THANK YOU MR. CHAIRMAN.



Mr. HUGHES. The gentleman from Kentucky has left us.
Our first witness is Bruce Lehman, Assistant Secretary of Com-

merce and the Commissioner of Patents and Trademarks since
August 1993.

Prior to his confirmation Bruce Lehman was a partner in the
law firm of Swidler & Berlin. In that capacity, he represented a
number of clients in matters involving intellectual property law is-
sues and worked closely with the subcommittee. He also served as
chief counsel to this subcommittee for about 9 years.

He served as a member of the Advisory Committee on Intellec-
tual Property at the U.S. Department of State and has been a
member of the U.S. delegations to diplomatic meetings and con-
ferences in the field of intellectual property. Mr. Lehman graduated
from the University of Wisconsin in 1967 and from the University
of Wisconsin School of Law in 1970.

Bruce, we welcome you here today to the subcommittee. You are
no stranger to the committee. We have your written statement and
without objection, it will be made a part of the record in full. We
hope you will summarize, but you may proceed as you see fit. Wel-
come.

STATEMENT OF BRUCE A. LEHMAN, ASSISTANT SECRETARY
OF COMMERCE AND COMMISSIONER OF PATENTS AND
TRADEMARKS, U.S. DEPARTMENT OF COMMERCE
Mr. LEHMAN. Thank you very much. Mr. Chairman. It is always

a pleasure to be back here, and I would like to shorten my state-
ment considerably, if that is OK, and present the full statement for
the record.

We are really here today to talk about a patent system that ben-
efits American industry. That is really the purpose of it. The pur-
pose, our purpose is to talk about equity in the patent system. And
I think because of that, it is important when we are speaking of
prior user rights to focus on the fact that what we are talking
about is a defense to a charge of patent infringement. So a prior
user right is more a defense than a right.

If asserted successfully, the prior user defense would enable a
prior user to continue use of an invention despite the fact that an-
other holds a patent covering that invention. And generally speak-
ing a pricr user defense would only be available to a party who
commercializes or makes a significant effort to commercialize, but
has not patented the invention that is independently developed and
subsequently patented by another.

And it is important to understand what we are dealing with here
is a situation where you have come up with the technology your-
self, have not filed for a patent, and then someone later comes up
with the same thing and then patents the invention. Under the leg-
islation we are talking about today, you would have a defense
against infringement from that party.

Success in today's highly competitive manufacturing industries
depend, to a large degree, on not simply whether but how one pro-
duces products. And so informal innovations are developed and im-
plemented on the factory floor all of the time that can play a sig-
nificant role in determining the success of an individual business.
In today's competitive world, this is happening every day on the



factory shop floor, and these informal innovations are often rel-
atively simple incremental improvements of existing products or
processes. For example, slightly changed reactions in a chemical
manufacturing process.

Despite their stature, these advances oftentimes can provide a
company with an identifiable commercial advantage over competi-
tors and when this happens this presents a dilemma for companies
that manufacture products in the United States, particularly small-
and medium-sized manufacturers that do not have big staffs of
lawyers to help them out.

It is simply not feasible for those companies to patent every sin-
gle innovation as it comes along. Keeping in mind that sometimes
this is a question of whether an innovation is patentable in the
first place. This can require a 100-page legal brief. And a lot of our
smal businesses and medium-sized companies just do not have
those resources.

So in many cases a company may be uncertain as to whether the
invention will meet the statutory requirements of patentability.
And even if they decided to spend a lot of money, they may con-
clude as a matter of business judge ent that it is not, the patent
is not a cost-effective mechanism for protecting this particular in-
novation or this particular invention, particularly where, as is com-
mon for informal inventions in the area of manufacturing proc-
esses, it can be difficult to discover and prove infringement.

Any of these considerations can lead a company to quite a rea-
sonable and commercially sound decision not to seek patent protec-
tion on a particular invention, and yet such a decision under our
current patent system can expose that company to a significant
risk if the invention is later developed and patented by another
person. Remember, later developed and patented by another per-
son.

Our patent laws were not designed to force American companies
to seek patent protection for every invention that they develop, and
that is an important point for us to focus on. You know, the pur-
pose of the patent system, in fact, is not even necessarily to pro-
mote patenting, it is to promote progress in the science and useful
arts. It is to stimulate innovation. So if that innovation can be
stimulated or is stimulated even without patenting, we are still
successful. We have still achieved our purpose and in some cases
it might even be better rather than having to siphon off valuable
resources to legal costs and other things.

So the patent system is really one facet of a larger system that
is designed to encourage not only technological innovation but also
the realization of the benefits of innovation, which ultimately are
new products and services delivered into our marketplace.

In many cases the commercially sound strategy for a manufac-
turer is to forgo patent protection, and then perhaps rely on trade
secrecy to protect the invention. This, however, opens the door to
a later inventor who may independently develop and patent the in-
vention, who maybe made a different decision about patenting.
This can have serious consequences for the party that opted out of
the patent system.

We have concluded, after studying this bill, that the larger goal
of realizing the benefits of innovation and encouraging people to



make that constant innovation on the factory floor without running
up to the General Counsel's Office every 5 minutes is best served
by policies that provide American companies with maximum flexi-
bility in developing commercially sound strategies for managing in-
novation.

There really are three good reasons for this prior user defense,
and I would just like to summarize those and then open myself up
to questions, if it is OK with you, Mr. Chairman.

The first is that the prior user defense will help parties more
fairly and efficiently resolve disputes that can arise when one party
uses an innovation that is later patented by another. Successful as-
sertion of a prior user defense will not invalidate the patent and
can be based on a more objective evidentiary showing than is need-
ed to invalidate a patent under the current law because of prior in-
vention.

Second, a prior user defense will eliminate the disparate treat-
ment of American and foreign manufacturers that you referred to
in your opening statement.

And, finally, a prior user defense could help resolve concerns that
have been expressed in the software industry, which you also re-
ferred to in your opening statement, regarding prior use of poorly
documented techniques that are later patented by another. And
this particular subject matter is one that, when it was first pre-
sented to me, I have to tell you, I had some questions about, but
the more I thought about it, the more I realized that there was
great merit in this proposal.

One of the things that helped me in making that decision was
that we have tried to be innovative in our own Office. We have
been going out and having extensive hearings and talking to mem-
bers of the public, people that use our Office, because we do not
have to be guided by the bells and business on the House floor, of
course. We can sit there all day and we do not have to limit the
number of witnesses. And so anybody that wants to come and talk
to us can. A little like the city councils or State legislatures, where
you sort of sit there all night.

And we have done that. We have had extensive hearings in a
number of different industries and one was in the software indus-
try. We went out to California, and over and over again we heard
this refrain, that people in the software industry do not want to
have to, "call up legal before they can enter key strokes on to their
computer." And a lot of that concern was driven by the fact that
there just might be some patent out there or that somehow or other
is going to come bite them in the rear.
And, really, that is what the prior user defense is all about. It

enables people to engage in their business and if they make a deci-
sion not to patent, and then later on some independent inventor
comes along, and we are generally not goingto be speaking about
the breakthrough inventions or anything like that, at least they
have a right to continue to use that technology.

Now, that right is not going to be able to be transferable to some-
body else, unless of course you transfer the assets of the whole
company. But at least they are not going to be tied down by exten-
sive litigation. That innovative process that occurs on a day-to-day
basis is not going to be chilled by legal, as we were told that it
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sometimes is, when we were ,ut in California. And I think that the
innovative process in America is going to be better off for it.

And keep in mind that the purpose of the patent system is really
so that people can get a patent document from our Office that they
can take to the bank to get financing, to get stock equity, and so
on that is going to enable them to do business.

Sometimes for particularly minor inventions it is not necessary
to go through all of that. You do not need that incentive. And so
if the patent system is too hard on these people and too strict you
may actually have the effect of depressing innovation rather than
encouraging this kind of incremental innovation on the line, on the
factory floor that really the patent system is all about.

So that briefly summarizes, Mr. Chairman, why we have come to
the conclusion that we recommend the enactment of prior user leg-
islation.

Mr. HUGHES. Thank you, Bruce.
[The prepared statement of Mr. Lehman follows:]
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Mr. Chairman and Members of the Subcommittee:

I am pleased to appear today to testify in support of the concept of prior user rights.

Let me begin by noting that "prior user rights" is not a wholly accurate phrase. What

we are really speaking of when we refer to a prior user right is a defense to a charge of

patent infringement. If asserted successfully, the "prior use" defense would enable a

prior user to continue to use an invention despite the fact that another holds a patent

covering that inverioun. And, generally speaking, a prior use defense would be

available only to a pi-Ay who commercializes or makes a significant effort to

commercialize, but does not patent, an invention that is independently developed and

subsequently patented by another.

Success in today's highly competitive manufacturing industries depends to a large

degree on not simply whether, but how one produces one's products. "Informal"

innovations developed and implemented on the factory floor can play a significant

role in determining this success. These informal innovations are often relatively
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simple, incremental improvements of existing products or processes -- for example,

slightly changed reaction conditions in a chemical manufacturing process. Despite

their stature, these advances can provide a company with an identifiable commercial

advantage over its competitors.

This presents a dilemma for companies that manufacture products in the United

States -- it simply is not feasible for a company to patent every invention it may

develop. In many cases, the company may be uncertain whether the invention will

meet the statutory requirements of patentability. Patent applications also require a

not insignificant court, measured both in time and in money. And once obtained, a

patent may not prove to be a cost-effective mechanism for protecting an invention,

particularly where, as is common for info-mal inventions In the area of manufacturing

processes, it can be difficult to discover and prove infringement. Any of these

considerations could lead a company to a quite reasonable and commercially sound

decision to not seek patent protection on a particular invention. Yet, such a decision

in our current patent system can expose the company to a significant risk if the

invention is later developed and patented by another.

Our patent laws were not designed to force American companies to seek patent

protection for every invention they develop. Rather, they are one facet of a larger

system designed to encourage not only technological innovation but also realization

of the benefits of innovation -- new products and services delivered into the

marketplace. In many cases, the most commercially sound strategy for a

manufacturer to pursue is to forego patent protection and perhaps rely on trade

secrecy to protect an invention. This, however, opens the door to a later inventor

independently developing and patenting the invention, and with that, serious

consequences for the party that has opted out of the patent system.
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The larger societal goal of realing the benefits of innovation is best served by policies

that provide American companies with the maximum flexibility in developing

commercially sound strategies for managing innovation. We believe an appropriately

limited prior user right would further this goal. The availability of a prior user right

would mitigate the pressure and confusion that entities currently face in deciding

whether to seek patents on relatively minor inventions by providing the best array of

options for a company to protect its innnovation. A prior user right would also help

preserve the important balance between our patent and trade secret systems by

lessening the significant risks that-can-accompany a choice of not using the patent

system to protect an invention. In this regard, it is important to remember that trade

secrecy complements, rather than conflicts with, our patent system. As the Supreme

Court explained in Kewanee Oil Co. v. Bicron Corp 416 U.S. 470, 94 S.Ct. 1879,

40 L.Ed. 2d 315, 181 U.S.P.Q. 673 (1974),

(tirade secret law and patent law have co-existed in this country for over

one hundred years. Each has its particular role to play, and the operation

of one does not take away from the need for the other. Trade secret law

encourages the development and exploitation of those items of lesser or

different invention than might be accorded protection under the patent

laws, but which items still have an important part to play in the

technological and scientific advancement of the Nation. Trade secret law

promotes the sharing of knowledge, and the efficient operation of

industry; it permits the individual inventor to reap the rewards of his labor

by contracting with a company large enough to develop and exploit it.

We also believe that for the vast majority of clearly significant, patentable inventions,

the availability of a prior user defense will have little, if any, influence on an inventor's

decision between patent and trade secrecy. For such inventions, the decision will
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continue to be dictated by the characteristics, effectiveness and suitability of each

form of protection vis-a-vis the invention. Prior user rights are liely to play a role in

this decision only for those inventions which can be effectively protected through

trade secrecy or for which protection is unnecessary, and for which it is not clear that

meaningful patent protection can be obtained. Prior user rights thus will permit

companies to choose with confidence not only the most effective legal means for

protecting their technological innovaon, but also the most commercially sound

approach to commercially expl. ,ring the innovation.

We believe there are other benefits of an appropriately limited prior user right.

First, the availability of a prior use defense could more efficiently and fairly resolve

disputes between a patent owner and a prior user of an invention. Today, under 35

U.S.C. 102(g), if a prior inventor does not conceal, suppress or abandon an invention,

evidence of this prior invention can be introduced in court to invalidate a patent. But

it is unclear under current law when maintaining some aspects of an invention in

secrecy will amount to concealment or suppression. For example, in Dunlop Holdin=

v. Ram Golf Cor., 524 F.2d 33; 188 U.S.P.Q. 481 (7th Cir. 1975), the Seventh Circuit

addressed a situation where a prior user concealed manufacturing details of a product

as a trade secret but nevertheless asserted that public availability of the product of that

manufacturing process should be viewed as a sufficient basis for invalidating the

patent under 35 U.S.C. §102(g). The court agreed, explaining:

Itihere are three reasons why It is appropriate to conclude that a public use

of an invention forecloses a finding of suppression or concealment even

though the use does not disclose the discovery. First, even such a use gives

the public the benefit of the invention. If the new idea is permitted to have

its impact in the marketplace, and thus to "promote the progress of

science and useful arts," it surely has not been suppressed in an economic
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sense. Second, even though there may be no explicit disclosure of the

inventive concept, when the article itself is freely accessible to the public at

large, it is fair to presume that its secret will be uncovered by potential

competitors long before the time when a patent would have expired If the

inventor had made a timely application and disclosure to the Patent

Office. Third, the inventor is under no duty to apply for a patent, he is free

to contribute his idea to the public, either voluntarily by an express

disclosure, or involuntarily by a noninforming public use. In either case,

although he may forfeit his entitlement to monopoly protection, it would

be unjust to hold that such an election should impair his right to continue

diligent efforts to market the product of his own invention.

See also, E-I. Du Pont De Nemours & Co. v. Phillips Petroleum Co., 849 F.2d 1430,

7 U.S.P.Q.2d 1129 (Fed.Cir. 1988); International Glass Co. v. United States, 408 F.2d

395, 159 U.S.P.Q. 434 (Ct.Cl. 1969).

Providing a prior user right could help remove the uncertainty that exists today,

particularly with respect to evidentiary proofs in such circumstances. For example,

instead of assessing the subjective question of whether an inventor suppressed or

concealed an invention, determinations of prior use would be based on the objective

criteria of the nature and amount of use of the invention by the prior user. These

objective criteria will help parties accurately predict the implications of prior use,

which, in turn, will not only simplify litigation, but could also help patent owners and

prior users determine their respective rights out of court. Measures which reduce

uncertainty in the law and encourage settlements between potential litigants should

be strongly supported.



-6-

The availability of prior user rights would also resolve conflicts involving prior

invention in a manner that Is less detrimental to the patent owner's interests than is

possible today. Under current law, a prior user that is sued for patent infringement

will likely assert as a defense that the patent is invalid under 35 U.S.C. § 102(g). And

the outcome of that effort will be far from clear. In contrast, if a prior use defense were

available, a legitimate prior user would be likely to assert a prior use defense, rather

than attempt the more difficult and unpredictable effort of invalidating the patent

under 35 U.S.C. § 102(g). If successfully asserted, the prior use defense would alter

neither the validity nor the character of patent rights held by a subsequent inventor,

except in relation to the prior user. The patent owner would be able to enforce its

rights fully against all others that make, use or sell the patented invention without

authority.

Prior user rights would also redress a current imbalance of rights between U.S. and

foreign businesses. Prior user rights are available in most foreign, industrialized

nations. This means that in those countries, U.S. businesses that hold patents cannot

enforce their rights against companies that can demonstrate prior use of the patented

invention. The converse, however, is not true. A domestic prior user has no effective

defense based on secret prior use when facing a threat by a foreign company that

obtains a U.S. patent covering the invention. Recall that presently over 44% of all

patents issued in the United States are issued to foreign entities. Providing a prior

user right will address this disparate treatment of U.S. businesses.

Prior user rights may also help in addressing concerns that have been expressed in the

software industry. Recently, the Patent and Trademark Office (PTO) held hearings and

solicited public input on the use of the patent system to protect software-related

inventions. We heard from a wide range of interests, including small and large

software companies, independent software developers, patent attorneys and trade



associations. Several companies, particularly small software start-up firms from

Silicon Valley, expressed concerns over potential liability for patent infringement

based on their use of "old" or "well known" software techniques. These individuals

believe that patents have been granted that cover such techniques, in part because the

techniques were not documented in patents or printed publications. The proposed

prior use defense could address one aspect of the problem these companies have

described. It would enable a company that had made the requisite degree of

commercial use of the "old" technique under the appropriate circumstances to avoid

liability for patent infringement. It would provide this relief without requiring the

company to prove that the patent being asserted against them is invalid. Importantly,

the type of evidence that could be used to establish a successful prior use defense

could encompass forms of evidence that do not fit cleanly within our current

definitions of prior art. And while we are unsure as to ho irequently this scenario

may arise, we believe the legislation would address the concerns as they have

described.

Our support for the concept of prior user rights has been aided by the fairly extensive

discussions of this topic that have taken place over the past thirty years During the

1960s, particularly after President Johnson's 1968 Presidential Commission on the

Patent System, prior user rights were extensively debated. These debates were framed

much as today by the prospects of legislation that would introduce significant changes

to our patent system, including a change that would convert our "first-to-invent"

system for determining priority to a first-to-file system. Since then, prior user rights

has remained to a varying degree as a lingering, yet controversial, question. And in

recent years we have seen the prior user rights issue manifest itself in several forms.

Many have proposed creation of a prior user right as an essential component of a

restructured domestic patent system which includes a first-to-file system for
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determining priority of invention. However, not all discussion of prior user rights

takes place in this context. And, earlier this year, Senator DeConcini introduced

S.2341 which would create a prior user right in our current "first-to-invent" system.

To help frame the prior user rights discussion, I would like to recount our recent

considerations of prior user rights, and offer our views on legislation pending in the

Senate that would create a prior user right.

The Advisory Commission on Patent Law Reform

During 1991 and 1992, an Advisory Commission established by then Secretary of

Commerce Robert Mosbacher studied the question of adoption of a first-to-file system

as part of a patent law harmonization treaty. A significant amount of-time was spent

by this group discussing the question of prior user rights. After much deliberation, the

Commission voted in favor of including a prior user right as part of a U.S. first-to-file

system. However, the vote on this issue was very close, and its result caused one

member to withdraw from the Commission.

As proposed by the Advisory Commission, the prior user right would have the

following characteristics.

It could only be based upon activity within the United States prior to the earliest

filing date to which the relevant claim or claims of the patent were entitled,

including a foreign priority date under 35 U.S.C. § 119.

It could only be claimed for inventions that were independently developed by the

entity claiming prior use, without derivation from the patentee, and produced in

good faith. The Commission noted that " t]he key to this concept of independent

creation is that the prior user should not be able to take advantage of the
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patentee's pre-filing disclosures to create the right which will subsequently be

used to avoid liability under the later-issued patent."

It could only be based upon actual use in commerce of the patented invention, or

substantial and material preparations for such commercial use. The Commission

considered preparations for commercial use to "substantial and material" if they
"represent activity toward actual commercialization as opposed to mere plans or

preliminary efforts toward subsequent activity." The Commission would have

also required, at a minimum, that the prior user "completed an actual reduction

to practice of the invention for which the right is claimed, prior to the patentee's

earliest filing date, to claim the prior user right defense." It also recited a number

of factors to consider in determining whether there had been a sufficient level of

use by the prior user. These included the costs incurred by the prior user in

developing the invention, the amount of time spent in preparation for

commercial use, the complexity of such preparations and the diligence of the

prior us.r toward use of the invention.

It could only be transferred with that part of a business which exploits the right.

As the Commission stated, "[this is essential to preserve the personal nature of

the prior user right, and to prevent lit] from being extended to resemble a

compulsory license-like authority to avoid liability for patent infringement that

can be transferred or licensed to others."

The prior user would have the burden of proof in establishing the defense.

The prior user would have been limited to continuation of the particular activity

which gave rise to the right. The prior user would not have, for example, been

able to claim the defense to permit use of improvements of the invention that

would infringe other claims of the patent. However, the Commission believed
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that a prior user should have been permitted to expand the scale of use of the

invention to "meet reasonable market demands within the United States, rather

than being restricted to only the pre-filing volume of use." It also suggested that

the prior user not be restricted geographically within the United States.

The right would have had an equitable nature, meaning that a court in

appropriate cases could order the prior user to pay compensation for continued

use of the patented invention.

The Commission discussed but ultimately opposed inclusion of other characteristics

of a prior user right that were offered to address concerns identified by non-

manufacturing patent owners. These concerns were based on the belief that the

availability of prior user rights would cast a cloud over patent rights, particularly

regarding enforcement, and would thus significantly lessen their licensing potential.

One proposal would have restricted the availability of the prior use defense to

preclude its use in relation to patents held by non-manufacturing entities. An

alternative to this first proposal was creation of administrative tribunal to which prior

users would register and adjudicate prior use claims. The Commission declined to

adopt these special treatment provisions for non-manufacturing entities. It stated a

blanket exclusion for non-manufacturing patent owners was overbroad and could

have the effect of chilling university-industry collaboration. It viewed the

administrative tribunal proposal as unworkable. As it stated, the latter proposal

"would require a voluntary admission of liability for infringement, and if no prior user

right is established, the entity would be unfairly prejudiced in a subsequent judicial

proceeding."

Another proposal would have limited the grounds upon which a prior use defense

could be based. It would have precluded a prior user from asserting the right if the
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prior user intentionally concealed his or her prior use. The rationale offered to

support this proposal was that it would be unfair to reward an inventor who

intentionally conceals, rather than seeking protection through the patent system, for

an invention. The Commission however, rejected this limitation, stating that it "could

create, in effect, a 'compulsory patenting' system, forcing the disclosure of trade

secrets. "The Commission expressed concern over a distinction between intentional

and unintentional concealment, and suggested that imposing such a requirement

would unduly complicate litigation over assertion of the defense.

The Patent System Harmonization Act of 1992

The second prior user rights proposal I would like to discuss was that proposed by the

Chairman and his counterpart in the Senate, Senator DeConcini, in the 102nd

Congress in the companion bills, H.R. 4978 and S. 2605. That legislation would have

created a prior user right as part of a U.S. first-to-file patent system. The elements of

the prior user right as found in those bills can be summarized as follows.

- The right was structured as an exception to the definition of patent infringement.

It would have provided that a person would not be liable as an infringer under a

patent granted to another if he or she had, "acting in good faith, commercially

used or commercially sold in the United States" or "made effective and serious

preparation therefor in the United States" before the effective filing date of the

application giving rise to the patent.

- The right were "personal" and would not have been transferable except in

connection with assignment or transfer of the entire business or enterprise to

which the rights relate.
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- A prior user would be deemed to have acted In good faith if he or she had not

derived the invention from the patentee.

The legislation did not address such issues as which par v had the burden of proof or

expansion or alteration in the level of use of the patented invention by the prior user.

In April of 1992, this Subcommittee, in conjunction with the Senate Subcommittee on

Patents, Copyrights and Trademarks, held joint hearings on these bills. The hearings

drew wide attention to the question of patent law harmonization, with particular

attention on the questions of change to a first-to-file system of priority and prior user

rights. We note that the previous Administration expressed its support for the

legislation, including the provisions that would have created prior user rights.

S.2272 - The Patent Prior User Rights Act of 1994

The most current proposal on prior user rights is found in S.2272, the Patent Prior

User Rights Act of 1994, introduced by Senator DeConcini earlier this year. This bill

proposes to establish a prior user right in our existing "first-to-invent" system.

Senator DeConcini's proposal includes aspects from several earlier prior user right

proposals.

The prior use defense would be available only to those parties that had made

actual commercial use of a particular invention, or had made "effective and

serious" preparation for use of the subsequently patented invention. A prior use

defense could not be based, for example, on activities amounting only to

preliminary research or investigation.

- A party seeking to rely on the prior use defense quite appropriately must

demonstrate that the conditions necessary to establish the defense exist.
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The prior use defense would not be available if the activity upon which the

defense is asserted was based on information derived from the patent owner or

parties in privity with the patent owner. Similarly, one could not assert a prior

user right if the activity in question had been abandoned on or after the earliest

effective filing date of the patent subsequently obtained by the later inventor.

The right of a prior user to continue use of the patented invention would be

effectively but fairly limited. Under proposed §273(c), rights provided to a prior

user extend only to those aspects of the patented invention that the prior user

was in possession of prior to the earliest effective filing date of the application

leading to the patent The bill also takes into account commercial realities by

permitting the prior user to "make and use variations and improvements" of the

patented invention. This, for example, would permit a prior user to increase in a

reasonable manner his volume of use of the patented invention. However, these

variations in use of the protected invention cannot rise to the level of infringing

additional claims of the patent. And proposed §273(e) (3) reiterates that the prior

user right is not a general license under the patent.

The right would be personal to the prior user and could not be assigned, licensed

or transferred independent of transfer or sale of the entire business or enterprise

that had engaged in the activity giving rise to the prior user right. This provision

will preclude prior users from converting the defensive character of the right into

a freestanding transferable license to practice the patented invention.

We believe the restrictions on the availability and character of the prior use defense as

proposed by Senator DeConcini strike the proper balance between the rights of a

patent owner and the rights of an earlier innovator who elected not to seek a patent,

but to instead use trade secrecy to protect an invention.

I thank the Chairman for the opportunity to express the views of the Administration,

and would be pleaded to answer anyquestilos



Mr. HUGHES. Let me just first state that I came at the issue on
prior user rights almost the same way you did because of my con-
cern that it would perhaps be rewarding those that should have se-
cured a patent and the impact it would have on the patent process.
But the more I thought about it, like you, the more I realized that
there are a lot of things you would not want to necessarily encour-
age them to secure a patent for, innovations of the work at the
work station, for instance. A good example.

Can we define what basically should be protected by prior use
and what should somebody who has innovated secure by way of a
patent?

Mr. LEHMAN. Well, I think that the legislation that has been
crafted, which is pending in the Senate-I am not sure the bill is
actually here yet--does that quite well frankly. It is a very limited
prior user right, and I think it should be limited. And, obviously,
it is limited to situations in which the right only--obviously is
available to the first user. In other words, it is only available to as-
sert against subsequent inventors. The right is not transferable,
unless you sell the whole business. And I think those are the kinds
of limitations that make certain that this defense is not going to
be abused.

Mr. HUGHES. Should it be transferable to the patentee?
Mr. LEHMAN. Well, the legislation, I believe, does not provide for

it to be transferred to anybody, and it does not really need to be
because the patentee already has that right.

Remember, I said we should have styled it a prior user defense
to start out with because it is really a defense. So who is your de-
fense against? It is against the patentee and the patentee does not
need you to transfer the right to him.

Mr. HUGHES. The debate on prior user rights has always been in
conjunction with the first-to-file system instead of with our present
patent system of first-to-invent. Do you believe there would be
major differences in the operation of prior user rights between
these two systems?

Mr. LEHMAN. Well, I think that the case for prior user rights is
considerably stronger in a first-to-file system than it is even in
ours, and that is because in a first-to-file system, of course, you
may have situations in which the first inventor has not won the
race to the Patent Office. And of course you know that is very trou-
bling to a lot of people.

And one of the protections that prior user rights offers in that
situation is that if you have not won that race, at least you will
not be put out of business. You will be able to use the technology
that you invented. It is because that race to the Patent Office is
something that is troubling to us that this administration has not
yet determined to support a change to a first-to-tile system.

But the legislation that we are talking about here has merit even
in the first-to-invent system that we have, and I think I described
that pretty much in my opening statement. There clearly are situa-
tions, even in a first-to-invent system, where a first inventor, for
having legitimate reasons, does not necessarily want to incur the
expense and go through all the rigmarole of actually filing a patent
and getting that patent protection, and he should not have to then
subsequently, you know, try to knock out somebody's patent in a



patent infringement case and spend a million dollar' worth of legal
fees in order to keep on doing what he wants to do if he does not
have to.

Mr. HUGHES. Did the 1968 Presidential Commission on Patent
Systems support prior user rights with the use of trade secrets?

Mr. LERMAN. The prior user rights were not a part of the 1968
recommendations. They only came along later on in the Advisory
Commission during the Bush administration.

Mr. HUGHES. Does the administration support the Advisory Com-
mission's proposal which would permit a court to award appro-
priate and reasonable royalties to a patentee under a prior user
rights scheme?

Mr. LEHMAN. The legislation that is pending does not provide for
that, and that is, I think because of the philosophy behind that,
which I think is sound, which is to try to make this as
uncontroversial as possible and so it has a negative effect on as few
people as possible.

However, I would say that there is some merit-there could be
some merit to the idea of reasonable royalties, particularly in the
case of I think one that you will hear t*i-timony I think from an
educational group. Historically, university innovators have been
somewhat cool to the idea of prior user rights because, obviously,
the situation I have described does not apply to them. They are
not-they do not have a factory floor where innovations are taking
place. All they have is basic technology and all they are in the busi-
ness of is developing it and licensing it. So prior user rights do not
mean very much to them.

Clearly, if you had a royalty, that would provide some advantage
to those kinds of users. But I think you would have to, again, con-
sider that, weigh that very carefully to make certain that you are
not trying to bite off more than we are trying to do here. I think
I have outlined pretty well why we think this is a good idea. It is
to do equity to this prior user.

Every day in a rapidly changing innovative marketplace, in
high-tech industries, inventions, innovations take place that ma
not necessarily be worth going to the Patent Office with, and dif
ferent companies have different thresholds of where they make
that decision. And small businesses and medium-sized businesses,
obviously, have a harder time spending the money to protect their
innovations, and yet that is precisely where I think most of us feel
most of the innovation and most of the competitiveness comes from.

So that is really our goal, and I think it is very important to keep
this legislation as simple as we can, but I think that there is some
merit, there could be some merit to the idea of royalties under cer-
tain situations, particularly where you are in with not-f
profit groups. And by the way, I should say this legislation has
been sufficiently narrowly crafd and we checked into this before
we took our position, that the association, University of Technology
Managers, has decided not to oppose it.

Mr. HUGHES. Thank you.
Gentleman from North Carolina.
Mr. COBLE. Thank you, Mr. Chairman.
Commissioner, goodto have you with us again, as always. As you

know, Commissioner, there is a Senate bill floating around some-



where, and Mr. Chairman, so far as I know there is no comparable
House bill, and, therefore, as a practical matter this train probably
will not leave the stat. n this session, but I do think that the atten-
tion that we are focusing on it today and in the waning days of this
session may well serve us well next session.

Commissioner, let me ask you four or five questions, if I may. I
have no idea what percentage, but I am confident that the great
majority of industrialized countries protect its national industry by
including a prior user right in its patent system. Not having a prior
user right, it seems to me, could very readily extend unfair advan-
tages to foreign competitors as opposed to U.S. or domestic indus-
tries. Why has it taken us so long in this country to request this
right?

Mr. LEHMAN. Well, actually, I am not sure it has taken us that
long, Mr. Coble, in that in the last administration there was an Ad-
visory Commission, as I mentioned, and it made a lot of rec-
ommendations to change the patent system, and this was one of
them. It was a slightly different prior user right.

We have taken a look at their recommendations, and, as I think
is our right and responsibility, modified them, made a number of
changes. We have gone and reached out to the public, had public
hearings, tried to bring more people into the process, but many of
the ideas in that Advisory Commission much had merit, and we
have now adopted a lo, ofthem in our legislative policies, some of
which are pending in this committee. And this is one of those ideas
that I think does have merit.

So I think that I would respectfully disagree that it has taken
that long, and oftentimes, despite the vast gulf between the politi-
cal parties sometimes we can agree on things.

Mr. COBLE. Permit me to amend my question then, Commis-
sioner. Strike the fact that it has been an excessively long time.
That may not be right. Why do you think our trading partners and
our trading competitors abroad are ahead of us on this.

Mr. LUwMAN. The reason they are ahead of us on it is thcy have
the first-to-file system. And as I described to Mr. Hughes a few
minutes ago, I think there is a stronger need for prior user rights
in a first-to-file system than there is in our first-to-invent system.

Because there, if you are not the first party to get to the Patent
Office, even though you invented first, you would be just dead. You
would literally be able to be sued for infringement successfully for
something that was really your invention in the absence of a prior
user right.

Now, under our system, since we have a first-to-invent system,
if you wanted to go through the whole rigmarole, the full-blown
patent infringement case, as a defendant, you might be able to
prove that you were first to invent and, therefore, immunize your-
self. But that is a, for a small company, that is a lot of money.

And I have been going around camping out a lot with members
of the intellectual property bar, and I certainly do not even re-
motely wish them the opportunity to make a very fine living, but
what most of them tell me is that you cannot even-when you talk
about a patent infringement case-in fact, I know this because a
couple of times I mentioned, well, you are spending $100,000 in a
patent infringement. And they all look at me like I am crazy. That



is just peanuts. The typical patent infringement case is, say, a mil-
lion dollars or more a case. And what small businesses can incur
those kinds of costs?

Keep in mind that one of the problems that we have here, one
of the reasons that this legislation is before us, is because some,
some companies from some of our trading partner countries, who
have started to go after who are in the business oftentimes of pat-
enting incremental technology, more so than we do here, have
started to go after some of our small, medium-sized companies. So
if you are a small $5 million a year company and Mitsubishi sues
you in Federal district court, do you as a practical matter, have
a chance to really successfully defend your prior use right in that
context? I think not. And that is why there is a need for this legis-
lation?

Mr. COBLE. In your statement, you quote Kewanee Oil Co. v.
Bicron Corp., indicating the corporation's language that trade se-
cret law promotes the sharing of knowledge.

Now, I realize the primary purpose of our patent law-strike
that. I know that is the primary purpose of the patent law, but how
does keeping everything you do secret promote the sharing of
knowledge?

Mr. LEHMAN. Well-
Mr. COBLE. Or am I playing too strictly on semantics here?

Maybe I don't understand.
Mr. LEHMAN. No, I don't think you are. You have identified pre-

cisely the reason I think why Mr. Hughes had a problem when he
first heard about this legislation and why I had a little bit of an
uphill battle before I finally realized its full merits, and that is we
want to be very careful to use the patent system in appropriate
cases for two reasons. One is that will give them patents they can
take to the bank and they can get the proper financing to really
make a good business of what they are doing, employing people,
creating jobs, but also because the patent system does result in
very significant disclosure of the technology.

But the Kewanee Oil v. Bicron case you just referred to makes
it very clear that trade secrecy is also & very important and legiti-
mate part of the quiver of legal arrows that a business has to pro-
tect itself and that it is not inconsistent with those objectives I just
described about the patent system. And I think the Supreme Court
does a very good job of explaining that in that case, so I don't really
want to go through it all right here, other than to say I think there
clearly is a legitimate place for trade secrets.

And keep in mind we are talking about here-what we are al-
most talking about here is something that starts out as a trade se-
cret and then becomes not a trade secret anymore. And at least
that individual, and oftentimes with these kinds of innovations we
are talking about things where it may not even be thought of as
a trade secret. If you are a foreman on the factory floor and you
make an innovation, and you have not thought to call the legal de-
partment because your company does not have one, and they have
to call an outside lawyer and they have to bill it $350 an hour, you
may have made this adjustment or this change on the factory floor,
and granted you have not told anybody outside the company-
maybe you or one or two engineers know it-so it literally is a



trade secret, but should you have to consult with Kewanee Oil and
Bicron and make a big analysis of this in order to decide where you
stand? I think not. And that is really the kind of situation. That
is the kind of trade secret that we are talking about here.

Obviously, companies, for example pharmaceutical companies,
often might make use of trade secrecy before they decide to go pub-
lic and publish an article. But that is a very highly thought out de-
cision, and the Supreme Court tells us even that is OK. So if that
is OK, I don't think we have a problem with this kind of trade se-
crecy that we are talking about here.

Mr. COBLE. Thank you, Commissioner. Mr. Chairman, I have two
or three more questions. We have a vote on. I see the gentleman
from Rhode Island.

Mr. REED. I am fine.
Mr. COBLE. Well, let me ask one more, then.
Bruce, let me combine these two, if I may, Mr. Chairman.
What impact, if any, Commissioner, will prior use rights have on

trade secret law?
Mr. LEHMAN. None. That is really a different body of law.
Mr. COBLE. OK. And then one final question. I think this may

be a rhetorical question but I want to hear it from you.
Why would someone use trade secret law in lieu of patent law?

Now, I realize, No. 1, the desire to jealously guard the secret. No.
2, to go the patent course, at some time that protection will expire.

Other than those two reasons-I assume those two reasons are
valid. Other than those two, why would a person or a corporation
opt for trade secret?

Mr. LEHMAN. Well, one, the major reason is cost. I think we have
to recognize-this committee is really, I think, very aware and so
much of the work that you do of the major problem of cost of the
legal system. We are always looking to ways where we can try to
reduce that burden on litigants and where we can, in effect, pro-
vide nonjudicial remedies, we try to do so. In effect, trade secrecy
is the decision sometimes to scrt of elect a nonjudicial remedy. You
do not have to hire a lawyer to go to the Patent Office and go
through all that procedure.

So using that is not inconsistent with the general policy I think
we collectively, that is you and that side of the dais and this side
of the dais, are pursuing for issues such as we proposed through
the expanded reexamination procedure at the patent and trade-
mark office so thft people can instead of paying a million dollars
in court, an infringement case can come to us and maybe spend
$7,000 or $8,000 in fees and maybe another $20,000 in legal fees
and get relief.

Mr. COBLE. Thank you, Commissioner. Thank you, Mr. Chair-
man.

Mr. HUGHES. Does the gentleman from Rhode Island have any
questions?

Mr. REED. No, I do not, Mr. Chairman. Thank you.
Mr. HUGHES. I have a couple of questions.
Business Software Alliance's testimony identifies a problem with

the Senate legislation that is limited to the right to make or use
variations or improvements but does not cover the sale of those
variations or improvements. In fact, the bill defines "commercially



used" as only a use. Do you perceive a problem with those defini-
tions?

Mr. LEHMAN. Well, our reading of this legislation, Mr. Chairman,
is that if a possessor of the prior user defense or prior user right
sold a product made using that defense to a member of the public,
then that product, in a sense, would carry the privileged use of the
product with them. That is our reading of the legislation.

Mr. HUGHES. But I can see how they would interpret that and
perhaps it is something we should clarity.

Mr. LEHMAN. I think there would be no problem with clarifying
that either in legislative history or in the statute.

Mr. HUGHES. The opponents of prior user rights believe that sup-
port of the concept is an admission that the patent system itself is
flawed or too expensive and that it needs changes that do not in-
volve what is perceived as a diminution of patent rights. What is
your response to that observation?

Mr. LEHMAN. That the patent system is-
Mr. HUGHES. That that is an admission there is a failure in the

system.
Mr. LEHMAN. Oh, I see, yes. Well, it is awfully hard to maintain

a perfect system, of course. But I don't think there has been a fail-
ure of the system at all. In fact, I think it is pretty remarkable.
We have the cheapest patent system in the world.

This is one of the reasons that we are ahead of a lot of our com-
petitors. At $80,000 a crack to get through the European Patent
Office and pay all your maintenance fees and have country des-
ignation for every country, there is a pretty big disincentive to an
innovator in Europe. In the United States, for the entire 17-year
life of the patent, it is $3,750. And you can get into the system, for
a small business, for $375. And you can get a patent in an average
of 19.6 months after you apply for one.

So I think that our system is working pretty well overall and it
is clearly inducing innovation in America. And that is why-in fact,
recently there was a report that came out by a private study group
that said the United States now has the most competitive economy
in the world. It has moved to number one ahead of Japan.

And, clearly, this is not just accident. A lot of it has to do with
public policies. It has to do with the fact we have gotten control of
the budget deficit. It has to do with the fact we are getting control
of the size of the Federal Government, that we are readingabout
ii, the paper. And it has to do also with the fact that we have a
pretty good intellectual property system in which this committee
has largely been responsible for over the years beginning with the
work that was done in the early 1980's when there was a lot of bi-
partisan cooperation with this committee and with the Republican
administration and we put into effect a full fee funding for the pat-
ent system. Automation was also provided for.

So I think that we have a good patent system and I think we are
really working on that, and you know, Mr. Chairman, that that is
a task that never ends and we always as well-we are having prob-
lems getting our fees. We have FTE problems and we will keep
fighting those, but the bottom line is that right now we are doing
a pretty good job. And I think that we will try to continue to do



well. The system is sound. There are, clearly, legal changes that
can make it better and this is one of them.

Mr. HUGHES. Thank you. And, speaking of bells, there are some
bells and so we thank you for your testimony. You have been very
helpful to us. Your statement, the statement will be put in the
record and it was excellent and we appreciate it.

Mr. LEHMAN. Thank you very much.
Mr. HUGHES. The subcommittee will stand in recess for about 10

minutes while I cast this vote.
[Recess.]
Mr. HUGHES. The subcommittee will come to order.
Our next panel consists of Robert Merges, who is a professor of

law, Boston University School of Law where he has taught since
1988. He received a B.S. degree from Carnegie Melon University in
1981, his J.D. degree from Yale in 1985, and his L.L.M. from Co-
lumbia Law School in 1988. Prior to teaching law, Professor
Merges practiced law in California, working primarily with tech-
nology related startup companies. You may come forward, if you
would, Professor Merges.

Our second panelist is Mr. Robert Holleyman, president of the
Business Software Alliance. The Business Software Alliance rep-
resents the majority of leading U.S. software companies and is pri-
maily concerned with fighting software piracy. The alliance has
worked on the strengthening of intellectual property protections for
software in the intellectual arena.

Prior to joining the Business Software Alliance, Mr. Holleyman
was a senior counsel for the U.S. Senate Committee on Commerce,
Science, and Transportation. He also worked as the legislative di-
rector to Senator Russell Long, and received a B.A. degree from
Trinity University in San Antonio, TX, and his J.D. from Louisiana
State University.

Our final panelist is Mr. Bill Budinger who is the founder and
chairman and CEO of Rodel, Inc. Rodel manufactures products
used in the manufacture of semiconductor chips.

Mr. Budinger is the inventor-owner of over 36 patents. He is a
1961 graduate from Notre Dame University with a B.S. in physical
science. He serves on the boards of a number of corporations as
well as local art and theater groups. He presently is a trustee of
the Progressive Policy Institute, a member of the Delaware Busi-
ness Roundtable, and the Education Improvement Commission.

I also want to personally thank Mr. Budinger for bringing this
particular issue and some of his particular problems with this issue
to my attention.

Welcome to the subcommittee. We have your statements, which
without objection will be made a part of the record in full. I read
the statements, they are excellent, and I want you to summarize,
please.

Let us begin with you, Professor Merges.
STATEMENT OF ROBERT P. MERGES, PROFESSOR OF LAW,

BOSTON UNIVERSITY SCHOOL OF LAW, BOSTON, MA
Mr. MERGES. Yes, thank you, Mr. Chairman.
Let me say to start, it is always a privilege to come and put in

my 2 cents' worth as a citizen on these issues. The first thing I



want to say is that what we are striving to do here is a thumb
screw adjustment to a very important, but remote, corner of patent
law. We are not taking a pipe wrench to the system and cranking
on it.

I think in this area we see the tension between trade secrets and
atents very clearly. It is important to keep in mind that the two
ave always coexisted in our system of intellectual property rights

and what we are about today is adjusting the boundary a little bit.
We are not redrawing the boundary in any significant way.

The second point I am going to make is that the prior user right
must be limited if it is to serve its intended purpose and if it is
not to undermine patent rights too greatly.

And the third point I want to make is that on principle, the prior
user right makes a lot of sense for several reasons.

On the trade secret patent interface issue, which I mentioned
first, it is important to realize patents are only one instrument that
businesses use to protect their R&D investments. In fact, in many
industries, trade secrets are the most important instrument that
industry uses. In other industries, as we know, particularly phar-
maceuticals, patents are by far the most important. The point is
that both exist together in a system of rights, and although the
patent system has traditionally tried to encourage trade secret

olders to come forth and disclose their technology, we obviously
have not carried that policy rationale through totally, in the sense
that it is not the only goal of our patent system.

Disclosure is important but it is not the only goal. And the rea-
son, of course, is that we recognize that trade secret protection can
be a significant impetus for the development of new technology, in
addition to patents. We have always permitted the two to exist in
parallel.

I think it is important to keep that in mind as we go through
this discussion because we have a patent-centric view of intellec-
tual property, since that is the Federal system and trade secret law
is State law. And starting with the Kewanee case, the two have co-
existed. We ai e talking about in this case adjusting the boundary
to make them coexist in a better way.

I will be happy to answer questions about that.
Let me move to my second major point, which is that prior user

rights must be limited to be effective. They have to be limited in
two ways. First, in terms of the proof that is required to establish
a prior user right, and second as to the scope of the right.

In the area of proof, I think serious efforts to commercialize and
preparations to use, issues like that, have to be easy and straight-
forward to prove if prior user rights are to serve their intended
function. I would like to see the language clarified in a number of
ways. But basically, the main point is this: one of the advantages
of a prior user rights system is to encourage people to rely on trade
secrets, rather than in every case filing for a patent.

If it is too difficult and expensive to establish that you are a prior
user, we undercut that goal of making reliance on trade secrets a
viable alternative. And issues like serious efforts to commercialize,
I think, are ones that need to be addressed, probably in the com-
mittee report and legislative history in general.
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Let me just say as an aside, that I think that preparatory items
such as: licensing and distribution, scaling up production processes,
forming marketing plans, and planning to integrate a new product
into product lines are generally the kinds of things that we would
look for as earmarks of serious efforts to commercialize. Those are
the kinds of things I think that need to be addressed. We are not
quite at that levelof detail in this hearing.

In terms of issues of proof, again, I think another important
point is that prior user rights must be established by the defendant
in a patent infringement suit, the burden of proof has to be on the
person asserting that they were a prior user. They must have the
burden o' showing the earliest date of use. But I think they also
should have the burden of showing that they did not derive the in-
vention from the efforts of the subsequent inventor who then got
a patent, which I think will go a long way toward addressing some
of the issues of the university community, which I think in some
cases are well-founded.

A lot of discussion in my written testimony goes to the issue of
how prior user rights will actually play out in confrontations be-
tween patentees and prior trade secret holders prior inventors. I
just want to say one thing about that that I think hasn't been men-
tioned much, and I will leave the rest for my written comments.

I think it is imperative that the prior user right be transferable
from the prior user to the patentee, which is just a straightforward
proposition. If a prior user comes forward and the right is estab-
lished, it ought to be a simple matter of the patentee buying out
the prior user. I think it ought to be permissible and encouraged.

I think that will have the effect of really reducing the stakes in
a very appropriate way in these confrontations between a prior in-
ventor who holds a trade secret and a subsequent patentee who in-
vented later. The reason it is important to make it transferable is
that we would like to allow the subsequent patentee who wants ex-
clusivity to buy it back for a negotiated price which will be a rea-
sonable compensation for the investment that the prior trade secret
user made in the invention, as well as for the future loss to the
prior inventor's business operations from having to give up the
prior user right.

And by the way, I think it is preferable to reach that compensa-
tion by private bargain than to impose some kind of reasonable
royalty requirement on the two parties. The parties are perfectly
well placed to bargain that out themselves, which is the normal
rule in intellectual property rights, compulsory licenses being usu-
ally disfavored.

Want to say one thing on the scope of rights which is an issue
that is going to have to be explored in detail if this is going to be
worked out in a satisfactory way. We should have a fairly modest
zone of expansion for the prior user. That is important because it
will keep the prior user right from undercutting the subsequent
patentee's patent rights to any great degree.

If a prior user can expand his or her use significantly after the
subsequent inventor who then gets the patent comes forward, that
would allow the prior trade secret user to leverage the invention
which the patentee has disclosed to the public in a way that is real-
ly unfair. Mat we are trying to do in a sense is protect the reli-



ance interest of the prior user, the trade secret inventor, who relied
on the trade secret system and who relied, frankly, on the absence
of a patent, we can assume, when they went forward and made
their investment. We need to protect that, but not at too great an
expense coming out of the pocket of the patentee.

My final points are issues of relatively straightforward principle.
What this legislation is really all about, putting aside issues of
international competitiveness and harmonization, just taking it on
its own bottom for domestic industry and domestic inventors, is
that it would produce a significant benefit with relatively little
harm. I think that is the way we should analyze it.

The reason I say that there is relatively little harm is that where
a prior user is conducting operations on a relatively low volume,
given the modest zone of expansion, the prior user right is not
going to affect the rights of a subsequent patentee to any great ex-
tent.

On the other hand, where a prior user is conducting extensive
operations, that is a clear indication that while the subsequent pat-
entee was the first into the patent system, the prior trade secret
user was making the benefits of the advance available to the pub-
lic, and therefore to the extent that that limits the patentee's
rights, that is justifiable because the trade secret user was making
the invention or its fruits or some aspect of it available to the pub-
lic.

That is why I say there is not really much harm to the patentee
in the second example. There is not much cognizable harm; the pat-
entee was not the first to provide benefits to the public to any great
degree.

In terms of the benefits, you heard from Commissioner Lehman
a very important point which is that this will cut down on the in-
centive to file defensive patents. We think of patents as helpful
from the point of view of incentive and encouraging disclosure, but
I think if you cock your ear to industry's cry at this point you will
hear a lot of people saying that they are rushing to the patent sys-
tem for defensive purposes. It is very clear in the software indus-
try, which is very much under discussion in this and other hear-
ings. But I think it is a point that we have to take notice of in gen-
eral.

If people are using the patent system not because it provides an
incentive but as a defensive measure, as a measure that they
would prefer not to take, I think we have to hear them saying
"please don't give me that incentive, I don't need it. I don't want
it. The only reason I am filing is because someone else might."

To revert to my earlier point, trade secrets are a viable form -f
protection and one that we have always encouraged. To the extent
that the balance has shifted and people are rushing to the patent
system for essentially the wrong reasons, I think we need to
recorrect the balance and make trade secrets again a viable alter-
native. And they will never be a coextensive alternative, as good
as the patent, for the reasons that the Kewanee case goes into and
every commentator on this issue has gone into it.

[The prepared statement of Mr. Merges follows:]
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Chairman Brooki. other nie mhcrs of the Subcommittee, staff nernburs, and intcrcstcd merbcrs

of the public:

Thank you for the opportunity to be heard on an important issue of patent policy. It is

always an honor for a private citizen to be asked to participate in the legislative process.

My written comments on prior user rights are organized as folows. First is a dcsc;ription

of the legal background, especially the current law pertaining tu priuj inventors. Nct is a

consideration of the likely coninercial impact of a prior user right. Finally, 1 describe what I

consider the essential criteria that must be satisfied by any detailed proposal on prior user rights.

I. Legal Background

Notwithstanditg the economic significance of trade secrets (swc II, below), patent law has

always had a curious relationship to trade secrecy, partly for federalism reasons (tradc scret law

is state law), and partly because one policy rationale for patents is tu cat;uurage public disclosure

of technical information -- a rationale distinctly at odds with the raian d'eire of tradc secrets.

One important area of patent law where this tension has been played out is in the law of patent

priority and invalidity ba.ed on prior invention, i.c., 35 U.S.C. § 102(g), which reads:

102, Conditions for Patentability; Novelty and Loss of Right to Patent

A person shall b% entitled to a patent unless--

(g) before the applicant's invention thereof the invention wt* made in this country by



another who had not abandoned. suppresed, or concealed it. In determining priority of

invention there shall be considered not only the reapective dates of conception and

reduction to practice of the invention, but al"o the reasonable diligence of one who was

first to conceive and last to reduce to practice, firnm a time prior to conception by the

other.

This provision .ck. out the basic lule of priority in U.S. law: the "first to invent" receives

a patent. It also provides a defense to third parties based on prior invention; if A 5ucs B for

infringement, B can invalidate A's patent by showing that C invented first. In both typcs of cases

the absolute first invention priority rule is subject to an important exception: prior iimesitions that

are "abandoned. supprcsscd, or concealed" (for brevity, hercinaft.r referred to as "concealed prior

inventions"), It is largely through this exception that the patent/trade seurct law tension has been

played out in the § 102(g) context.

Concealed prior Inventions conflict with the "discloburc to the public" rationale of patents.

Hence they are in general excluded from the class of inventions that can establish priority or

patent invalidity; that is. they do not count as "prior inventions." See generally Paulik v. Ri7.1alla,

760 F.2d 1270, 226 U.S.P.Q. (BNA) 224 (Fed. Cir. 1985) (Friedman, J., dissenting). To the

extent that concealed prior inventions arc coextc-sive with tiadc scorets, then, current law

disfavors tradc secrecy as a firm uf intellectual property protection. Although several cases have

held that state trade secret law may co-exist with fcderal p4tcnt law, .ee. e.g., Kewanee Oil Co.

'. Hicron Corp.. 416 U.S. 470 (1974), section 102(g)'s implicit "punishment" for thow who elect

trade secret protection -;how% that patent law is designed, at least in part, to encourage inventors
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to lect to enter the patent system.

This punishment clearly applies in the case of an inwtion that simply sits on a shelf for

years: the classic case of conccalmr,-nt. Just as clearly, it does not apply where a new technology

is sold to the public soon after it is perfected -- an casy %as of non-concealnicnt. There is a

difficult middle ground, however, where the cases reveal uncertainty over the appropriateness of

finding concealment. In thcsc cases, a prior inventor cXpIUitb ni1 invention, but not in a way that

reveals its Icchnical details. These cases illustrate the complexities of the patuthtade secret

relationship.

Judge learned Hand of the Second Circuit delivered an important opinion in a case like

thts. Gillman v. Stern, 114 F.2d 28 (2d Cir. 1940). The invention at issue was a pneumatic

'puffing" machine lr quilting. Only the output of the machine -- itb products -- was offered for

sale: the machine itself "was always kept as strictly secrt as possible, consiinti) idth its

exploitation." 114 1.2d at 30. The :ourt held that a completed invention will be deemed

abandoned, suppressed. or concealed if no steps are taken to make the invention publicly known

within a reasonable lime. The inventor, Haas, kept his invention completely secret rromn ti

outside world, including his employees and his wife. The court held that such a secret invention

did not qualify as a prior invention under the predecessor to § 102(g). See also Palmer v. Dudzik,

481 r.2d 1377. 178 IJS.P.Q. (DNA) 608 (C.C.P.A. 1973) (secret commercial use of yarn-making

Invention amounted to concealment). Gilmian has been called a good example of a "secret" or

"bidden" use casc. Robbins, The Rights of a First Inventor-Trade Necret User As Against Those

opf the Second bnve'nor-Pafcntce (Part 1), 61 J. Pat. Off. Soc'y 574, 591 (1979).

Courts have reached the opposite conclusion in a related set of cases, sometimes known
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as "non-informing public uw" cans. ee, e.g. Dunlop Holdings v. Ram (olf Corp.. 324 F.2d

33, 18R U.S.P.Q. (DNA) 481 (7th Cir. 1975) public sale of go!f balls made with special

preparation using innovative material ncgatcs finding of conccalment. een though preparation

aid material were not discernible from the balls); Burkc, 7he Non-.informlng Public Use'

Cuncpl and l s Applicalion fu Patent- Tradc Secret Coiylict.s. 45 Alb. L. Rev. I 060 (198 1). Just

bccituw lIhi in\ mentor's "black box" cannot be pierced by obser\ves. thcs,. cwse hold, does not

mea, that thy: inventor is consciously concealing it. Cf E.I. du Pont de Nemours & Co. v.

Phillips PctrolCuni Co., 849 F.2d 1430 (Fed. Cit.), ccrtorn denied 109 S.Ct. 542 (1988) (mcrcly

because research is secrct does not neain it liab necessarily been "abandoned, suppressed or

concealed" under § 102(g)).

Conceptually, there is not much to mparate these cases from cises such as Gd/man. The

fact that only the ,,,t/,I of 1ih secret process invention was available to the public in Gillman,

while the actual ihvcntion was sold in Dunlop, makes little diffcrcnce. In neither casc was the

public informed of the technical details of the prior invention; in both cases, the public was

receiving a benefit stcning fixn tli ucw intention. NeverthclcsN, the non-informing use of

Dun lop vs. secret (ur hidden) u4e of Gillman is an accepted distinction in patent law. See Donald

Chisum, Patents § 10.08141 (1978 & Supp. 1994).

The upshot of this distinctiott is that under the current systern the prior inventor who reles

on trade sccrct protection may or may nut defeat the patent rights of a subsequent inventor.

Moreover, because ortht complexity of these issues -- and of § 102(g) issues in general -- to rely

on trade secrets in fields where others might file patents is to live with uncertainty. Arguably, one

reason to favor prior user rights in such a context is to reduce this uncertainty. But there are other



reasons &s well, which are u sidered in te next section.'

U1. The Commercial Impact of Prior User Rights

To begin, it mut be understood that many industries rely heavily on trade secret

protection to appropriate the value of their research and development. See, e.g., Levin,

Klcvorick, Nelson & Winter, Appropriating the Returns from Industrial Research and

Dev'ehlpnewn, 1987 Brookings Pop. Econ. Activity 783 (1987) (reporting results of extensive

empirical survey of rech and development personnel at U.S. corporations; many industries

Value tradc secrets mote highly than patents as appropriability mechanism).

Tradc secret prutcetion hus been important in the sog-twarc industry, for example. As a

consequctce or §102(g) and the growing importance of patents in this industry, some

conilcntatonb have shown concern that soiware creators who keep their software as trade secrets

could wind up having to li"xnw a later Inventor of the same software. or even being forced to

sop using their softwato altogether, As the Commissioner of Patents recently testified:

Several companies, particularly small software start-up firms from Silicon Valley,

expressed concerns over potential liability for patent inlringement based on their use of

old" or "well known" software techniques. lhese individuals believe that patents have

bcen granted that vuvcr such techniques, in part because the techniques were not

documented in patents or printed publications. The proposed prior use defense could

address one aspect of thr problem these companies havc described, It would enable a

Indeed, it is essential to consider these other reasons,

since adopting a strong Gillman-type view of "concealment" will
eliminate uncertainty just as much as prior user rights will.

6
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company that had made the requisite degree of commercial use of the "old" technique

under the appropriate circumsLanccs to avoid liability for patent infringement. It would

provide this relief without requiring the company to prove that the patent bving asserted

against thcm is Invalid. Importantly, the type of evidence that could bx used to establish

a successful prior us" defense could ercompab,. forms of evidence that do not fit cleanly

within our currnl definitions of prior art. And while we aic unsure as to how frequcndy

this scenario may arise, we believe the- I :islatioin would address thc concerns as they have

described.

Hearings on Puient Infringcment. Suhco nfiee onu Patents (.Capyrights anrd Trudemark. U.S.

Senate Committee on the ,Iudiclar,, August 9. 1994 (TestnionY of Bruce Lehman. US.

(ommissioner of Patenl/. See Giates, Trade Secret Sofim-are. Is it Prior Art?. 6 Computer Law.

I1 (1989). This is especially imprtant bccausc dli boflvaie industry is currcmltly undergoing a

iransItior ,"tom being a non-patent industry tu %,me Nkheic patents aic importar.t. (See Chaptcr 2

of Robert P. M1crges, Patent Law and Policy: Cases and Materials (1992) for a discussion of

these "transition co(ts" in the software industry.) Since many software firms have vouiie to rely

on trade scrz-t protection, some may he hurt by the § I 02(g) rule. Prior user rights could afford

them relief.

The .mc is truck in other industries as well. This is important in the: current environment,

where patents are becoming more valuable and firms have adjusted to this fact at different speeds.

A. Litigatioin Set tlement/Lcensing Perspective

One commentator has noted that patciatcs may be loath to risk having their patents
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invalidated by bringing infrinxgemont suib Ugainst prior Inventors, a risk twt is presumably large

in light of the uncertainty ovcr § 102(g) "concealment" discussed in section I above.

Cor.scquently, according to this coenineulator, we would expect t(, see a settlement of any such

dispute. perhaps by cross-lhcensu,. Jords, The Rights oftie First Inventor-lrade Secret User As

Against Thos . of th S-cnd Inventor-Patentee (Part i/, 61 J. Pat. Off. Soc'y 593, 60l (1979).

By this logic prior u-cr rights might bc unnecessary, since conflicts between patentees and prior

inventors might be expected to result in setlemcnts.

There is no real way of ktiowing wlhethe;r this is true. Even If it is, however, the prior user

right could bc cxpccted tv change two aspects of these negotiations: (1) the relative bargaining

power of the parties, and (2) the cost of the negotiation.

A prios user right would give thc prior inventor a stronger bargaininp position, resulting

in a bcttcr outcome fur him or her. This is because the prior user right givss the prior inventor

a fallbackk" position in th uve;nt the patentee is ablc to prove that the prior inventor concealed

the invoeution, and lisxc that the prior invention does not invalidate the patented's patent The

extra bargaining power conferred by a prior user right would encourage inventors to consider

:rade scorc prot:€ction as a viable, although by no means equal, alternative to a patent.

A prior user right would affect the cost of negotiations as well, f" the law provided

objective, straightforward criteria for establishing the right. Under these circumstances, it would

bc much easicr for negotiatilig parlies to determine If a prior inventor qualified for a prior user

right than it -would be for then to determine the relevant § 102(g) isues, including whether the

prior inventor had concealed (1m; invention. Aside from this purely evidentiary advantage, prior

user rights would lower the stakes in a prior inventor/subsequent inventor-patentee dispute.



Currently, the only defense available to a prior invu-ntwr who wants to continue using technology

he or she dcvcloped Is to invalidate the subsequent invu.ntor's patent. Because the patent system

is et up to safeguard patents from charges of invalidity, the procedui al and evidentiary burdens

required to establish a defense of invalidity are substantial.

A rough analogy fromn the world of real property comes to mind. Imagine that A has

walked across a conicr of ['s back yard for years to reach a iver. At some point, I1 wishes to

build a fence that would block A from using this corner of B's property. Now imagine a legal

rule under which A. in order to have thu right to wall across that corner of the property aflcr

being challenged by B, is required to Invalidate B's thic to her entire plot of land.

A pi ior user right eliminates the need of the prior inventor to destroy the sulequent

inventor's patent In order to conlinuc her own use; it limits the saakcs in the dispute to the

contested "corner" of the patent right. Pecausc of this, it can be expected to reduce the cost of

bargaining to a mutually satisfactory vilution. Since the vast majority of Igal ,laims of all kinds

result in settlemunts, this may in fact be the most important contribution of prior unr rights.

B. Cumparative Experience: Europe and Japan

The preceding paragraphs are meant to establish that prior user rights will not unduly

harm the economic interests of patentees, yet will make trade secrets a more viable option for

prior inventors. Thc best evidence that thcse rights will iot have an ,vcrwhclmiogly negative

impact on U.S. Industry is that no such impact has been documented in the many countries that

have lor.; enjoyed such righLs.

l'rior user rights are common in Europe and Japan. See Keith Kupfcrschmid, Prior Uiter
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Rights: Th, Inventor's Lottery Ticket, 21 Am. Intell. Prop. L. Assoc. Q.J. 213 (1993); T.

Tanabc & H. Wegncr, Japanese Patent Law § 841 (1984) ("Prior Use Liensc of Right");

Patents Act 1977 (United Kingdom), § 64 (Right to continue uwc begun before priority date").

These countries generally protect thc right of an independent inventor to continue using her

invention despite the issuance of a valid patent covering it. T)pkiall, these prior uscr rights

protect only inventors who begin working an invention before the other in-entor files a patent

applicatioil, and then only to the extent that those indcp;ndcit inventors continue working the

invention in the same manner. Such a right, in other wordb. "pro tcts only the doing of the same

act of infringement as was done (or prvparcd for) before the priority date; allowing the user no

freedom tn modify or develop his activities." 1 M. Vitoria et al., Encyclopedia of United

Kingdom and European Patent Law § 4-311 (1977 & Supp. 1991). Finally, note that the

system of "prior user" rights in Europe protects the rights of first inventors'Iatcr filers in those

countries. PrOr inventors arc allowed to continue their use of the invention after a patent issues

to the second inventor. 3rownlee, Trade Secret (Ise of Patenabl, Invcntons, Prior User Rights

and Patent Law Harinoni:aion, 7Z J. Pat. Trademark Off. Soc'., 523 (1990). See also

European Community Patent Convention, Article 38 Cight based on prior use and right of

personal possession").

Knomkledgcablk observers state that the prior user right has a minimal impact on patent

activities and R&D in general. 5ce 1ise Osterborg, T wards a /l¢rmonl:cd Prior User Right

Within a ('omma, Aarkel S).slem, 12 Int'l. Rev. Indus. Prop. & Copyrilght 447 (1981) (in 14

ycars since the creation of prior user rights in England, no case reported in which it was raised

as a defense; same in Italy over 13 years; 4 reported cases in the past 20 years in France);



Bardehle, The WIPO Harmonlzation Tr)tty and the Grace Period, Indus. Prop., Oct. 1991, at

372; FsanAlin Pierce Ix%, Center: 7ird Parent Syem MqJor Problems Gonjerence, 32 Idea 1,

41-64 (1991) (discussion of nccd for prior uscr rights system in U.S.). "Ibcrc is simply no

evidence of the negative cff,'ts attributed to prior user rights by their opponents.

I1. Criteria fur Effective Prior Use Right

Any prWr uscr right should meet the following criteria:

* 11 must be "frozen" at the same type and level of activity that its holder was

conducting when the right arose, or, at most, provide only ,, small "zone of expansion" in the

wchnical features of, and volume of activity flowing from, the prior user's invention.

* Its legal requirements -- i.c., the facts that must be proven to establish the right -

- ought to be as sttaik;ltsurwvrd and objective as possible. This will ease the litigation burden

created by a nvw dcfcnse, ad morc importantly, make private settlement negotiations cheaper

and more predictable.

0 It must he non-transferable to third parties, to prevent the right from undermining

patcntee's incentives, yet it must be explicitly transferable from its holder to a subsequent

patentee.

In addition, as with most legislation, the presumption is that prior user rights should not

bo- retroactive, so as to protect the reliance of others on the prc-existing state of the law.

A. Scope of the Prior User Right

Some prior u.wr rights scheti-s that have been proposed adjust the scope of the right
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according to the claims of the subsequent inventor's patent. S. 2272, fur instance, the prior unr

right bill considered by the Scnate this year, limits the scope of perrnatcd prior uses to those that

infringe the claims of this patent on the date it was filed. Aside from detailed issues. such as how

to handle claims that arv amcndcd after the filing date, these schemes seem to measure the wrong

thing. The law should be concerned with the proper scope of the prir uscr riglhti its tad of

themselves, without reference to the details of the subscqucnt patent The limits of the prior user's

rights should be defined by what her invention was on the filing date. not what the patentee

claims then or sub.sequently. This is so because a prior uswr ui, cib tr4 c sccLet piOtection

should know with certainty what her rights will be in the e\ent of a subscqucnt patent; those

rights should not depend on the vagaries of the subsequent invcnmor's patent drafting and

prosecution skills.

In my view. prior uer rights must be limited if they are not to undermine the patent

system. The prior user should receive some rights, but her rights ought not to detract too greatly,

in the average case, from the rights of a subsequent patented.

B. Keep it Simple (and Cheap)

For prior user rights to achieve their full potential benefit, the) must present a more

tractable issue for bargaining, as compared to prior invention (§ 102(g)) issues such as

concealment. As mentioned earlier, making prior user rights easier to establish will make It less

likely that such rights will have to be established via litigation. In this era of expanding litigation

in general, and patent litigation in particular, this would bc an important advantage.

For the most part the way to carry out this objective is to specify -- in legislative history,



for example - that objective evidence of usc or "seuous preparation" is needed to establish the

rights. Lab records, corroborated by multiple reveachers mind bwkod by produce dcvclopmnent

or marketing evaluations, would seven as the paradigmatic proof of prior usc. Whatever the

details, the clcarcr the criteria, the momc negotiated settlements %% would expect.

C. One Way Nor ransferability

Prior user rights must not be transferable from their holders to third parlicb. They should

bc transferable from thcir holders to subctiuent patentees, however.

Traniferability to third parties would eriiusly undermine a patentee's incentives, since

she could bc surc that the prior user rights would wind up in the hands of her most skilled

competitor. A patent in this circumstance would be no morv than the right to exclude all but your

most serious competition. For this reason, buying the prior user right from its hld.r would do

the patentee no 1K)d; the holder could be expected to ask for much more than if the right wcre

nontrantferable.

Once third part), transfers arc prohibited, however, trmnsfurs Ion prior user right holders

to patentees ought to be encouraged. Such a wansf er would give thy patentee absolutely exclusive

rights. just as she receives now in the face of a holding dti the prior user concealed the

invention. Under a transferable prior user right region, however, the prior us could ask for

compensation for her R&D costs and the loss to her buibr. stemming from non-practice of her

invention. Or course, if she asked for too much, the sutnquent patentie could decline the deal;

the prior user would t-cn be permitted to use her invention on a limited basis, as specified in the

statute. The point is that by explicitly permitting transferability from prior user to subsequent



paientees the law would allow absolute exclusivity, subject to some appropriate compensation

(ar ed to by the p.1.is) for the loss to the prior user of her trade secret rights.

As an aside, the compenWion under these deals would be a good measure of the value

of the trade secret rights to the prior user. The anticipation of such compensation would then

urim part or the incentive to develop trade secret technologies. Again. note that this would

generally be much less of an inccnfivc than a patent. but that it would be something.

IV. Conclusion

Currently, patent law sends mixed signalss to inventors regarding trade secrecy. In one

sense, this is appropriate; one goal of patent law, to encourage disclosure of technology, is

stymid by tradc sccrCts. On the other hand, many inventions are of uncertain patentability, or

occur in industries where firms do not generally beek patent protection.

Patent and trade secret law must therefore be made to accommodate each other. While

vurrtnt law achieves a workable accommodation, introducing prior u-er rights would alter the

balance favorably. This is so because prior uscr rights, properly implemented, represent a

significant benefit to thom -who choose trade secret protection, % itl;ut umdcrvuttiiag tou sriously

thc rights of sub3cqucnt patentees.



Mr. HUGHES. If you could conclude your testimony because I
have a vote in progress. Are you completed?

Mr. MERGES. Yes.
Mr. HUGHES. I am going to take a recess for 10 minutes and I

will be back.
Thank you.
[Recess.]
Mr. HUGHES. The subcommittee will come to order. And we will

try it again. Mr. Holleyman, welcome.

STATEMENT OF ROBERT HOLLEYMAN, PRESIDENT, BUSINESS
SOFTWARE ALLIANCE

Mr. HOLLEYMAN. Thank you, Mr. Chairman. It is a pleasure to
have an opportunity to testify before your subcommittee again.
Business Software Alliance represents leading publishers of soft-
ware for personal commuters. On the issue of patent protection for
software-related inventions, our members have divergent views.

Some companies believe that patent protection is a good thing;,
others believe that it is not. Some companies file for defensive pur-
poses. BSA has previously filed a series of comments with the As-
sistant Secretary of Commerce and the Commissioner of Patents
and Trademarks, Mr. Lehman, regarding some of the improve-
ments that we would like to see within the context of the existing
law in terms of patent protection for software-related inventions.
We appreciate your interest in this matter and the issue before this
subcommittee today.

Our members do agree that there would be a positive impact
from the passage of legislation establishing a prior user right and
that a prior user right would benefit the software industry. We be-
lieve, in particular, that it would benefit many small software com-
panies; those companies who are least able to utilize the existing
system or who find that the cost of filing software patents for de-
fensive purposes is an expensive one.

As to the issue before us today, we would like to address a couple
of comments in relation to the Senate bill, since that legislation has
been introduced, and since it may be considered prior to the conclu-
sion of this session. You posed a question to the Commissioner that
addressed quite squarely the interests and the concerns of the soft-
ware industry. Our concerns are essentially three: one, we believe
that the bill in its current form would not necessarily provide a
right to a software publisher to sell a product that encompassed a
prior user right. Given the nature of our business, that is really es-
sential to us; that the product and the commercialization of that
product be protected, not simply the process that was utilized.

Second, we believe that in defining commercial use, that it is also
important to recognize that the end user of the software be pro-
tected. In that context we believe that the Senate bill is overly re-
strictive in its use of the term "commercial use," and that term
may not protect an academic user or a home user from a claim of
infringement.

Finally, we believe that the Senate bill in its definition of the
term of transferability" is also unduly restrictive in that it only al-
lows a prior user to transfer the right in the context of transfer of
an entire business. In the software industry, we more commonly
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find that a product line or a product is transferred rather than an
entire business. For the prior user right to be preserved in such a
transfer, we would encourage a clarification, if the Senate bill were
to be adopted, of that transferability right so it is not overly restric-
tive.

We believe that these three points can be addressed through a
series of technical amendments to the Senate bill, which is the ap-
proach we prefer rather than relying upon legislative history. If
these can be addressed, the software industry does believe that this
legislation and legislation on this subject, would have value for our
industry.

Absent such changes, we are concerned that the bill in its cur-
rent form would have only minimal value, if any, for software. The
software industry cares about this issue a great deal. Again, we
have divergent opinions on the issue of patent protection overall,
but we do agree on the issue of prior user rights and on some of
the positive things that this committee is reviewing, and some of
the positive things that Assistant Secretary Lehman is reviewing
through the Patent and Trademark Office.

Thank you.
[The prepared statement of Mr. Holleyman follows:]
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Mr. Chairman:

My name is Robert Holleyman. I am the President of the Business Software

Alliance. On behalf of the BSA, I would like to thank you for convening this bearing to

consider the issue of prior user rights. We appreciate the opportunity to participate in this

discussion.

I. The Business Software Alliance.

The BSA was organized in 1988 to promote the continued growth of the software

industry though its public policy, education and enforcement programs in the United Staeus

and more than 50 other countries throughout North America, Europe, Asia and Latin

America. BSA members are actively involved in nearly all aspects of computer software

development, including, for example, the production of operating systems, application



programs, and networking software. Current BSA members participating in this statement

include: Apple Computer, Inc., A , Inc., Intergraph Corporation, Lotus Development

Corporation, Microsoft Corporatio, Novell/WordPerfect Corporation and The Santa Cruz

Operation, Inc.

I should clarify at the outset that members of the BSA have widely divergent views as

to the value of patents being granted on software-related inventions. At the same time, in

recognition of the fact that the current patent system does offer protection to such inventions,

the members of the BSA appreciate the value of sharing with the Committee their views on

prior user rights and the positive impact prior user rights would have on the software

industry. In that spirit, the BSA would like to offer the following brief comments in support

of the concept of prior user rights. As you know, Senator DeConcini has recently introduced

a bill that would amend the Patent Act to provide for prior user rights. Accordingly, much

of my testimony today will be directed to the provisions of the Senate bill (S. 2272).

IU. General Comments,

As the BSA understands the legislation, the Senate bill would give software

companies that independently develop software covered by a later-issued patent the right to

continue certain activities with respect to the software after the patent issues. As we

understand the intent of the legislation, end-users of such software would likewise have the

right to continue to use such software after the patent issues, if they meet the prior

commercial use requirement.



The BSA agrees with the thrust of the remarks made last month with respect to the

Senate bill by Assistant Secretary of Commerce and Commissioner of Patents and

Trademarks Bruce A. Lehman. We are gratified that Commissioner Lehman has recognized

the problem faced by software firms, particularly small ones. with patents that cover

software technologies which were "old" or "well-known" at the time the patents were

applied for but which were not well-documented. By permitting a prior user to prove just

his or her own commercial use of the technology and not the invalidity of the patent, the

Senate bill would ease the burden, particularly on small start-up firms, of what otherwise

might be financially crippling patent infringement suits. This is particularly so because the

prior commercial use could presumably be proven by the normal evidentiary standard of a

preponderance of the evidence, whereas invalidity of a patent must be proven by -clear and

convincing" evidence.

The BSA also agrees with Commissioner Lehman that the Senate bill would not

unduly prejudice the rights of patent owners. The prior use right is available only to those

persons and companies which can show that (i) they commercially used the patented

invention prior to the effective priority date of the application for the patent and (ii) they did

not obtain the invention from the patentee or his or her privies. Moreover, the prior use

right extends only to the claimed subject matter that the prior user had in his or her

possession at the time the patent was applied for - it is not a general license under all the

claims in a particular patent. Thus, the BSA echoes Commissioner Lehman's conclusion that

the prior use right sought to be established by the Senate bill would merely strike a balance



between the rights of patent owners and the rights of earlier innovators who elect trade

secrecy rather than patent proiction for their invention.

All of this being said, the BSA has serious concerns as to whether the Senate biU in

its current form will have the desired effects. We believe the Senate bill contains significant,

albeit unintentional, shortcomings which would severely limit the practical value of the prior

use right it confers, at least as to software companies and others whose primary concern is

the right to continue selling a product after issuace of a patent covering technology they bad

previously developed and commercialized. My testimony will focus on software companies,

but it should be understood that my comments are equally applicable to other "persons"

whose businesses have similar attributes.

As presently drafted, the Senate bill would not clearly permit a software company,

which had developed and commercialized technology covered by a newly issued patent prior

to that patent's critical date, to continue marketing products containing that technology.

That, to us, is a very serious problem, one which goes to the heart of our industry's concern

about "software patents."

In addition, the Senate bill would not clearly permit a non-commercial end-user of

software to continue its use in the face of a newly-issued patent, even though the

proprietor/supplier of the software could rely on the prior use defense.

Let me explain to the Committee why the BSA interprets the Senate bill as it does.
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M. The Concerns Qf the Softwre InduMr.

Section 2(b) of the Senate bill provides that a person shall not be -liable as an

infringer" of a patent if he or she had 'commercially used" the patented technology in the

United States before the critical date of the patent, but neither that section nor the rest of the

bill explains the result of the bestowing of that status on the person. In other words, the bill

does not say that such a person may then "make, use and sell" the patented technology - the

acts that constitute patent infringement under Section 271 of the Patent Act - without

liability. Neither does it say that persons who purchase, license or otherwise acqwre the

technology from such a person are not themselves infringers. Indeed, Section 2(e) explicitly

states that "shrink wrap" licensees, the customers of our member companies, would be

subject to infringement charges.

Section 2(d) of the bill adds to the confusion by stating that, as long as variations or

improvements of the technology do not infringe additional claims, the rights granted by

Section 2(b) "shall include the right to make and use" those variations or improvements.

Note what is not explicitly included: the right to sell them, the third of the acts that constitute

patent infringement. Since the other two acts that can constitute patent infringement are

specifically enumerated, and exempted, the most logical interpretation of the bill is that the

third such act, the act of selling, is not exempted. And if selling is not exempted in this

situation, what basis is there for interpreting the bill as exempting selling where no variation

or improvement of the patented technology is involved? The answer, unfortunately, is -

very little.



It should be noted in this regard that the ptem systems of major U.S. uading

panners grant prior users the right to continue to sell a product covered by a later-issued

patent. For instance, SeWon 64 of the United Kingdom's Patents Act of 1977 explicitly

provides that a prior user may continue, after the patent issues, to perform all those acts that

it was performing or preparing to perform before the priority date, including disposing of the

later-patented product. If, as Commissioner Lehman stated in his testimony last month, the

goal of the Senate bill is to harmonize U.S. lYen law with the patent laws of. our major

trading partners, then the bill must make clear that the prior user right includes the right to

sell products covered by later-issued patents.

IV. The "End-User" Problem.

In addition, under the Senate bill the prior use defense is available only to persons

who prepared for or actually began commercial use of the claimed subject matter prior to the

criticAl date. Insofar as commercial use is defined as *use in interstate or intastate

commerce," the da-k-se apparently would not be available to any person who had acquired

and used software for private, non-business use, for example, home or academic use.

The bill's provision that the prior use right is not trasferrable except in connection

with the sale of a business meam that, evea if a software company, by virtue of its prior

comerc development of the software, has a viable infringement defene with respect to

its saLw of the sfware (a matter about which the BSA has grave doubts, as expressed

above), the puchafi&/ed-user of the software who is not using the software

"commercially, does noL This leaves a serious problem for BSA members. Software



makers are primarily in the business of selling software, not using it. It does not aid

software makers very much to have a right to sell software to persons who have no legal

right to use it.

Other countries have addressed this issue by placing those who purchase patented

products from sellers having prior user rights on equal footing with those who purchase such

products from the patent owner. Again, with reference to U.K. law. customers of the prior-

user seller are "entitled to deal with the product in the same way as if it had been disposed of

by" the patentee, U.K. Patents Act of 1977, Sec. 64(4). thereby ensuring that the prior

user's right to sell later-patented products has some practical value. As with the issue of the

prior user's right to sell, hannonization of the Senate bill with foreign patent systems would

require an appropriate amendment to deal with the purchaser/end-user problem.

V. The Transferability Problem.

I just addressed one problem the BSA has with Section 2(e) oi the Senate bill. On a

different, but related, subject, we believe that this provision of the bil is unduly restrictive in

that it would not errmt the personal use defense to be transferred to an entity that bought an

entire software product or product line from a person having the defense available. As

drafted, it instead only applies to the transfer of an "entire business or enterprise." Since

software proprietors often sell all rights to individual products but not their entire business,

the restriction is significant and, in our view, unduly harsh. The BSA does not believe the

policies being accommodated in the bill would be harmed if the personal defense was

broadened to cover this form of transfer.



VI. Deinition of OCfK2L '.

My last comment on the S aue bill concerns a stmantical problem that could create

some confusion if the bill becomes law. Under the bill, a person would acquire prior user

rights by commerciaDy using the laer-paeted invention before the "critical date," which

Section 2(a),Pf the bill define as "the filing daze or the priority daze, whichever occurs fu.,

of the application * This definition of 'critical daze' does not comport with the common

usage of that term in the patent field. The term "critical date' as used by patent practitioners

means the date one year prior to the eadiest U.S. filing dae to which the applicant for patent

is entitled. To avoid causing any confusion as to the established meaning of "critical date,"

the BSA recommends that the term be called something else or that the term 'critical date'

appearing in Section 2(b) simply be replaced with the definition set forth in Section 2(a).

VII. C

We appreciate having the opportunity to present these remarks and look forward to

working with the Commitee should it decide to draft legislation to address this issue.



Mr. HUGHES. Thank you, Mr. Hollyman.
Mr. Budinger, that is another vote. I hate to tell you, I am going

to recess for another 10 minutes. I will get back as soon as can
to take your testimony.

[Recess.]
Mr. HUGHES. The subcommittee will come to order.
I hope that is the last vote, but we will see.
Mr. Budinger.

STATEMENT OF WILLIAM D. BUDINGER, CHAIRMAN AND
CHIEF EXECUTIVE OFFICER, RODEL, INC., NEWARK, DE

Mr. BUDINGER. Thank you, Mr. Hughes. I appreciate the oppor-
tunity to be here.

Since everything is covered in my written testimony, I will be
very brief and underline just a couple of points. There has been
some discussion about whether our case is a singular case, and I
would just like to make the point that the example that I give in
my written testimony is one of several that have occurred just to
us, and that rather I expect that there are quite a few of these out
here. As I have gone around and talked to my colleagues in the
business world, they all say that they have similar experiences to
ours. So it does seem that there are quite a few out there like us
that have found process patents on the things that they have been
doing on their factory floor. And the key in ours is that we saw for-
eign patents issued on processes that we have been using for as
long as 20 years.

I want to talk about the trade secret issue for just a moment.
Most of the elements of technology that are concerned here are not
the major inventions like the light bulb or transistors. They are the
little tiny things on the factory floor, the development work that
goes to make a process or product commercial. And it isn't like we
think, whoa, here is a new invention and should we patent it or
keep it a trade secret? It doesn't happen that way.

The way it happens is that we don't even think about it. We
make these innovations and we don't even register that they may
be innovations and may be patentable. They are just a part of the
collection of the technology that we create in order to produce the
product.

The product itself, we very likely patent because that is some-
thing we want a monopoly on. The processes that are involved in
the manufacturing part of it, we usually don't even think about as
being trade secrets in a small business. So that it isn't-I wanted
to make the point that it isn't that we think that we have some-
thing valuable here and we decide not to patent it. Although that
may happen, in the majority of cases we don't even realize it or
think about it. And what occurs later on is the surprise when
someone comes along and gets a patent on something that we have
been doing for a long time. When we go to defend ourselves and
we say, gee, there is nothing written about this in the literature
and we are stuck, and that is what the prior user rights bill is try-
in to address.

think everything else that I might want to say I will address
in questions.

[The prepared statement of Mr. Budinger follows:]
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Mr. Chairman and Members of the Subcommittee:

My nare is Bill Budinger. I am both an inventor and the founder of a small

manufacturing company. As an inventor I hold several dozen patents in the U.S. and

overseas. I derive significant income from licensing some of those patents. I am very

interested in maintaining a strong patent system and strong patents.

My compryRodelgot start in my bathtub 25 years ago as I tried to make one of

those inventions. The company grew by its own resources and today employs about 300

people in the U.S., another 100 around the world. Our primary products are polishing pads

and slurries that are used by the electronics industry in the manufacture of micro-chips, LCD

screens, and memory storage devices.

I am here today partly as a result of my company's effort to continue supplying our

markets as those U.S. markets moved offshore. In 1979, 90% of our customers were

American. In the 1980's, most of those American customers went bankrupt, got bought ou..

or moved offshore. Survival for us meant becoming global and learning how to compete with

firms like Dai Ichi, Fujibo, Fujimi, Marubeni and Mitsubishi. It meant learning how to make

products with quality that was better than the best in Asia. It meant trying to persade a

foreign customer to buy American - while our foreign competitors waited in his lobby. My

company still exists because we were successful. Today, the majority of our business is

supplying products to foreign owned customers. We have a huge export surplus. In fact, I

am pleased to report that our American-made products are preferred in Asia even over Asian

made products - so much so that in our specialty we sell more in Asia than all of our Asian

competitors combined. In fact, it is not possible to buy an electronic product made anywhere

in the world that was not made with at least one of our products.
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The issue that brings me here today is concern about the vulnerability of our company

and many other small American enterprises in the intellectual property area.

Partly because of our success in Asia, our Asian competitors have shown a keen

interest in our technology. About a year ago we were astonished to learn that it was possible

for them to get U.S. patents 4,a parts of our manufacturing process and then stop us from

making what we had been making for years.

Here is one example of what happened:

For years our company has been manufacturing one of its principal

products by using a process involving heat. When we first began making the

product almost 20 years ago, it did not occur to us that something as simple as a

particular heating process might be patentable. A few years ago, a foreign

competitor filed a patent in their own country claiming the use of beat to

manufacture a product just like ours. They then filed for and received a U.S.

counterpart patent. We now find ourselves facing a new U.S. patent on a process

that we developed 20 years ago and have been using ever since to make products

in our plant. The foreign company that holds the new patent is a huge

corporation. It dwarfs our small enterprise. If they choose to enforce their

patent, they have the financial horsepower to overwhelm us. There is no clear

U.S. law that protects us. Our attorneys tell us that under existing U.S. law, the

holder of a valid patent on our process would probably be able to stop our

production.



We were surprised to learn that someone could get a new patent on a process that we

had been using for such a long time. We had understood American patent law to say that

after one has been commercially using a process for more than one year, it can no longer be

patented. We, like most U.S. inventors, mistakenly believed that if we were first or have

been using technology for more than a year, it cannot be successfully y patented by another.

Most of us are not aware that our use of technology is not necessarily a bar to some one else

coming along much later and getting a patent on it.

The technology that is vulnerable is not the technology of major inventions like

the steam engine, electric light or transistor. Because such inventions are finished products

and get public notice, they cannot be subsequently patented by others. The technology at risk

is the mundane everyday little pieces of confidential manufacturing technology that give a

manufacturer his particular competitive edge.

The thing that makes such technology vulnerable is that it is confidential. Even old

technology that is not publicly known might be patentable by someone who newly discovers

.4. Because the present law is unclear on this issue, our patent attorneys tell us that the only

sure protection is not to have anything be confidential - to publish or patent every single piece

of technology. But running a manufacturing business an such a basis is not practical. It is

much easier to copy than innovate. If manufacturers must publish all their confidential

technology, their competitors get a tremendous windfall.

The other available option - patent everything - imposes an even more onerous burden.

Patents are expensive and their prosecution takes precious time away from new innovation or

running the business. For this reason, inventors and small companies generally try to patent



only those inventions that they intend to sell on the open market, The hundreds or thousands

of little innovations that ae incorporated in their tooling, processing, software, or intermediate

materials are rarely patented. Furthermom because the confidential technology resides on the

factory floor or behind closed doors, patents for processes, tooling or intermediate materials

are extremely difficult to enforce. It is often impossible to know if such patents are being

infringed - especially overseas.

Another very important consideration regarding the cost of patents is that domestic

patents alone are no longer adequate even for small enterprises. More and more, the survival

of America's small enterprises will depend upon their global competitiveness. Since our

foreign competitors are free to read U.S. patents (and soon even our applications may be

published), they gain immediate access to our technology. If we are required to defensively

patent all our processes, the only way we can globally protect ourselves is to file counterpart

patents all over the world. The burden is huge. For example, the cost of obtaining full

European patent coverage for just one invention is $88,000 in application and maintenance

fees alone. That doesn't include Asia, it doesn't include the costs of translation or legal fees,

and it doesn't include any of the costs of enforcement. In other words, worldwide patenting

has become so expensive that small enterprises are effectively precluded from patenting any

but the most important of their inventions - usually a tiny fraction of the total of their

innovative technology.

There is, therefore, no reasonable means under existing law to defend ourselves against

those who could take away our right to use our confidential technology. America's major

trading partners have already addressed this issue and protected themselves. They avoid the

4
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danger of losing their confidential technology by incorporating "prior user rights" into their

patent laws. Prior user rights are a little like a "grandfather clause." Under a prior user right,

if a patent issues and someone else can prove that he has been using the technology since

before the priority date, the law would allow continuation of that prior use.

Speaking as a patentee and first inventor, I believe that prior user rights are not a

threat to a legitimate first inventor. Consider for a moment the sequence of events necessary

to produce a patent application versus the events necessary to establish legitimate prior use.

The inventor may apply for his patent after he has merely conceived of the idea or he may try

to reduce it to practice and make some determination of its commercial potential before filing

his application. On the other hand, to qualify as a prior user, one must do everything the

inventor does V do the planning, engineering, and investing in plant and equipment, all

before the other inventor files his application. In the real world, it is very unlikely that a

prior user could do all that before a legitimate and diligent first inventor had filed for his

patent.

Nor do prior user rights deny the public the benefit of such technology. Prior user

rights are only an issue for that technology which has, by definition, been invented more than

once. Since the prior user is given no monopoly, subsequent inventors are free to

commercialize (and perhaps even patent) the same technology. The public gets its benefit

both from the prior user and the subsequent patentee.

As things stand now without prior user rights, American manufacturers are not

operating on a level playing field with their foreign competitors. If we get a patent on their

technology, their prior user right allows them to keep operating. If they get a patent on our
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technology, they can shut us down. Among all the major trading nations of the world.

America is alone in not Rrotecting its native industry with vrior user rights.

The Prior User Rights Act of 1994 will correct the problem. It will grant to American

enterprise a clearly defined and limited prior user right. It has been crafted to take into

account the concerns of the major parties at interest. It strikes a balance between the rights of

a legitimate prior user and the rights of a legitimate inventor. It places the burden of proof

on the prior user. It is a national bill - it benefits only those who use technology on

American soil. Because it confers no benefit to offshore enterprises, it is not useful as a

"trading chip" in trade negotiations.

Attached to my testimony are several letters that give important perspective to this bill.

The first letter summarizes the U K's experience. They report that enactment of prior

user rights in the UK created no adverse effect on their patent system.

The second letter is from the Association of University Technology Managers. A' UTM

has vigorously opposed prior user rights in the past, and some A UTM members remain

opposed I believe their decision not to actively oppose this particular bill is based upon the

bill's balance and the obvious need

The third letter is from Dr. Robert Gore, president of W L. Gore & Associates. In

addition to his renowned innovative management techniques, Dr. Gore is a great inventor.

Among his many contributions to American technology is the product known as Goretex. Dr.

Gore's support of prior user rights is significant because he was the patentee and plaintiff in

the often quoted Gore v. Garlock case. The unsuccessful defense against Gore's suit was

partly based on a claim of prior use.



The final letter Is from Lar Corp. Lanxide i a small company heavily devoted to

research and development. Lanxide holds over 3000 world-wide patents. Theiif-uture

depends on the strength of those patents Lamrde' s letter explains why a good prior user

rights law is Important even to those who rely heavily on patents to protect their research

investment.

We do not desire to have a monopoly on our confidential technology. We only desire

to be allowed to continue using it. Given the growing number of process patents now being

issued in the U.S. to foreign entities, the risk is building. We need a good prior user rights

bill.

All of us in industry who have followed the progress of this bill hope that it can be

passed in this Congress.

Thank you. I look forward to answering your questions.
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Dear Bill

PRIOR USER RIGHTS

You asked me about patent legislation in the UK on prior user rights in
relation to granted patents.

In the UK before the Patents Act 1977 evidence of A" prior use, whether
public or secret, was a ground of invalidity of a patent. Thus if it
was proved that there was a prior use of any kind a subsequent patent
would be Invalid and therefore could not be used to prevent continuation
of the existing use. The 1977 Act limited the grounds of invalidity of
a patent to lack of Inventiveness over the prior art. Prior art is
statutorily defined as any matter which was made available to the
public. Hhile this definition includes public use it.does not Include
secret use. Thus evidence of secret use is no longer available to
invalidate a patent.

It was considered to be inequitable that the patent system should be
able to be used to stop tomorrow what someone had been legitimately
doing today. A prior user right was therefore included in the 1977 Act
which gives to any person, who before the priority date of a patent,
does in good faith an infringing act, or in good faith makes effective
and serious preparation to do an infringing act, the right to continue
with that infringing act. This right is not licensable or separately
assignable. It is transmittable only with the business. The burden of
proof in establishing a prior user right is on the person who asserts
that he has that right. The effect of this additional feature on the
patent system has not been of any significance.

I trust the above is sufficient for your purposes.

Your sincerely

N.N. DAVIS
Director of Patent Services
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Suite S, 7 EstAenue NorwalkCrF06m1490 * Phone: 2 .34S2-71S * Fc 20.,M.6714

RE: PRIOR USER RIGHTS

As you may be aware, efts ae underway to Inrkoduoe Fedeir Prr User
Rigts legblation. In order to keep you updated n the wpogr of fts haue.
e:dosed you w fd.a memo. Th n1 tto Sn.aimecan M"actrNS,"
ftom W.D. Budinavrat Rode, Inc.. a copy of the Prposed Pdr U 'Rigt
Bi as it unmendy sts, nd a copy of a tmn-,iNent ahalyss of the bIL

The sb being taken by the AUTM Board is as ftlows iWewe would rather
not have any form o Prior User Rights r nly a lmWtd for that hum to be
dalmed witk some reasonable time after a p ant louens we amre convinced
that Mr. BudkirW propo legislation Is Hatin Buled a fm of P "rio User
Rigt a w m qwrgoin toeq, "rthu we feet we should @ihergveMr.
Budkgs bi our qu~afledeuppord a kwW kId e dth W wornt ta ey
oppose it -at least = long as It sIa fts1d. Nopefly pimage of the
Budingor Il wil forestal the kWTx'stion of a broader form of r User Righs
of the sort that some ofthe larger Musbi c rpoatons have bee pushing.

Members of the AUTM Board have worked wih Mr. Budinger to narrow the bil
as much as posslie and he has tid very hard to meet our concems because
hewants university support He h= a commNtment frm DiCancintaff that, If
the bil becomes contrversial and gert dwged, they wM see thatI Is
wlhdmm from condderai

The AUTM Board feels that twould bera waste of our efforts to aetively oppose
this bil but the Board wil makm clr tha any broader fcrm f Prior User Rigts
would resu" in our strang opposition.

This Is AUTM's po o this imue. AUTM Members should feel ree to
eres the d opinion to their Wailngton reprsenMt-ve and to the
AUTM Board. We would apreciate It If you would fcwrd copies of any letter
you write to Penny Dabze at the AUTM Hesadquarler.
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April 19, 1994

William D. Budinger, President
Rodel, Inc.
451 Bellevue Avenue
Diamond State Industrial Park
Newark, DE 19713

Dear Bill:

Thank you for sending me copies of the proposed "Fror User Rights Act of
1994" and the legislative history that accompanies it.

I believe that enactment of this legislation will help encourage innovation and
technological development In the United States. The bill provides needed protection of
the rights of prior developers and users of technology while still protecting the legitimate
patent rights of patentees.

If I can be of any help in supporting this measure, please let me know.

Sincerely,

Robert W. Gore
President

RWG/ld

cc: lain Campbell
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May 17, 1994

Mr. Wiliam D. Budine, Presden
Rodel, Inc.
451 Bellevue Avetm
Diamond State T a Park
Newak, DE 19713

Re: Proposed Prior User Right Act of 1994

Dear Bill:

We have reviewed your proposed entitled "Prior User Rights Act of
1994" (the "Act) and your discussion and explation aftaced darto. we believe that
the opposed Act is logia ad provideS ed protecn to companies like LAunxide.

As you are aware, Lani Crporaion and its eleven comm ial venmur am all
based on the creation, prtci and olu of ted logy. Lanude has made
eINTrard efforts to proec its tcoopvia the p-Wateni prVOess Specl96aly9
ILamxd has ovr3200 U.S. anM oslapaet or paen pphcMano enig However,
even ough Lanide relies heavily Upon e d Fp for the pe O f
teeboogy, we sW fee somewhat s type Of pror us righ law i the
United Stan.

Bill, as you well know, technology sever sleeps and yesterday's ful disclosure in a
paetcan be made at least partally obsolete by today's sew discoveries. It is virtually

IMOI-"to paent every stngie sew discovery that i mportant in a com ra ress.
its tue that we ane not farU that someone Could practice our technlogy because

ofor xesive patenting, we are coscerned that some company having less than noble
tehooyadvaiscemenat motives could torpedo various aecsof our dlao

actviie.In this regard., the poUMAMAHlT- mists for- anotherentyopantqcic
iniprvaes that we mgtbe prcicn. Such an entitycol itpateth

inprveruth at we weepatcn eneof our d!lalqptn positio.
However, we could nongrpatc what we bad been prcicn because of the
exiaec of a patent issued to another. Tis situation is niot healthy to lzto
to general or to commerialization of advanced matrial and other critical technologies,
lie the technologies of Lanxlde.



Mr. William D. Budinger
May 17, 1994
Pae 2

In fact, we believe that the need for a prior user rights law is now more important
than ever due to increasing worldwide competition, industrial espionage, etc. The absence
of an adequate prior user rights law is likely to actually have a chilling effect upon
technology development in the United States.

If we can be of any help in supporting your proposed Act, please feel free to
coutact us.

Cordially,

Marc S. Newkirk
President and Chief
Executive Officer

MSN/kem

cc: Mark Mortenson
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STATDbM4 OF
TEE ZUSMS SOFTWARE ALLL4ANCE

Before 60 CAMIuuj of P -,y and Tndeak

Febmy 10, 1994
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Mr. Secrearr

My came is Diuma Callan. I am the DePizY y Gene. Counsel of Lowus Development
Corporaion of Cambridge, M-mu -. I =a q trwmg here today on behal of the
Business Sofewe Allinc (BSA). On behml of the BSA. I would ike to dmek you for
conveying this hearing to coadrthe may jmes acted with the maeu of software-
relted invamtom We appmewae having the opportuuy to piumczpm in tis hiring.

TMm BSA was rg, niand in 198 to prot the coninued growth of she sAotware
indn 4-hrough its public policy, edeim and afarcamewi propm in the United Siam

and more thm 50 other- arie 111 go - North Aier, Europe, Asia and Lati Anerica
BSA members ae acuvely involved in inaly all at of mtoow 06rsfware
developaess incldm& ftr eampe, ft producio of opamug syrns, applcatio
propzams, and newockig softwm Cum=n BSA members I i '; g in this miem
;Inud: Aldu Corporaionm, Appie Compum, bnc, Amrduk, brc, lmWph Corporation.
Loan Devdummna CorpoViai, Micromoft Caoandan Novel], hic., and Worduferect
corpormm

ELU3. She mtaT~~v' ~fl~t~ .teUSInn

in tL- lam fiv yamwy govnk m c and indum ady of mhoiogiea
that we key to Aminms ftme s idfed he viad role to be played by the software

inu~.Softwmi , , 0 , id by bocb rapldmchmologim bumon and widervead
use in CD MRuum m .Softme , tita i ves the compe*hiveneu of othe
indusnie whicha udimmm aoft"= pidnt 10 =Ike dmnulve s mare inovate and
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competitive. The benefits of continuous software innovation permeate much of the american
economy.

In march of last year, the BSA released a study prepared by Economists, Inc. entitled
The U.S. So)ftwre Indumy: Economic Contribution in the U& and World Maters.' Based
on government and industry information the study reviewed the economic conibution made
to the Amerian economy by the U.S. "core" software industry: prepackaged software;
custom computer programming services; and computer integrated desip.

The Economists, Inc. study found that the "core" software industry:

(1) Is the fastest growing industry in the United States;
(2) Is now larger than all but five manufacturing industries;
(3) Is contributing to the economy of virtually evey state in the naton and
(4) Is achieving tremendous success in the international marketplace.

Notwithstading this impressive record, the software indusays role in the growth of
the nation's economy will be even more critical in the future as new and more advanced
technologies continued to evolve.

m. Views of the L SA

The BSA has several views on the subject of the hearings:

Strong intellectual property protection is essential to the continued health and
growth of the software industry. Software is difficult and expensive to create
yet easy and inexpensive to duplicate or steal. Moreover, the real value of
software, and the principal assets of software companies, are not tangible
factories or raw material inventories. Apart fom employees, buildings and
computer equipment, the assets of software companies are intellectual property,
the technology embodied in the computer programs that are their products.

The BSA does not believe that a new form of protection for software-related
inventions is necessary or desirable.

There is, however, an urgent need to improve the operation of the United
States patent system as it pertains to software-related inventions. Patents
continued to be issued which do not appear to meet the statutory mandates ef
novelty and non-obviousness, and these patents impose a substantial cost in the

Stephen E. Siwek, Harold W. Furchtgott-Roth, Economists Inc., The US. Software
Industry: Economic Cormribtsrion in the U.S. and World Markets (March 1993). We have
submitted a copy of this study along with this statement.

2



softwae ibn and on society as a whole Those aspects of the patent
syste that permit long gestation periods for patents also cause economic costs
to society without providing -- mnsurate benefits.

Members of the BSA have widely divergent views as to the value of patents being
granted on software-related inventions. However, all members recognie that the current
patent system does not adequately deal with such parents. Therefore, these comments, which
are the minimum common points agreed upon by the participating BS ,, members, primarily
suggest procedural changes to the operation of the paten system, to improve its effectiveness
regarding the protection of softwa -elated inventions.

IV. nises±on

The BSA respectfully suggests that the following changes would improve the
effectiveness of the patent system:

* The patent term should run for a fixed time from the filing date.

The examination process should be improved:
as to the content of the prior art database,
as to the accessibility of that prior art database to the examiners, and
as to the training and treatment of the examiners.

Applicants should be encouraged to conduct a patentability each before filing
and to present the prior art located in the search to the PTO before the
application is examined.

An opposition procedure should be established. with provisions that ensure
expedited results.

Reexamination proceedings should be strengthened procedurally and expanded
substantively to include non-prior art validity issues.

I would like briefly to explain why the BSA believes each of these changes would
improve the system.

A. Cangn

An important problem with the patent system is the issuance of patents after
inordinately long application periods, brought about by continuation and continuation-in-part
applications and, occasionally, interference proceedings. Whatever the cause, the result is the
sudden appearance of a patent years after the technology to which it relates has been
developed and commercialized. At that point, design-around possibilities may no longer be
feasible and the patent consequently can assume an enormously enhanced power to disrupt



long-established expectations, for a full 17 year tem from the issue dae. The BSA supports
the Comniissioners intention to establish a fixed tem from the original filing dae, as that
would give the patent owner a strong incentive to have her patent issue promptly, and would
in any case reduce the likehlood of the "stesith" patent that suddenly appears after having
lain hidden in the PTO for 15 or more years. Furthamore, the spur. to an applicant to timely
present all claims and applications stemming from a single disclosure would promote
additional efficieucies in the examination process. The BSA is gratified to learn that the PTO
will suppor, legislation embodying this concept.

B. Stmgehed

Most of the prior art regularly available to PTO examiners comprises collectons of
patents and publications. However, especially in the field of software-related patents, much
of the relevant prior art exists not as patents or publications, but rather as companies' int-rnal
technical manuals. reference works, bulletins and other similar documents. Thus, often the
most relevant prior art is not readily available to examiners of software-relaxed applications.
Groups such as the Software Patent Institute have undertaken to compile databases with these
types of softwae-related prior art. It is important, especially in this area, that the PTO
expand the universe of prior art on which it typically relies, and improve its access to the
universe. The BSA hereby offers to provide ongoing assistance in establishing and providing
content for suitable databases as well as examiner training and software tools for searches in
those databases.

C. Pre-Flxrmi tion Search

Because of the quantity of prior art relating to software-related inventions, as well as
the diversity of the nature and location of such prior art, the BSA urges that an applicant
should be encouraged to conduct a reasonable prior art search, and to present the results of
the search to the PTO within a short time after filing the application.

D. Publication of A plications for O ositio

A third party may often be aware of prior art not readily accessible to the PTO and
may also be the entity with the greatest interest in preventing the issuance of a patent
covering what is in the prior art. The BSA believes that providing an opportuxy for
subtiussions during prosecution (as is done in the EPO after publication of the application and
EPO search report) would facilite a more complete view by the examiner of the relevant
prior art. In addition, once claims are allowed, an opposition period of sufficient duration to
permit reasoned investigations pertaiing. to those claims would provide the public with a
timely ,rnd efficient opportmity to submit relexant information pertaining to claims as they
are expe,-ted to be issued. (Our position is premised on the assumptions that: 1) the fact that
the period for filing an opposition to a patent expu-s, without any opposition actually being
filed, would not in any way affect the presumption of validity of an issued paeut; 2) any



74

opposition activity or proceeditg would take place in an expedited manner, so that the
opposition process -ca be used, as it is in some couznes, including Japan to unduly delay
the is=an of the pate, to the disadvanta of the patent owner, and 3) if any oppositon
activity or proceedings would occur appropriate procedural safeguards to limit potential
abuses of the process.)

E. E ao CMigi

The current reexamination process is generally not viewed as a viable option by
opponents to a patent due to the largely er parred nae of the process. The BSA urges that
reexamination be modified to provide more of an bier prm's proceeding, allowing opponent.
to a patent to feel more comfortable in relying on this procedure to efficiently resolve their
concerns in what may be the most efficient forum.

Further, the scope of reexamination proceeding should be expanded to additionally
cover all prior art categories, as well as non-prior art validity and enforceability issues, for
example, inequitable conduct regarding an appiicanss non-disclosure of material prior art
during prosecution of an application. 2 BSA acknowledges and supports the Patent Office's
latent to forward legislation to Congress making reexamination a more atractive vehicle for
challenging a patent's validity.

We appreciate having the opportunity to present these remarks.

2 See, e.g., LaBowiy Mf., Inc. v. U.SLT.C., 958 F.2d 1066, 1074 (Fed. Cir. 1992).
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Mr. HUGHES. I presume much of innovation is incremental over
a period of time.

Mr. BUDINGER. That is correct.
Mr. HUGHES. Improvements and suggestions in the workplace,

oftentimes by employees?
Mr. BUDINGER. gat is right. Even things that show up in the

suggestion box, if someone wanted to craft them in that format.
Mr. HUGHES. After you develop a process, it is fairly sophisti-

cated after a number of steps. Why not patent it at that point?
What deters you from doing that?

Mr. BUDINGER. A couple of things. One is it is very, very difficult
to enforce a process patent. If we have a competitor in a foreign
land, if we get a process patent in the United States, he is free to
read that process patent and if he chooses to copy it in his country,
and not tell the world that that is what he is doing, we have almost
no way of enforcing our patent. Even if a competitor in the United
States were to choose to copy it, it is very difficult for us to know
that he is, in fact, copying our process.

The second thing is that in a global economy it is incredibly ex-
pensive to patent around the world. The Commissioner talked
about an $80,000 cost for just one invention in Europe. And in to-
day's global economy you cannot really get patent protection unless
you patent in the major industrial countries. If you patent only in
the United States, you give everybody else a free cookbook on how
to practice your invention and the cost of patenting overseas is so
huge.

Mr. HUGHES. Mostly cost?
Mr. BUDINGER. Mostly cost.
Mr. HUGHES. Professor Merges, instead of adopting the concept

of prior user rights, why don't we change the patent law to permit
prior secret use to defeat a patent?

Mr. MERGES. That would solve part of the problem in the sense
that prior users would no longer be frustrated by a subsequent pat-
entee, but I think it would amount to throwing the baby out with
the bath water because the subsequent patentee is doing us a serv-
ice when he or she comes along and files a patent application and
it is ultimately issued. They are disclosing the technology and
hopefully they are also going to commercialize it.

So rather than destroying the property right along the way to-
wards protecting the prior user right, why not carve out a very lim-
ited set of rights for the prior user?

The way Ithink about it, imagine you had a dispute with your
neighbor, you were walking across her property for 10 or 20 years
and she no longer wants you to do that. If we had a legal rule that
says you have to destroy the title to her whole property parcel in
order to continue to walk across the corner, that unnecessarily
raises the stakes of your dispute- in order for you to get what you
want, you have to do something tbat I think is overbroad and high-
ly destructive, which doesn't make sense.

Mr. HUGHES. The Committee on Patent Law Reform and Prior
User Rights included a recommendation that stated, and I quote:
Where the totality of circumstances make it appropriate, a court
should have the authority to assess appropriate and reasonable
royalties in favor of the patentee.



Do you think such a provision should be a component of a re-
quire user rights bill? Should a patent holder be compensated at
all for pursuing the patent?

Mr. MERGES. I think the general principle of permitting the pat-
entee to, in a sense, acquire exclusivity by making a payment to
the prior user, makes more sense. That part of the proposal makes
sense to me.

I think our general presumption against compulsory licenses,
which is what that is, ought to lead us to say, at the very least,
give them a chance to reach a bargain among themselves before we
resort to some-

Mr. HUGHES. That is why you believe that transferability should
include the ability to transfer to a patentee?

Mr. MERGES. Yes, I think from the prior user to the patentee,
that kind of transferability should be encouraged and I think that
rather than let a court set the royalty rate, which we know from
experience in patent litigation can be very expensive and difficult,
let the parties do it. Let them do that work for us.

Mr. HUGHES. I believe you indicated that you felt that a prior
user should be able to expect a modest expansion of the scope of
his patent. Why? Why, vis-a-vis a subsequent patentee, should we
permit any expansion?

Mr. MERGES. Well, of course, in the limiting case of someone who
is not yet doing anything commercially, not making any commer-
cial sales, we have this notion of serious preparation. Implicit in
that is the idea, I hope, that they can make some modest expan-
sion. Otherwise, the prior user's reliance doesn't get them any-
thing. I guess it would be a right to a defense against research use
prior to commercialization.

But I think implicit in that is that some modest expansion from
preparation to use is appropriate. And I think that it makes sense
to carry that over to the problem of some use expanding into a lit-
tle more use.

Mr. HUGHES. What type of retroactive effect should be contained
in a prior user rights bill? Should it apply to all issued patents; not
just pending patents?

Mr. BUDINGER. I would like to see it apply to all issued patents,
because those are sort of property in existence and what we are
talking about here. It should not apply to actions that preceded the
bill, but only to infringements that occur after the bill is passed.

If we were to preclude infringements on previously issued pat-
ents, first of all, we would remove from the protection that this af-
fords a tremendous body of patents in potential difficulty.

And secondly, I think that often laws about new actions refer to
property that is already in existence, so that we are not stepping
over the bounds of retroactivity here.

Mr. HUGHES. Anybody disagree?
Mr. MERGES. I think it is a complicated question. I think that

retroactivity, although it-although legislation affecting property
rights very often does affect property in existence to some extent,
on the other hand, we are always very careful to craft bills so that

eople who relied on the existing state of the law don't get burned
y a change in the law.



To the extent L t people have made their trade secret versus
patent election ors the basis of current law, we have to think very
carefully about what retroactive prior user rights will do with re-
spect to that election, how it will affect an election that has already
been made.

Mr. HUGHES. Are you suggesting that you would make it pro-
spective entirely?

Mr. MERGES. Certainly one conceptually clean approach would be
to make it prospective, applying only to prior uses after the date
of enactment. I wouldn't say that that is the only way or the supe-
rior way, but that is certainly one clean way.

Mr. HUGHES. What would be the appropriate cutoff date for prior
user rights to be established? Before the grace period, befoi e the
patent application date, or before the patent grant? Anybody?

Mr. BUDINGER. Again, the easiest way to do that is the applica-
tion date or the priority date, whichever comes

first.
Mr. HUGHES. How would you interpret, Mr. Budinger, the prior

commercialization or serious preparations qualification for prioruser rights?Mr. BUDINGER. Well, bear in mind that my perspective is from

that of a manufacturer, and I can't really address the software
issue, which I think is substantially different. But from a manufac-
turer s perspective, if we are already using the technology to
produce a product that we sell that gets out into the public, that
that would clearly be a prior commercialization.

It get-s a little trickier when we get into the serious and effective
preparation, and there what needs to be required is a very clear
commitment on the part of the prior user to have gone well down
that road toward commercialization, including spending most of the
money required to do the commercialization.

And the object here is again to protect somebody who has been
working on this thing and getting ready to bring it to market but
hadn't quite done that when somebody else came in and applied for
a patent.

Mr. HUGHES. Professor Merges or Mr. Holleyman.
Mr. MERGES. Yes, I think two points on that. First, I think, espe-

cially for the software industry, it has got to be clear that licensing
your trade secret rights ought to count as commercialization, be-
cause many times with software consultants, that is how they
make their money, by licensing some software code that they have
written to a user, so the user can integrate it into another product,
or use it in a manufacturing process, or sell it to a bank or to a
financial services operation, a lot of different ways.

And secondly, I think the idea of trying the serious preparations
to some notion of expenditure, having spent some money on scaling
up and turning a trade secret idea into a real process, I think that
has some real appeal because that is the kind of investment that
I am looking to protect, so why not make it explicitly the measure
of when prior user rights come into existence; when you have spent
some serious money.

Mr. HUGHES. Mr. Budinger, your testimony refers to the high
cost of worldwide patenting and you have alluded to that today,
and we have heard others allude to it and your ability to patent



everywhere. Isn't it correct that if you do not patent in other coun-
tries, your manufacturing activities in the United States will not
grant you prior user rights in those countries?-

Mr. BUDINGER. That is correct.
Mr. HUGHES. Do you have foreign manufacturing operations pro-

tected by prior user right user rights at all?
Mr. BUDINGER. Yes, we do. We have a manufacturing operation

in Japan and our user technology there is protected by the Japa-
nese prior user rights.

Mr. HUGHES. As a businessman, would you rather have a major-
ity share of the market for a product or a prior user rights and pat-
ent in the product?

Mr. BUDINGER. If it is enforceable, I would much prefer to have
a patent, but that is a pretty important if.

Mr. HUGHES. Mr. Holleyman, I think I understand the position
of the software industry, and their need to have "commercially
used" interpreted or at least understood to include sale as well as
licensing. I think that Professor Merges just referred to that.

Let me ask you, you also testified that you believe that there
were two other things that were absolutely essential, two other in-
gredients in your testimony in order for to you receive more than
a marginal benefit.

Mr. HOLLEYMAN. The first of those would be to clarify that an
end user of the software who might be using it in other than a com-
mercial setting would also be protected from an infringement claim.
For example, an academic institution or a home user of software.
It should not be limited to the commercial user.

Second, was the issue of transferability. If the prior user right
can be transferred as the Senate bill provides, we do not believe
that it should be limited to cases in which there is transfer of an
entire business. It should also allow for transfer of the right with
the transfer of a product line.

Mr. HUGHES. A product line.
Mr. HOLLEYMAN. That is right.
Mr. HUGHES. And why is that latter so very important to you?

You suggest that it is the nature of the business, that you would
not necessarily be selling an entire business, but a product line as
such.

Mr. HOLLEYMAN. Occasionally software companies sell their en-
tire business.

Often when there is a transfer, however, you see the transfer of
a product, of a particular software package, rather than the entire
company. We simply want to ensure that if that line is transferred,
that the prior user right transfers and that it doesn't require the
sale of the entire software company to preserve the right.

Mr. HUGHES. What is your response to that, Professor Merges?
Mr. MERGES. I think that that is a line that has got to be policed

very carefully.
Mr. HUGHES. Because that really cuts into one of the basic ingre-

dients that you suggest are essential, that is that transferability
must be rather limited.

Mr. MErIGES. You have to be careful to make sure that the prior
user right can't be sold as it is, in an of itself, to the party who
most can use it. That would be a serious problem for the subse-



quent patentee, because it -would make sure that the pnor user
right always wound up in the hands of your highest volume com-
petitor, basically your bitterest enemy in the market, and I think
that would be a serious problem.

On the other hand, if a line of business is the usual unit for large
scale corporate reorganizations in software, there might really be
something to this point. I just want to make sure that it doesn't
become an easy back-door way to transfer the prior user right per
se. I think it is something that has got to be crafted carefully in
the language to make sure that it doesn't swallow prior user right
up.

Mr. HUGHES. Thank you very much. Your testimony has been
very, very helpful and we appreciate it very much. As I indicated,
I am particularly indebted to you, Mr. Budinger, for sensitizing us
to some of your own personal experiences, which I think have
helped bring some focus on this very important issue.

Thank you.
Our final panel today consists of Carl Moy, who is a professor of

law at William Mitchell College of Law and has been there since
1989. He received his juris doctorate in 1983 from George Washing-
ton University National Law Center and a bachelor of mechanical
engineering in 1978 from the University of Minnesota. Professor
Moy began his career in patent law as a patent examiner with the
Patent and Trademark Office. He is presently a member of the
American Bar Association, Section of Intellectual Property. He has
served as the chair for the ABA Committee on Patent Legislation,
which recently reviewed pending Senate legislation on prior user
rights.

Our next panelist is Teri Willey, who is currently the associate
director for technology licensin for the Purdue Research Founda-
tion. The office identifies, evaluates and markets creation of re-
search in technology programs at Purdue.

Ms. Willey's past experience includes product development and
FDA regulatory development for animal health research and the
Development Division of International Minerals and Chemical. She
previously directed the licensing program at Northwestern Univer-
sity. She has an M.B.A. and advises the Office of Technology As-
sessment regarding the Human Genome Project.

Our final panelist is Arnold Newman, president and founder of
Synexus Corp., an independent inventor, who presently holds over
20 U.S. and foreign patents. Before forming his own company, he
worked at Johns Hopkins University Applied Physics Laboratory.
He is presently involved in the development, licensing and transfer
of his own technology and the technology of others.

We welcome you today. I apologize for the delay in reaching you.
We have your statements and I have read each one of them. They
will all be made a part of the record and I want you to summarize.

STATEMENT OF R. CARL MOY, ASSOCIATE PROFESSOR,
WRI LAM MITCHELL COLLEGE OF LAW, ST. PAUL, MN

Mr. MoY. First, I would like to make a bit of a clarification. De-
spite my presence on the "con panel", I am not totally opposed to
prior user rights. I find them useful in a very limited context. I am,
however, very much opposed to prior user rights when used as



means of immunizing trade secret holders from liability for patent
infringement.

I am going to structure these remarks to give some background
information on prior user rights to show how I look at them. Sec-
ond, I would like to talk about where I see them being useful, and
where I don't see them being useful in U.S. patent law. And then
I am going to close with recommendations' where I will talk about
trade secret holders and their relationship to prior user 'rights.

First, I think you have to understand when you are listening to
me that I look at prior user rights as being a form of compulsory
license. I think that is well accepted among economists. It is quite
clear that the value of patenting basically stems from the ability
that a patent gives its owner to control the quantity and, therefore,
the price of a good that is in commercial use.

What happens with a prior user right is it forces the patent
owner to share that market with everyone else. The patent owner
loses control of the quantity term; he or she no longer has 100 per-
cent market share and now the price is driven down closer to the
competitive level. It reduces the profit incentive.

This is true with any compulsory license. And it is also true with
regard to prior user rights. So we can see that prior user rights
would have a cost if they were to be introduced in the United
States system. We would see that the profit incentive, the potential
for profit from patenting, would decline to the extent that prior
user rights are valuable.

And we would also see-if the other assumptions that underline
the patent system are correct-a decrease in the level of patent-
driven innovation and probably a slowdown in the rate of innova-
tion to some degree.

On the other hand, we would also see some definite benefits from
introducing prior user rights. A patent is by its nature an anti-
competitive device. And when you have a prior user, you have two
entities in the marketplace, probably a lower price and something
that comes closer to a perfectly competitive market during the term
of the patent.

The cost associated with the economic dislocation of someone bet-
ting incorrectly that a patent will not issue will probably be some-
what decreased.

In the international sphere, things look more difficult. It is clear
that, when you give an economically valuable patent to a foreign
entity, it operates as a net deduction from the national wealth.
Typically, the foreign entity withdraws the elevated patent profits
from the domestic economy and puts them into the foreign econ-

o, to the extent that one can systematically diminish the value
of patents, one can thereby decrease the hemorrhaging of national
wealth that occurs through foreign patenting. And in the United
States the latest statistics are that 40 to 45 percent of our patents
are being taken out by foreigners. That is quite different from the
historical period where the law formed, by the way.

Therefore, the extent that prior user rights will decrease the
value of patents and increase the rights of domestic entities, then
we will probably see a foreign trade benefit as well.



I think that kind of analysis underlies most of my views of prior
user rights.

Now, in the domestic patent system in the United States, I don't
think that we will see the same kinds of benefits from prior user
rights, that would be the case if we were in a foreign country, par-
ticularly one that uses a first-to-file system.

We have first-to-invent priority in the United States. That means
that, on most occasions, the prior user is the first inventor and usu-
ally will be able to prove his or her activities as prior art. And hav-
ing done so, he or she will receive an absolute immunization from
patent infringement, not only for what he or she is doing now, but
anything that is obvious over that as well.

I will give you an example to show you, I think, the extent of this
point. I will note for the background that I am looking at a press
release from the Rodel Corp. dated March 13, 1994, in which the
factual summary of Rodel's situation is that a foreign company
analyzed its product and determined how Rodel made that product
using heat. It states: "A fairly easy analysis to make." The implica-
tion is that this heat process is the nology that is covered by
the foreign patent. If that is truly the case, then the Rodel Corp.
has not only generated potential prior art under section 102(g), but
they have probably also generated 102(0 prior art and prior art
under 102(a) and 102(b).

So if, in fact, Rodel's situation is shown to be as in this release,
we see that Mr. Budinger's case is in fact not one whose outcome
is going to be changed by the introduction of prior user rights into
the United States. The U.S. patent system already identifies him
as someone who will be able to operate free and clear of patent li-
ability.

When you take a careful look at it, in fact, you find that prior
user rights will affect essentially only two classes of persons in the
United States: second inventors who have not generated prior art
activities before the critical date under 102(b); and first inventors
who have suppressed or concealed the invention under 102(g)-
essentially, trade secret holders. These are the two classes of peo-
ple that prior user rights have the potential to affect in the United
States.

My recommendations are that prior user rights be enacted with
regard to the first class of persons. Typically, these persons are not
going to be numerically very large. Also, for reasons a bit too ar-
cane to get involved with, in my oral remarks the award of prior
user rights in that kind of situation would ameliorate some of the
balance-of-trade effects of the changes to the patent code, particu-
larly section 104, that have been made in light of NAFTA and will
likely be made in light of GATT. I would recommend-since I
would assume foreign countries are going to do the same sort of
things to us-that we should consider doing that to them.

On the other hand, I am very much opposed to granting prior
user rights to trade secret holders. Patents systemically impose
costs on a country. Every time you grant a patent, it imposes costs
on the country. So we don't give patents away for free. The patent
system is designed to require that we receive certain things in ex-
c ange for the patent right. For example, we put a time limit on



the right. The time limit is currently 17 years from issuance. It will
soon be 20 years from filing.

Also, we insist that the right be accompanied by a full public dis-
closure of the technology that is subject to the right. We do this so
that knowledge of the technology can enter into the public domain
and be used to further other people's research and development,
and also to spur the development of alternate technologies.

An article by Professor Merges, in fact, has eloquently proven al-
beit in a different context, how critically important that competitive
race to research and development can be in maintaining the pace
of innovation in a particular country.

The trade secret user, on the other hand, is operating in a com-
pletely different regime. The trade secret user has made a calcula-
tion that single source pricing can be imposed on the marketplace
for a longer period of time by opting out of the patent system. And
the trade secret user also does this in combination with systemati-
cally denying to competitors and others the technological informa-
tion that could be used for further competitive advances.

And so there are many reasons why, as a policy matter, one
should encourage the use of patenting and discourage the use of
trade secrecy. It is important to recognize that, in a typical case,
the trade secret user is not an innocent who has happened to bump
up against a patent. He has made a cold, calculating, economic de-
cision, and it is one that may often not be in society's best interest.

I would recommend an alternative to prior user rights in this
area. Rather than abandon the patent system or admit that it is
somehow not capable of supplying what is necessary for these peo-
ple, I would work to improve the patent system. So that people like
Mr. Budinger will not be disadvantaged by the system, because he
is nct apparently a trade secret user as the patent law would de-
fine that. I think that I could see changing the definition of sup-
pression and concealment in section 102(g) of the patent code to in-
clude a showing of intent, to further narrow the definition. And one
thing we can do is to grant increased discovery powers to people
who are inventors of process technology so that some of these po-
tentially legitimate problems that they have identified can be rec-
tified. We are now in the process, in fact, as I am sure everyone
here knows, of drastically reformatting the discovery provisions in
the Federal Rules of Civil Procedure. I think that it would be pos-
sible to address the concerns of process inventors in this context as
well. These would be much smaller changes and have much less
far-reaching implications than including broad prior user rights
into the patent law at this time.

Thank you. That concludes my remarks.
[The prepared statement of Mr. Moy follows:]
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Mr. Chairman and Members of the Subcommittee:

I am pleased to testify at this oversight hearing. I favor amending United States law

to give prior user rights to second inventors who have not generated invalidating prior art.

Broad prior user rights, however, can drastically upset the current balance between patents

and trade secrets. It would be imprudent, in my opinion, to make such a change without

careful study and without exploring less drastic alternatives first. I therefore oppose giving

prior user rights to persons who have chosen to hold the subject technology as a trade secret.

For that reason, I oppose the Patent Prior User Rights Act of 1994, S.2272, in its present

form.
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1. Prior User Rights Generally.

Generally speaking, a patent gives its owner the right to exclude others from

exploiting the patented subject matter. The term "prior user right' usually refers to an

exception to this right, given to one who has obtained the patented subject matter before a

particular event in the patentee's efforts to invent and patent. The event is usually the date

on which the pate..tee filed the application for patent. That is, prior user rights are usually

given to persons who obtain the patented technology by the filing date of the particular patent

at issue. The right is a specific form of compulsory license.

The formulation of a prior-user right is, in theory, highly variable. The right can be

made conditional, for example, on the payment of compensation to the patent owner. it can

be given to those who derived the technology from the patentee. The extent of the right can

be enlarged to include future-developed improvements or other related technology, or limited

to the extent of use at the time of the patentee's filing. The right can be made transferable,

either freely or under certain conditions. The right can be made available to trade-secret

holders, or to persons who have invented, but not yet commercialized the technology. An

award of the right can be placed in the discretion of the court.

In my testimony I will address the most common form of prior user right: A right

that is royalty free, given to one who obtains the subject technology prior to the patentee's

dale of filing.

2. The Effect of Prior User Rights on the Patent System, From a Domestic Viewpoint.

The patent system is generally thought to be effective because it increases the benefits

that inventors receive from the act of inventing. Once awarded, a patent permits its owner to

control the quantity of the patented invention that is commercially available. Assuming the

patented invention is commercially significant, the patent owner is therefore able to increase

his or her profits above a competitive amount for the life of the patent. The expectation of
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these incT0d profits will spur prospective inventors to invest resources in research and

development, thus increasing the likelihood that invention will actually occur.

The patent system imposes costs on society as a part of achieving this benefit,

Primary among them is perhaps the higher price, and the associated under-use of the

invention, that occur while the patent is in force. As a policy choice, the patent system

reflects the judgment that the benefits of patenting exceed the costs.

The award of prior user rights changes the balance between cost and benefit that

would otherwise exist in a patent system. The inventor's expectation of increased profit
depends on single-source control over the patented technology. Prior user rights, by

definition, interrupt that control - the patent owner must share the market with the prior
user. A necessary result, then, is that the inventor's expectation of profit is diminished. The

prospective inventor will likely invest in research and development less heavily; the rate of

invention should therefore slow. At the same time, however, prior user rights create a more

competitive market in the patented technology. Prices should therefore be lower where a

prior user exists; use of the patented invention should be nearer the social optimum. In

addition, awarding prior user rights promises to decrease the disruption in economic activity

that would otherwise occur when a patent unexpectedly issues on technology that is already

in use.

When viewed in light of purely domestic concerns, therefore, whether to incorporate

prior user rights into a patent system is a question of whether the resulting benefits from

increased competition outweigh the damage that prior user- rights will do to the incentive

function of patents. The size of these factors can be controlled by selecting the legal

contours of the prior user right so as to make the right more, or less, economically

important. In general, however, bestowing large benefits on consumers and competitors will

come only at the price of imposing large costs on patentees.



3. The effect of Prior User Rights on the Patent System, From an International
Viewpoint.

When made available only to domestic entities, prior-user rights have a protectionist

effect.' Patent rights transfer increased wealth from consumers to patent owners. When a

foreign entity owns the patent at issue, that entity draws the increased wealth out of the

patenting country and into the country of the patent owner. Prior user rights, in contrast, are

typically granted only to prior users who are domestic. lt, the extent that such rights are

valuable, then, they transfer wealth from a class of persons with a potentially large foreign

character to one that is almost entirely domestic. Granting prior-user rights therefore stems

part of the loss of domestic wealth due to international patenting. Put another way, prior

user rights distort the balanw,. of international trade in favor of the granting country. There

are some indications that thi!s pr,tectionist quality is a primary reason for the widespread

presence of prior-user rights in the patent systems of foreign countries.

Approximately 45% of United States patents are currently granted to non-United

States entities. Thus, enactment of a prior user rights provision limited to domestic U.S.

activities should have the protectionist effect noted.

4. The Relationship Between Prior User Rights and First-to-File Priority.

Proponents of prior user rights have noted that such rights are widespread in the laws

of foreign countries. The argument is apparently that the presence of such rights represents

a consensus that they are beneficial in the patent systems of those countries and that,

accordingly, they would be beneficial in the patent system of the United States.

I do not believe that the existence of these foreign laws can be used to prove so

much. Individual legal rules necessarily coexist with other factors, both legal and cultural.

The rationale for a particular legal rule in a foreign country, and the results that flow from

'There is therefore a question whether prior user rights are GAIT legal. My testimony
does not address this point further. I do note that prior user rights of the type under
discussion in this section are widespread in the patent laws of other countries.

4



it, can therefore be very difficult to find. Authorities in the field of comparative law

generally advise extreme caution when offering conclusions as to how an isolated legal rule

from one country will operate in another.

An excellent example of these difficulties can be seen by considering the relationship

between prior user rights and first-to-file priority. Like virtually all property regimes, patent

law generally bestows priority of title, among rival claimants, onto the p :rson who achieved

the relevant status earliest in time. In patent law, however, there is a considerable

international disagreement over what the relevant status should be. Under United States law,

priority is given to the first inventor. The rule is generally thought to flow from a

recognition that invention is the centrally important act in a patent system; it may also derive

somewhat from historical times when communications with the government were difficult and

time consuming. Under.the modern patent laws of nearly every other country, in contrast,

superior title belongs to the person who first files an application for patent with the

government.

The foreign system of first-to-file priority is clearly based largely on the

administrative efficiencies that such a system makes available. In a first-to-invent system,

priority contests require resolving the difficult questions of who invented what, and when. In

a first-to-file system, in contrast, priority contests are resolved easily, by comparing

application dates. Operating a first-to-file patent system is therefore cheaper and quicker.

Implicit in these foreign systems is the decision to value administrative efficiency over

the equities of a first inventor who delays applying for patent. First-to-file priority thus can

produce harsh results in individual cases. This is particularly true where the losing party has

decided to forego patent protection entirely, electing instead to introduce the new technology

into the marketplace without the legal right to exclude competitors. In such a case the losing

party was willing to create a competitive economy in due course, and now finds itself

potentially excluded from the market by a single-source patentee.



In a first-to-file system, then, prior user rights are a means of ameliorating the

injustices of deciding priority solely on the date of application.' The basic rule of first-to-

file priority is peculiar in that it assume all inventors, and all inventions, enter the patent

system. This is obviously incorrect. In situations where an inventor could have filed first,

but did not, prior user rights preserve for the inventor the right to use the patented

technology. Thi:; is perhaps not as just as awarding the first inventor the right to patent. it

is, however, substantially more just than stripping the first inventor of both the right to

patent and the right to use.

The prior user rights of foreign patent systems therefore cannot be separated from

first-to-file priority. Prior user rights supply a range of benefits to other countries. Whether

such rights would still be justified if only some, but not all, of those benefit were available is

something that foreign experiences simply do not address.

5. Prior User Rights Under Current U.S. Law.

The preceding example is particularly important to this oversight hearing because the

United States does rwo use first-to-file priority. As a result, some important advantages that

foreign systems derive from prior user rights would not result here.

This can be wen in the limited classes of situations to which prior user rights would

apply in the United States. True, the United States does not currently award prior user

rights, per se. But the activities of a prior user can be prior art against the patentee. If they

are, the prior user's activities remain free of any claim of infringement.3

2An analogous mechanism appears in national trademark laws that base priority on the
date of registration. See Paris Convention for the Protection of Industrial Property, as
Revised at Stockholm, 1967, art. 6".

3As a result, some of the legal literature has tried to assert that the United States employs
a form of prior user right, albeit tied to the date of invention, not the date of filing. I do not
adopt that position here.
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The prior user in the United States is thus clear of patent rights in most case already.

Where the prior user is the first inventor, for example, and has not abandoned, suppressed,

or concealed the technology, his or her actions are invalidating prior art under 35 U.S.C.

§ 102(g). Even as the second inventor, the prior user will still be free if he or she has

generated a public disclosure more than one year prior to the patent applicant's filing date.

35 U.S.C. § 102(b). The United States, moreover, generally disposes of patent applications

quickly. The economic disruptions from patents issuing unexpectedly should therefore be

low. This will be even more true if the United States begins publishing all applications at 18

months after filing.

Installing a prior-user right into United States law therefore can enlarge the rights of

essentially only two clas'es of prior users:

(1) second inventors who have not injected the patented technology into the
public domain early enough to generate prior art under 35 U.S.C. § 102(b);
and

(2) first inventors who have abandoned, suppressed, or concealed the
technology under 35 U.S.C. § 102(g).

6. Recommendations.

A. Award Prior User Rights to Second Inventors.

It would be wise, in my opinion, to award prior user rights to second inentors who

have not generated 102(b) prior art. Cases falling within this class of fact pattern are likely

to be rare. The detriment to the patent rights of most applicants will therefore be small.

Consequently, the decrease in the profit expectations of prospective inventors generally will

be small as well. The incentive function of the present patent system should not be altered

substantially.

In addition, the patentee in nearly every such case can prevent the creation of this

type of prior user right. To be a prior user, a second inventor must enter the field before the

first inventor files. Thus, if the first inventor files promptly, the risk of a prior user right is



diminished. The risk can be reduced to virtually zero by filing a patent application very

soon after the invention is made. Awarding prior user rights to second inventors is therefore

fundamentally just to the patentee.

Still further, by giving prior user rights to second inventors the United States should

receive a measure of the international-trade benefits that have been discussed. In particular,

inserting this form of prior user rights into United Statui law would reduce effects of the

GATT and NAFTA-related modifications to 35 U.S.C. § 104. Section 104 previously

limited proof of invention to activities in the United States. As a result, U.S. inventors have

sometimes received a favorable determination of priority in this country despite having

invented later than a competing foreign inventor. NAFTA and GATT have forced the

United States to permit proof of invention, for the purpose of obtaining a patent, through

reference to activities in any member country. Some U.S. inventors who would have been

awarded priority of invention before will therefore now lose.

Awarding prior user rights to second inventors would restore part of the rights that

these U.S. inventors have lost. By definition, these U.S. inventors obtained the patented

technology after the foreign applicant's date of invention, but before the foreign applicant's

date of filing. They are therefore very likely prior users. Under the terms of GATT and

NAFTA they cannot receive the right to patent. They can, however, be given the right to

use the subject technology free of the foreign applicant's patent rights.

B. Deny Prior User Rights to Trade Secret Holders.

Although a few cases can be read to the contrary, the general view is that United

States patent law currently does not consider trade-secret use of technology to constitute prior

art. Rather, trade secret holders more likely will be held to have "abandoned, suppressed, or

concealed" the invention. As such, section 102(g), Title 35, U.S.C., will preclude them

from being first inventors. Trade secret holders are thus at risk of being assessed damages,

and possibly enjoined, by an independent, later inventor who patents the subject technology.



Awarding prior user rights to persons who have suppressed or concealed' their

technology would consequently immunize trade secret holders from suit for patent

infringement. Indeed, this immunization would be the main effect of granting prior user

rights broadly.

I do not favor the creation of prior user rights that are so broad. There is a

fundamental tension between patent law and trade secret law. Tr-:, a trade-secret holder

typically makes the output of his trade-secret technology available to the public. But he does

not act out of philanthropic motives - he prices the output at a level that reflects himself as

the single source of the technological advance. A patentee can extract single-source pricing

only for a set period of time, and only in exchange for an enabling disclosure. The trade-

secret holder, in contrast, seeks to extract single-source pricing for an indefinite period of

time, while refusing to disclose the technology.

The patent system currently reflects the judgment that protection of patentable

technology through patenting yields greater social benefits than does protection through trade

secrecy. The patent system disfavors trade secret holders; it works to discourage innovators

away from trade secrecy by the threat of future liability for the infringement of another's

patent. The United States Supreme Court has observed, in fact, that encouraging the

protection of patentable subject matter via trade secrecy is inconsistent with the United States

patent system as presently configured.' Thus, even if it were advisable to extend prior-user

'The extreme infrequency of litigation over the question of abandonment, per se,
suggests that fact patterns under that statutory term are rare. My remarks therefore do not
consider that issue further.

'Kewanee Oil Co. v. Bicron Corp., 416 U.S. 470 (1974).

I am aware that others have cited Kewanee for the proposition that trade secret
protection is not in conflict with the patent law. E.g., Statement of Bruce A. Lehman,
Commissioner of Patents and Trademarks, on S.2272 and S.2341, Before the Subcommittee
on Patents, Copyrights and Trademarks of the Committee on the Judiciary, United States
Senate (Aug. 9, 1994). With all due respect, however, I disagree. The opinion in Kewanee
is clearly based on the assumption that virtually no one in possession of patentable
technology would resort to trade secrets over tenting:



rights to trade holders, such an extension would involve a policy change from that reflected

in the current statute.

I am aware that some persons profess frustration with the patent system. The prior-

art status of some third-party activities is not clear. Process pent holders find their

discovery powers over infringers to be inadequate.

The appropriate solution to these problems, however, is not to drastically reconfigure

society's policy choice between patenting and trade secrecy. Instead, incremental changes

can be made to clarify the definition of prior art and to accommodate the needs of process

patent holders. I offer the following alternatives as a partial list of the available options.

I. Clarify that information available through reverse-engineering is in public use.
Publicly used technology is prior art. 35 U.S.C. §1 102(a), (b). This includes; as a
general matter, all information that can be discerned from a skilled inspection of
public sources. It probably already includes information that can be learned through
reverse engineering. One who reverse engineers a trade secret holder's technology
thus likely cannot patent it. The law can be clarified to state this more plainly.

2. LmIt "suppression" and "conceabnent to situations where the technology
holder has the specific intent to prevent public disclosure. A trade secret holder must
take reasonable, purposeful steps to prevent the disclosure of the trade secret
information. The presence of a specific intent to suppress and/or conceal therefore
distinguishes trade secret holders from those who have simply neglected to take
affirmative steps to inform the public. The latter can be treated more hospitably
under patent 'w by defining suppression and concealment to include the presence of
such a specific intent.

If a State, through a system of protection, were to cause a substantial risk that
holders of patentable inventions would not seek patents, but would rather rely
on state protection, we would be compelled to hold that such a system could
not constitutionally continue to exist. In the case of trade secret law no
reasonable risk of deterrence from patent application by those who can
reasonably expect to be granted patents exists.

id. at 489; See also Id. at 490-492. Awarding prior user rights to tade secret holders is, in
contrast, based on the opposite premise: that inventors of patentable technology should be
encouraged to select trade secrecy over patenting. The Commissioner's reading of Kewanee
is very difficult to reconcile with later decisions of the Supreme Court, notably Bonito Boats
Inc. v. Thunder Croft Boats, 489 U.S. 141 (1989) (holding as preempted state statute giving
patent-like rights over new technology).



3. Make ehwanced dcouery power available to holders of process pawenu.
Patent protection can be made more useful to holders of process technology by
enhancing the discovery powers of such persons. They could, for example, be given
the power to extract prompt technical disclosures from potential infringers. The
ongoing modifications of the Federal Rules of Civil Procedure could be used to as
vehicle to effect such changes.

The enactment of prior user rights that broadly apply to trade secret holders, such as

in S.2272, are therefore premature. The problems voiced by proponents can be rectified by

other, less obtrusive measures. At the very least, I would strongly urge that you take time to

carefully study the likely economic effects of broadly immunizing trade secret holders from

liability for patent infringement.

I thank you for the opportunity to testify, and look forward to receiving any questions

that you might have.

85-524 - 95 - 4
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Mr. HUGHES. Ms. Willey, welcome.

STATEMENT OF TERI F. WILLEY, ASSOCIATE DIRECTOR, PUR-
DUE RESEARCH FOUNDATION, OFFICE OF TECHNOLOGY
TRANSFER, WEST LAFAYETTE, IN
Ms. WILLEY. My statement will primarily focus on the viewpoints

of a university licensing professional, the importance of the right
to exclude under U.S. patent law to university licensing, and I am
here to make sure that you don't forget the role that universities
play in new product development and in the economic health of the
country.

I respect that perceptions of prior user rights are couched in the
perspective from which viewed. That perspective differs substan-
tially whether the viewer is a manufacturing entity, an individual,
a university, Federal laboratory, small business or a large corpora-
tion. And the issues impacting the software industry add further
complexity and warrant very careful consideration.

I would like to also state that I do appreciate the efforts that
have been made to date to address university concerns in the legis-
lation as it is currently written. I am here to represent the univer-
sity perspective and to ask you to thoughtfully consider this view
as you continue to look at this complex issue.

As a professional in universit, licensing, I have an obligation to
the public, the U.S. taxpayers. My institution is a recipient of Fed-
eral funds, and I have a fiduciary responsibility to make sure that
the public benefits from the support.

I would like you to please keep in mind that new products and
services are tangible outcomes of public-supported research, but in
order for these research results to be made available to the public,
someone must invest in them, transform the idea into at product,
manufacture and distribute it and only then it truly becomes avail-
able to the public for their benefit.

The tool that we use most often to accomplish this is a licensing
arrangement, a patent licensing arrangement, between the univer-
sity and the for-profit company. This license and the guarantees of
the U.S. patent law are the incentives that we can offer to encour-
age development of publicly funded research results.

Prior user rights can remove this incentive and can discourage
this type of commercialization collaboration and this is what I am
concerned about. Please understand that the economic impact of
university licensing efforts is real. Research and commercialization
activities mean jobs for people who carry out the task of new prod-
uct development, manufacturing and sales. There were over $45
billion dollars in product sales in 1993 attributable to nonprofit
technology transfer programs. Tax revenue to State, local, and Fed-
eral governments are estimated to be over $9 billion.

Nonprofit research institution technology transfer programs help
to create or retain over 300,000 industrial jobs. And this number
does not include jobs that are created at universities and medical
centers to hire people to carry out industry-sponsored research pro-
grams.

University practices are philosophically consistent with the U.S.
patent law and our processes and practices are unique in contribut-
ing to the base of knowledge. We talk a lot about universities being



involved in patent and licensing, but in fact we accomplish most of
this by adding to the base of knowledge through publication and
we publish even when patents are filed. We accomplish this also
through teaching and training of our work force.

As Mr. Lehman has pointed out, the Constitution in fact provides
that the Congress shall have the power to promote the progress of
science and the useful arts by securing, for a limited time through
authors and inventors, the exclusive right to their respective
writings and discoveries. In the case of a patent, the right is grant-
ed and it is the right to exclude. This right to exclude is very im-
portant to university licensing.

Patent rights do not deprive the public of anything as do trade
secrets. For example, as an inventor, I would earn the right of ex-
clusion by instructing the public how to practice what I seek to pro-
tect. Patent law provides for this trade, and the trade works to help
me license technology and see that it is commercialized. Trade se-
crets do not.

Because prior user rights favor the trade secret, it is contrary to
the underlying purpose of the patent system as the secret does lit-
tle to advance the progress of science.

On a very practical basis, the right to exclude is the essential ele-
ment in any patenting licensing program and therefore, any uni-
versity technology transfer program. If the university or its licensee
cannot seek compensation from a detected infringer, as a university
licensing professional, I lose a very important incentive to offer my
licensee and this is an incentive that is required for them to invest
in product development. If the university, or our licensee, must
seek a determination of whether -or not there is a situation of prior
user rights or a situation of derivation, there is a disincentive to
invest in product development.

Secret prior user rights as a defense against patent infringement
constitute compulsory licensing. This is licensing without com-
pensation and I believe there should be compensation to a patent
holder in the case of patent infringement.

In the face of uncertainty of the right to exclude under a patent,
the opportunity to license that patent is severely diminished. Early
stage inventions resulting from university research, use of our pub-
lic funds, are very risky anyway. Potential corporate licensees and
venture capitalists are less likely to advance the risk capital need-
ed for the development, production and marketing of an invention
if there is a significant chance that an unlicensed corporation could
emerge at any time. This raises the concern of whether or not there
should be an assertion of prior user rights within a specified period
of time after a patent issues if we are going to have prior user
rights.

Again, incentives are lost to develop these federally funded tech-
nologies for the public benefit.

Finally, with prior user rights, especially with regard to univer-
sity inventions, because university inventions are published early,
the possibility of derivation is critical and it is real. It is not un-
common for universities to manage cases of infringement where
there has been derivation due to our practice of publishing early,
and a scientist from a company picking up an idea from such a



publication, patenting it, and working toward commercialization
with it.

Although prior user legislation calls for prior users to act in good
faith, meaning that there should be no derivation, the opportunity
for mischief is large. With the established university practice of
publishing research results, it is very possible and even likely for
a third party who reads a publication or hears a presentation or
reviews a poster session or interviews a graduate student or a post-
doctoral student, to use the inventive concept and engage in prepa-
ration to use prior to the university filing of a patent application.

Under these circumstances, who really bears the burden of proof
of derivation? I understand that under the legislation, the prior
user has to show and prove prior use.

But any time there is the threat of litigation or having to go
through the steps of discovery, it is a real deterrent to investment.
And this again diminishes the incentive I can offer to encourage
commercialization.

In summary, I am not here to endorse prior user rights. I am
concerned that prior user rights reward secrecy, are proned to
abuse, and punish those acting in the spirit of our patent law. Prior
user rights or the prior user defense too easily achieved or too
broad in scope could damage our patent system and negatively im-
pact the incentive to invest the publicly funded technologies and,
hence, negatively impact bringing those forward to the public.

Judge Rich of the court of app,:als has stated that the seemingly
little advances are the bread and butter of progress and sometime
turn out to be of much greater importance than first thought. The
biggest contribution the patent system makes to progress is to in-
duce a steady flow of contributions and to secure this continuous
disclosure. This continuous disclosure is what universities are
about. This is what university technology transfer is about and this
is why I cannot endorse prior user rights.

I would be happy to answer any questions, and I thank you for
consideration of this testimony.

Mr. HUGHES. Thank you.
[The prepared statement of Ms. Willey follows:]



Subcommittee on Intellectual Property wid Judicial Administration

Statement by Ta F. Willey of Purdue Research Foundation

Opposing Prior User Rights - September 13, 1994

1 respect that perceptions ofprior user rights are couched in the perspective from which

viewed That perspective differs substantially whether the viewer is a manufacturing

entity, an individual, a university, federal laboratory or a small busines& The emerging

patent issues impacting the software industry add further complexities.

I am here to represent a university perspective and to urge you, as you thoughtfully

review those pertinent policy issues, not to forget the critical role universities play in new

product development and in the economic health of this country.

As a university licensing professional, I have an obligation, as you do, to the public -- to

U.S. taxpayers. My institution is a recipient of federal research funding and as a result

we have a fiduciary responsibility to ensure that the public benefits from such support.

Personally, I feel I have a social contract to make the benefits of federally funded research

available to the public in a meaningful way...through traditional commercial channels.

I take this stewardship seriously. That is why I'm here today.

New products and services are tagible outcomes of public supported reseach. But, in

order for commercially important research results to be meaningful, some "one" must

invest in transforming the idea into a product, manufacture and distribute it. Only then

does it become truly available to the public. The tool most commonly used to accomplish
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this is a patent license amang mIn between the university and a for profit company. This

license, and the guarantees of patent law, ae the incentives the university can offer to

encourage development of public funded research results. Prior user rights remove much

of this incentive and discourage and undermine this type of commercialization

collaboration.

The economic impact of university licensing efforts is real. These efforts result in

products being distributed for the public benefit, support of university-industry research

collaboration, and importantly the research and commercialization activities mean jobs

for people who carry out the tasks of new product development, manufacturing and sales.

According to estimates by Dr. Stevens at the Dana Farber Cancer Institute in Boston,

using the results of the 1993 Association of University Technology Managers Licensing

Survey, there was over 45 billion dollars in product sales in 1993 attributable to non-

profit technology transfer programs. Tax revenue to state, local and federal governments

were estimated to be over 9 billion dollars. Applying standard economic models, non-

profit research institutions helped to create or retain over 300,000 industrial jobs, which

does not iai lude jobs created by the universities and medical centers as a result of

industrial funding.

U.S. patent law is important to university licensing efforts. Keep in mind that the word

patent, is derived fTom the Latin patere meaning "to be open". The document which

bears the seal of its author upon its face litterae patents or letters patent because it can be

read without breaking the seal.



The Constitution (Article 1, Section 8 Clause 8) provides that "the Congress shall have

power to promote the progress of science and the useful arts, by securing for limited

times to authors and inventors the exclusive right to their respect their writings and

discoveries..." Thus and inventor is granted the exclusive right to her writing or

discovery for limited periods. In the case of a patent, the right granted is the right to

exclude others from using the patented matter. Congress does not grant a monopoly to

practice, but grants an exclusive right to exclude others from practicing that which was

unknown to the public prior to tb,: publication of the patent. It does not deprive the

public of anything -- as do trade secrets. The inventor eams her right of exclusion by

instructing the public how to practice what she seeks to protect.

The power given under this clause is n= general. Congress is not empowered by the

Constitution to pass laws for the benefit or protection of authors and inventors L= as a

means to "promote the progress of science and the useful arts.

Prior user rights favor the trade secret, which is an anathema to the underlying purpose of

the patent system. When the choice is made to keep a valuable process a secret, that

choice does nothing to advance the progress of the useful arts.

University practices are philosophically consistent with the patent system and unique in

their contribution to the base of knowledge. This is accomplished through publication,

even when patents are filed, and in the teaching and training of our work force.

Clearly prior user rights promote secrecy. This is impossible for a university, as a

recipient of public funds it is not permissible and as an institution of higher education it is

not practical. Research results are consistently and regularly published or otherwise
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disclosed to the public. UdergMduate, graduate, doctoral and post doctoral students

participate in the research projects on a regular basis. From a practical standpoint, public

institutions could not expect to bold trade secrets with students coming and going on to

other universities and to industry. Even if we could keep a secret, prior user rights would

have no value to universities (or any other non-manufacturing entity for that matter) since

they are a "personal right" and would not be transferable to a licensee.

On a very practical basis, the right to exclude is the essential element in any parent

licensing program and; therefore, In a university technology licensing program

- If the university or its licensee cannot take action against a detected infringer

that is practicing the licensed invention - as a university licensing professional I

loose incentives to offer my licensee to develop this invention for the public

benefit.

- If that infringer can legally continue in its infringing activities without restriction

or penalty - I loose incentives to offer my licensee to develop this technology for

the public good.

- If the university or our licensee must seek a determination of whether or not it is

a situation of prior user rights or situation or derivation - I loose incentives to

offer my licensee to develop the product.

Secret prior user rights we an absolute defense against patent infringenent liability. They

constitute compulsory licensing but without compensation. In the face of the uncertainty

of the right to exclude under a patent the opportunity to license that patent is severely
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diminished. Early StaP inventions, resulting from use of our public funds, are often risky

investments anyway. Potential corporate licensees and venture capitalists are less like to

advance the risk capital needed for the development, production and marketing of an

invention where there is a significant chance that a powerful, unlicensed corporation

could emerge as a competitor with no requirement to license and no requirement to pay

royalties. Again, incentives are lost to develop these federally funded technologies for

the public good.

Finally, with prior user rights, especially in regard to university inventions that are

published well before a patent issues (let alone before it is filed when the grace period is

used), the possibility of derivation is critical and it is real. Although secret prior use

legislation calls for the prior users to have acted in good faith, meaning there should be

no derivation from the inventor, the opportunity for mischief and abuse is large. This is

particularly true where the invention resides in a university or other not-for-profit

research institution. With the established university practice of publishing research

results it is possible for a third party; who reads a publication, or hears a presentation, or

reviews a poster at a scientific meeting, or interviews a graduate student or postdoc; to

use the inventive concept. or even engage in preparation for use, prior to the university

filing of a patent application. Under these circumstances, who bears the proof of

derivation? Does this mean litigation, with its almost unlimited disclosure? The threat of

costly and time-consuming litigation can be an economic weapon against a university.

Clearly, this diminishes the incentive one can offer to encourage commercialization.

In summary, I believe that prior user rights are inequitable. Prior user rights would

reward secrecy, allow abuse, and punish those acting in the spirit of our patent law. Prior
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user rights too easily achieved and too broad in scope could damage our patent system

and negatively impact the incentive to invest in publicly funded research results and bring

those results forward for the public benefit

Judge Rich of the Court of Appeals for the FadeMl Circuit stated (In re Nelson et. al., 126

USPQ at 25 1):

"In the vcry nature of things progress is made as a result
of both the big and little contributions, mostly the latter
We get a telephone or a triode -- in modem jargon a 'major
breakthrough' -- only at rare intervals. The seemingly little
advances are the bread and butter of progress and sometime
turn out to be of much greater importance than at first thought.
The biggest contribution the patent system makes to progress
is to induce a steady flow of contributions and to secure their
continuous disclosure."

This is what universities are about. This is what technology transfer is about. This is not

an endorsement of secret prior user rights. Thank you for your thoughtful consideration

of this complex policy issue.
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Mr. HUGHES. And Mr. Newman.

STATEMENT OF ARNOLD I. NEWMAN, PRESIDENT, SYNEXUS
CORP., WEST BETHESDA, MD

Mr. NEWMAN. Because Americans benefit greatly from the efforts
of inventors, it is critical that patent policy be formulated to opti-
mize the process of investigation and the incentive to invent.

I believe secrecy is antithetical to the process of invention and
should not be endorsed or encouraged by adopting prior user rights.
The full disclosure of an invention by a patent when it issues is
what the inventor provides to society in exchange for the current
17-year exclusive right.

In contrast, a secret that is used to conceal an invention hides
technology from both the public and the Government for an indefi-
nite period of time. Proposed prior user rights set fundamentally
conflicting policy on secrecy and would undermine the patent sys-
tem. Currently, keeping an invention secret and not pursuing pat-
ent protection can be construed as suppression or concealment of
an invention and can bar one from obtaining a patent on the inven-
tion.

It is contradictory that suppressing or concealing an invention,
which under patent law would prevent someone from obtaining a
patent, would be the means by which one would obtain even lim-
ited rights under someone else's patent. This is illogical, ambigu-
ous, and fundamentally unfair.

Currently, the American patent system fosters information flow
critical to invention, competition, and free enterprise. For example,
sometimes other inventors can locate the boundaries of an inven-
tion disclosed in a patent and invent a new but different technology
that competes in the same or additional markets. Particularly sig-
nificant inventions when fully disclosed often spur the development
of new products that complement, support, or relate to pioneering
technology. Whole, new industries can develop from a single pio-
neering invention.

The polymerase chain reaction, for which Kary Mullis received
the Nobel Prize, is a recent example. The secrecy associated with
prior user rights would inhibit the free and easy access to informa-
tion so essential to inventing.

Trade secret prote-tion of an invention should be maintained, but
as a circumscribed, second choice alternative to the patent system.
Adopting prior user rights would remove much of the risk of keep-
ing inventions secret, and this is not beneficial to society, which re-
quires the open disclosure of patents to foster dynamic and contin-
ued innovation.

Granting prior user rights would remove the incentive for a prior
user to challenge, through reexamination or other means, a patent
perceived as protecting a trivial or obvious invention. This would
diminish a built-in quality control feature of the present system.

Patent law already prescribes defensive measures for an inventor
to protect his ability to use his invention without a patent, and this
need for prior user rights is questionable. As examples, one could
prevent others from patenting an invention by proving and, indeed,
ensuring that the invention was known by others, offered for sale,
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or publicly used in this country, or described in a printed publica-
tion anywhere in the world.

Prior user rights would devalue patents. If a prior user is grant-
ed even limited rights to make, use or sell a patented invention,
the patentee's right becomes nonexclusive. This decreases the value
of the patent in the event of a license agreement or sale, and crip-
ples the patentee's ability to negotiate a deal.

If prior user rights are provided, there will be more secrets. This
will encourage competitors to waste resources by reverse engineer-
ing old inventions instead of trying to invent alternative tech-
nologies. American universities, which are engines of innovation
unmatched elsewhere in the world, depend on technology transfer
and licensing to commercialize their patents, and would be particu-
larly vulnerable to prior user rights.

Prior user rights have an increased potential for complexity. For
example, it is unclear what would constitute prior use, or what
standard of documentation would be sufficient proof of prior user.
Interference proceedings between patentees and alleged prior users
are also conceivable. Complex and uncertain, prior user rights
would increase costly litigation and pose an additional burden on
the courts.

Some argue prior user rights would protect against patented in-
ventions perceived as ridiculously broad, trivia, obvious, or well-
known. Rather than adopting prior user ri hts as a loophole de-
fense against bad patents, the public would be better served by fa-
cilitating the difficult job of patent examination and hence the
quality of patents.

Finally, prior user rights are often proposed as a part of a larger
attempt to "harmonize' our patent system with those of foreign
countries. Historically, American inventiveness has been quali-
tatively different from that of other countries and, indeed, today
most breakthroughs continue to come from this country.

The current patent system reflects the American tradition of re-
warding the first in a fair and open endeavor, whether it be the
discovery of gold, the invention of the phonograph, or the first
flight across the Atlantic. Indeed, Lindbergh would not have be-
come quite so celebrated if his flight were taken in secret. To prac-
tice a technology in secret, only to reveal it when someone else gets
a patent, is against our culture and tradition.

Our economy requires growth and change, and this is stimulated
in part by a patent system that rewards inventors in exchange for
fulland open disclosure of technological innovations. The delicate
and dynamic balance existing between the greater good of a free in-
dustrial society that benefits economically, socially, and culturally
from technological innovation, and the property rights of the inven-
tor is currently maintained by our patent system, which has
evolved according to our unique culture. This system works well
and should not be diluted or unbalanced by prior user rights.
Thank you.

Mr. HUGHES. Thank you very much, Mr. Newman.
[The prepared statement of Mr. Newman follows:]
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Mr. Chairman and Members of the Subcommittee:

My name is Arnold Newman. As an independent inventor, I have approximately

twenty U.S. and foreign patents, half of which have been licensed. Since leaving

The Johns Hopkins University Applied Physics Laboratory in 1986, 1 have

founded or cofounded four companies. Currently, as President of Synexus

Corporation, I am involved in the development, licensing, and transfer of rny own

technology and that of others.

I am pleased to testify today on prior user rights, which I oppose.

Because American society benefits greatly from the creative efforts of inventors,

it is critical that patent policy be formulated first and foremost to optimize the

process of invention. That is, the conception of an invention and its reduction to

practice should be facilitated by the patent system. As currently formulated, the

first-to-invent patent system provides the first, diligent inventor with protection

from the time of conception, and is an incentive to actually make the invention

and test it. This first-to-invent system encourages the diligent inventor to

complete an invention before filing a patent application. It discourages the filing

of premature and potentially non-enabling patent applications. Both inventions

and patent applications are better when written after the prototype is made or the

process tested, and laboratory data are available. The secrecy attendant to this

process, and to the time of patent prosecution, is under the inventor's control,

and is maintained by the patent office after the patent application is filed to

protect the potentially imminent property rights of the inventor. The secrecy of a

pending application that eventually issues as a patent is temporary, and the

invention is fully disclosed to the patent office during the examination process.
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Many inventions are disclosed before the patent issues because inventors often

feel sufficiently protected under the first-to-invent system and by the fact of a

pending patent application. Thus, the public learns of the Invention, at the latest,

after a patent issues, at which time a full disclosure -of how to make and use the

invention becomes part of the public record freely available to all. The full

disclosure of an invention by a patent is what the inventor provides to society in

exchange for the currei .t 17 year exclusive right. The secrecy of pending patent

applications is very different from that of a trade secret or a secret that is used to

suppress or conceal an invention, where technology is kept from both the public

and the government for an indefinite period of time.

The issue of prior user rights is very complex. I sympathize with those who have

not pursued patent protection for technology critical to their businesses, whether

through ignorance, lack of experience, or bad luck. However, I am compelled by

experience and philosophy to reject prior user rights.

Proposed prior user rights would undermine the patent system. First, it sets

fundamentally conflicting policy with regard to secrecy. Current patent law

dictates that an invention be kept secret by the Patent Office after an application

for a patent is filed, until the time when the patent is granted. Also, at present,

the very act of keeping an invention secret and not pursuing patent protection

can be construed as suppression or concealment of an invention (35 USC

§102(g)) and can bar one from obtaining a patent on the invention. It is

contradictory that the act of suppressing or concealing an invention, which under

patent law would prevent someone from obtaining a patent, would be the very

means by which one would obtain even limited rights to make, use, or sell the
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invention of someone else's patent under prior user rights. This is illogical,

ambiguous, and fundamentally unfair.

The secrecy associated with prior user rights would also inhibit the free and easy

access to information so absolutely essential to the process of invention.

Information is the fuel of invention because it provides the components of an

invention, which when combined by an inventor, become greater than the sum of

its parts. Information is so important to the process that its suppression or

concealment is antithetical to innovation. Sequestration of information causes

technological stagnation because it inhibits inventors and also because it

prevents scientists from efficiently doing research.

As currently structured, the American patent system fosters information flow

critical to invention, competition, and free enterprise by providing a 'public record

of invention and technology. For example, other inventors can locate the

boundaries of an invention defined in a patent and invent around it to produce

new technology designed to compete in the same or additional markets. There

are often two, three, or more distinct ways to solve the same problem. I have

considerable experience in the field of chemical sensors and chemical analysis

and have found that it is usually possible to accomplish the same chemical

measurement with three completely different instruments. Another example of

the importance of open disclosure of technology is that particularly significant

inventions often spur the development of new products that complement,

support, or relate to the pioneering technology. The polymerase chain reaction

(PCR), inventecd-by-Kary__Mllis for which he received the Nobel Prize, is an

elegant, beautiful, and critically important invention that has elicited further
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inventions by others of a wide variety of reagents, instruments, and

improvements. This would not have occurred were PCR not fully disclosed.

While I oppose the Increased secrecy and concealment of Information attendant

to prior user rights. I believe that the practice of trade secret protection of

intellectual property provides a circumscribed, legitimate process available to

Industry that should be maintained In its present form. With trade secret

protection, one weighs the benefit and cost of carefully maintaining a

technological trade secret potentially indefinitely against the risk of someone else

obtaining a patent on the technology. This should be an informed decision, and,

under the current system, one would not logically choose trade secret protection

for a technology critical to the survival of one's company. Protecting technology

critical to a company's economic health is best done through options available

under patent law. Obviously one can obtain a patent. Should one choose not to

pursue patent protection, current provisions of patent law can be used to prevent

others from obtaining a patent. For example, publishing a full description of an

invention or using an invention openly in public are defensive actions currently

available that can be used to prevent others from obtaining a patent on an

invention.

Granting prior user rights would remove the incentive for a prior user to challenge

a patent (e.g., reexamination) perceived as protecting a trivial or obvious

invention, and would lead to the loss of this built-in quality control feature of the

present system. Another way in which prior user rights would undermine the

patent system is that it would fundamentally devalue patents. With prior user

rights, after an invention is patented by another, the prior user then gets benefit

of that patent for an addition 17 years as perhaps the only entity, aside from the
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patentee, to make, use, or sell the invention. This devalues the patent because

the patentee's right becomes nonexclusive. It decreases the value of the patent

in the event of a license agreement or sale and cripples the patentee's ability to

negotiate a deal.

If prior user rights are provided under intellectual property law, I believe that

inventors and entrepreneurs will use them. This would harm the patei1t system

and the negative consequences should be considered. More technology will be

used in secret because there will be less risk to doing so. More inventions will be

practiced secretly that might otherwise be disclosed in patents and technical

literature. This w11 encourage competitors to waste resources by engaging in

reverse engineering instead of trying to invent alternative technologies.

American universities, which are veritable engines of innovation unmatched

elsewhere in the world, would be at a disadvantage because, not manufacturing

or practicing technology in the commercial world and rarely developing

technology beyond prototype and demonstration stage, they would be particularly

vulnerable to prior user rights. They depend on technology transfer and licensing

to commercialize their technology.

A potential adverse consequence of adoption of prior user rights is an increased

possibility for complexity and even fraud. It is not clear what would constitute

prior use. Is the use of a technology sporadically over a period of several years

prior use, or must a company use a technology continuously? What

documentation would be sufficient proof of prior use? Must it be to the same

standard required by patent law to prove diligence? One can envision

interference proceedings between patentees and alleged prior users. Certain

'prior users' might choose to change course and elect to pursue patent
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coverage. This would require a determination as to whether the invention was

suppressed or concealed. The uncertainty and complexity of prior user rights

would increase costly litigation and pose an additional burden on the courts.

Having discussed the potential disadvantages of prior user rights, what are the

proposed advantages, and are prior user rights necessary to gain these

advantages? Prior user rights have been advocated as a way to protect a prior

user's right to make, use, or sell an invention should he not patent it. The current

system provides a number of ways for an inventor to protect his ability to use his

invention, however, and the need for prior user rights is not clearly evident. For

example, if one chooses not to patent an invention, one does not have to practice

it in secret. Current patent law prescribes defensive measures for preventing

others from obtaining a patent on the same invention. One can take action to

prove and, indeed, ensure, that the invention was known by others in this

country. One can describe the invention in a printed publication. As an example,

IBM publishes a technical disclosure bulletin distributed to various libraries that

describes inventions in enough detail to prevent others from obtaining patents on

those inventions. One can also publicly use or sell the invention in this country.

Additionally, reexamination procedures allow for the consideration of facts not

applied during the original examination. Finally, litigation can be used to

invalidate a patent.

Prior user rights have also been advocated as a way to fix certain 'defects' some

perceive in the current system, specifically to counterbalance the inappropriate

granting of patents for technology that has already been in use. There has

recently been a lot of industry hysteria and press coverage about patents that

have issued, particularly in the software field, that too many consider to be
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ridiculously broad, if not invalid. These patents cover technology that many

consider to be publicly known. I believe that some remedies already exist in the

patent system to fix such mistakes, and others specific to the problems may be

devised. Patent examiners have a very difficult job, and they operate under a lot

of pressure to be productive and examine as many applications as possible.

There is not enough time to perform adequate patent searches, particularly in

such fields of explosive growtl, as software and biotechnology, where most of the

disclosures are published in the non-patent technical literature. Indeed, because

most patent examiners do not actually practice technology, it can often be difficult

for them to know what constitutes obviousness. Because this is often determined

according to the abilities of those with ordinary skill in the art, in a fast developing

technical field, practitioners in industry are in the best position to know the prior

art and judge obviousness. As an electrical engineer with many years of

experience, I have often come upon patents in the electronic arts disclosing

technology or techniques that struck me as either trivial, obvious, or both,

representing methods that any experienced engineer would know and use.

Rather than pursuing prior user rights, more good would come from developing

administrative policy that facilitates the job of patent examination and thus the

quality of issued patents.

The following suggestions are specific to the problem of recognizing obviousness

and identifying the appropriate prior art. There should be more technical forums

between the patent office and industry where significant trends in technology can

be discussed. There is a need for additional technical information experts,

perhaps even ad hoc reviewers, to assist examiners in searching the non-patent

technical literature which examiners, particularly in fast developing fields, should
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be strongly encouraged to do. Librarians in corporations should be invited to

help in updating literature available to patent examiners.

Finally, it is often proposed that we adopt prior user rights as part of a larger

attempt to "harmonize" our patent system with those of foreign countries. This

proposal ignores the history of American industrial development. It is logical that

our patent system is unique and adapted to our culture, because we are different

from other countries. Our population largely derives from a self-selected group of

adventurous and pioneering immigrants who left their native lands for a new and

dangerous nation. The disproportionate percentage of American risk takers has

affected our culture to the extent that risk-taking is admired and rewarded. The

need for constant, dynamic change is programmed" into our society and this

provides American inventors with new problems to solve and needs to satisfy.

Since colonial times, American inventiveness has been qualitatively different from

that of other countries. Today, most technological breakthroughs continue to

come from this country. The current patent system reflects the American

tradition of rewarding the first in a fair and open endeavor, whether it be in the

discovery of gold, the invention of the phonograph, or the first flight across the

Atlantic. Indeed, Lindbergh would not have been quite so celebrated if his flight

were taken in secret. To practice a technology in secret, only to reveal it when

someone else gets a patent, is counter to our culture and tradition.

The American patent system in its current form has proven empirically to be too

successful and too critical to our economic health to be bargained away as a

concession during negotiations with foreign countries. Unfortunately, patent

policy makers currently appear to favor the opinions of foreign governments and
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multinational corporations over the needs of American inventors, whose

perspectives and insights are largely absent in the debate.

Our economy requires growth and change, and this is stimulated in part by a

patent system that rewards inventors in exchange for full and open disclosure of

technological innovations. The delicate and dynamic balance existing between

the greater good of a free industrial society that benefits economically, socially,

and culturally from technological innovation, and the property rights of the

inventor is currently maintained by our patent system, which has evolved

according to our unique culture. This system works well and should not be

diluted or unbalanced by prior user rights.
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Mr. HUGHES. First of all, there are certain industries in which
patents simply were not approved until court decisions broadened
the reach of the patent system. Doesn't this prior inability to obtain
patents justify some special type of protection now for those indus-
tries, Mr. Moy?

Mr. Moy. I would want to take a look at those industries very
carefully. My own personal view is basically anything that can be
learned through reverse engineering is of public use as that concept
is understood in 102(a) and 102(b). I believe that you are referring
probably to the software industry, and while I don't have a back-
ground in software technology, rather mechanical technology, my
understanding is that large amounts of the technology that the
software industry is worried about being locked out of, in fact, is
capable of being reversed engineered through ordinary skills in the
art. So I think, frankly, by clarifying the scope of sections 102(a)
and 102(b) much of their worries would go away.

I would want to take a look, then, and see what remains "after
that. I agree that if there is a substantial amount that remains
after that, there would be a risk.

Mr. HUGHES. Well, Professor, I gather you were wrestling with
a problem of what it really is, a trade secret. One of your sugges-
tions is that we should perhaps modify section 102(g) as a way to
deal with those situations where instead of it being what we gen-
erally refer to as a trade secret, it was perhaps an incremental im-
provement in a process over a period of time which occurred in the
workplace. And by any standard that process, patented by a subse-
quent patentee, is taking advantage of a technology that has ex-
isted for as much as 20 years, in Mr. Budinger's case. What is the
difference, whether we modify 102(g) or whether or not we classify
it as a prior user right?

Mr. Moy. The difficulty I have with the scenario--
Mr. HUGHES. If it is a limited prior user right.
Mr. Moy. Yes, the difficulty I have of broadly enacting prior user

rights is this: The case law, which is admittedly somewhat jumbled
in this area, is that technology that is restricted from public dis-
semination through purposeful attempts to keep it private cannot
be relied upon as prior art. And I think that probably is justified.
But I think we can segregate those situations away from situations
where someone on the shop floor has simply put technology into
use without thought of whether it would become public or not, that
is, without consciously calculating the need for it to be kept secret.

What we are interested in doing, I think, is biasing people's deci-
sions, when they are looking at trade secrecy or patenting, toward
patenting, and away from trade secrecy. If we have someone who
is not even considering the matter, they are not really the people
we are looking at.

Mr. HUGHES. But the problem is that a lot of small industries,
in particular, do not, in fact, file for patents because of the cost of
them. And the question is, getting back to some of Mr. Newman's
testimony, is are we promoting the sciences and useful arts by en-
couraging small firms to innovate? It seems to me that is the point
that the Commissioner of Patents and Trademarks made this
morning.
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Are we not fulfilling really the mission of the constitutional pro-
vision by encouraging small firms to innovate, in incremental fash-
ion, an are we not penalizing them if we do not protect them? If
they are the ones that for 20 years developed a particular tech-
nique, which they did not characterize, did not necessarily treat as
a trade secret, it just happened to be the way they became efficient
over a period of time, andare we not really promoting the sciences
and the useful arts by encouraging that? And are we not penalizing
those that innovate-in fact, say some smart guy coming in 20
years later that sees that his competitor has a pretty good tech-
nique, did not take him much difficulty to find out why he was so
efficient and now they go in and they basically file a patent appli-
cation and take advantage of basically the innovation of somebody
who invented that technique.

Mr. MoY. I see your point, and I think we are in agreement on
a very basic point. Like a lot of patent attorneys, I believe most in-
ventions probably stay outside the patent system and do not be-
come part of a patent application. That is probably a good thing,
not a bad thing. We are probably on the same footing there.

What I would point out is that the patent system, if properly
used, does not really dissuade these people from continuing the
course of activities that you are talking about. In fact, the fact pat-
tern you have come up with, that is where someone else can per-
ceive the innovators' technology, could have obtained the tech-
nology through the current techniques. That is enough to inject the
technology into the public domain. And, in that case, not only does
the technology become something that can be practiced without
worry of patent liability, but anything that is obvious over it can
be practiced as well.

So I would say that, if somebody is in their plant making incre-
mental developments and worried about whether or not they are
going to be held liable for a patent infringement, "Look, the patent
system already has a mechanism for you. Things that are obvious
over the prior art cannot be patented. So if you are doing an incre-
mental sort of change, you have already a safety mechanism in the
present law." You see? I think that will take care of most of the
cases.

Mr. HUGHES. Mr. Newman, you were about to comment.
Mr. NEWMAN. Well, first, I would like to say I have trouble with

the term "incremental improvements." And the reason is because
it is a relative-it has to do with perception. If a small company
is making incremental improvements, that if they are by somebody
else's patent barred from using them, then those are pretty sub-
stantial technologies for them. And if it puts their company at risk
not to be able to practice those improvements, then that in and of
itself is criteria to use the patent system or if-

Mr. HUGHES. But at what point do you do that? Here you are,
you are a small industrialist and you encourage your work force to
try to improve your techniques. You provide bonuses, rewards for
them to do that over a period of time; you develop a process that
is fairly efficient. When do you decide that that is worth investing
in the kind of money you have to invest in to get a patent at what
point? That is the point a lot of industrialists face, I would think.
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Mr. NEWMAN. It is a matter of judgment, and it is a judgment
that people are gettin better at making because of what is going
on today and also with the globalization of the economy. A lot of
people have made mistakes and they can be very upset about that
and want to make changes in patent law, but other people are be-
coming very sophisticated about it and developing an experiential
base upon which to make judgments as to when to patent.

What one does in business in a situation where you are not sure
whether you want to get a patent or not is you look and see if there
are alternative ways available to do the same--to make the same
product. It is a whole series of decisions that one has to make, and
I think it is very important that people become sophisticated in
this way.

You are beginning to see that just looking at the software indus-
try, the number of patents issuing in software, if you go to the
stacks in the Patent Office, maybe there would be 20 or 40 bundles
of patents issued just in the last 3 years.

Mr. HUGHES. There are all kinds of advantages in filing a patent
application. I mean, it is preferable. It provides a monopoly; it pro-
vides protection for perhaps as much as 20 years, depending upon
what happens with GATT. But you know, the fundamental ques-
tion is how do you confront the argument that a prior user may
really be the first to invent the product or process and is therefore
entitled to protection under the Constitution?

Mr. NEWMAN. If the prior user is in effect?
Mr. HUGHES. If you have somebody that basically has developed

an innovative technique, a process, and for various reasons did not
feel that he could afford or perhaps it happened over a period of
time and he did not in fact file a patent application, but he is the
one that created the process, what do you say to the argument that
the Constitution should protect him? He is the first inventor.

Mr. NEWMAN. There are alternatives available to him. He can
patent.

Mr. HUGHES. Let us speak about what the Constitution-the
Constitution is trying to encourage innovation, promote the useful
arts and sciences. Why is he not doing that?

Now, Mr. Budinger was not necessarily engaging in providing a
trade secret for his technology. But he contributed. Well, his com-
petitor found out very easily in time basically what their tech-
niques were and why he was so efficient. And there are folks that
do not believe that it is necessarily a trade secret. This happened
to be a process they developed over a period of time. Why should
we not, as the policymaking body in this country, protect that in-
ventor?

Forget the patent process by granting a monopoly, why should
we not protect any innovator, anybody that invents something that
promotes the usefl arts and sciences in this country?

Mr. Moy. I can take that question.
Mr. HUGHES. Sure, Professor.
Mr. Moy. Well, I think you always have to keep in mind that

granting patents is an exception to the general rule, which runs
throughout our social fabric and that is that generally speaking
open competition is preferable to an absence of competition.
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Mr. HUGHES. But, Professor, the folks in this country benefit
from his product. The people around the world benefit from his
product.

Mr. MoY. Absolutely.
Mr. HUGHES. He did not file a patent application but what he did

was he basically innovated and he developed this process and he
became very competitive. He competed with firms around the world
who take advantage of prior user rights. He cannot in this country
because we do not have prior user rights. Why is he not entitled
to protection?

Mr. MoY. The question is this: The question that any society has
to ask, including our own, is at what point do the social benefits
of protecting someone like that outweigh the social costs. And the
balance that is struck in the patent system as it exists now is that
when the event that is being sought to be protected is novel,
unobvious, and accompanied by a public disclosure from the initial
date, then the social costs are low enough and the social benefits
are high enough to justify this intrusion into the competitive mar-
ketplace. And the reason why I would say that a trade secret user
ought not to be protected is because, while we may have a tech-
nology that is novel and unobvious, it is not being associated with
the public disclosure as well. The social costs are therefore higher
and it may very well be that it is a deal that the public ought not
to strike. That is my sense of what the patent system currently
does, and I think by giving prior user rights to someone like that,
you would be in the process of recasting a basic fundamental judg-
ment that the patent system embodies.

Now certainly it is possible to accommodate trade secret users,
for example, by changing the suppression and concealment lan-
guage in section 102 (g).Certainly that can be done; certainly it is
within the power of this body to do that and certainly I think it
is an arguable question as to whether it ought to be done or not.

But the point that cannot be escaped is that making such a
change would cause a fundamental realignment of what the patent
system is currently doing. It is jumping in and upsetting the com-
petitive marketplace for purpose of trying to foster trade secret in-
novation-that is really the problem that I have.

What I would do is first try something that is less intrusive to
solve these problems. And if I did, in fact, make the fundamental
intrusion that is under discussion here, I would do it only after sig-
nificant study.

Mr. HUGHES. Ms. Willey, I just detect that you would prefer not
to have any prior user statute, but if you have to have one, this
is probably as limited as you are going to get. Am I reading you
correctly?

Ms. WILLEY. In fact, that is the position that the Association of
University Technology Managers have taken.

Mr. HUGHES. Because you could take a lot more than what basi-
cally is in this legislation.

Ms. WILLEY. Absolutely. The position is that we have agreed not
to openly oppose this version. We accept that something has
changed, and these are the issues of NAFTA and GATT, global
trade issues which may shift the balance in cost and benefit of a
prior user right. We recognize this change, nevertheless, as univer-
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sities, and not-for-profit organizations and a place that cannot keep
a secret, prior user rights have no benefit to us.

Mr. HUGHES. You have to invest in your university system.
Ms. WILLEY. We cannot maintain a trade secret. We have stu-

dents coming and going and being hired away and faculty publish-
in their work.

V. HUGHES. I hope you will keep my grades secret from a while
back.

Ms. WILLEY. I will be happy to keep your grades secret. As to our
position, we accept that as we enter the global marketplace and
weigh these costs and benefits that some form of prior user rights
will most likely be implemented. And, if they are, we want to make
sure the university's role in new product development is taken into
consideration.

Mr. HUGHES. I think you are omniscient. I think you are prob-
ably right.

Ms. WILLEY. We are trying to be realistic. We have to be idealis-
tic and realistic at the same time. We make decisions every day
whether to expend money on patent applications. They are very ex-
pensive. If we are to disseminate knowledge through the use of pat-
ents, we do so when we think we can capture value with the intel-
lectual property that is created.

Mr. HUGHES. Professor Moy, if you had a legitimate prior user
who had a licensed process for use of a third party under a secrecy
agreement, would that third party be able to claim a prior user de-
fense under the Senate legislation, in your judgment?

Mr. Moy. Under the Senate-let me make sure I have the fact
pattern correct here. We have a legitimate prior user, someone who
would be a prior-

Mr. HUGHES. For use to a third party under a secrecy agreement.
Would that third party be able to claim a prior user defense under
the Senate bill?

Mr. Moy. Had they achieved the status by the priority date of
the applicant?

Mr. HUGHES. Yes.
Mr. MoY. My understanding of that legislation is that this per-

son probably would have such a right. I am not positive but I be-
lieve that they would.

We are a little bit fortunate in patent law, because our statute
tends not to resemble the Tax Code in too many places, but as the
amendments are layered on the 1952 act we have a tendency to
look more and more like it. The Senate bill is not an easy statutory
enactment to wade your way through, but that is my sense of it.

Mr. HUGHES. Ms. Willey has already addressed this, but I want
to hear from you, Mr. Newman. Other countries protect their do-
mestic industries from prior user rights. I think most of the indus-
trialized world has prior user rights; most of our major traders, all
of our major trading partners. I cannot think of one exception. In
essence, an additional protection against foreign patents. The Unit-
ed States does not provide such protection. Does that not put our
industries at a competitive disadvantage?

Mr. NEWMAN. In some ways, yes. We also are different in the
sense that we are first to invent as well and they are all first to
file. Aside from, I guess, the Philippines and Jordan.
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Mr. HUGHES. Well, that is for now.
Mr. NEWMAN. Right.
Mr. HUGHES. That is changing. I don't suspect that prior user

rights is going to change around the world.
Mr. NEWMAN. I think the argument for prior user rights in a

first-to-file country is perhaps stronger. But other than that, I
would say that we also are a fundamentally unique nation industri-
ally and one could say, for example, as a nation of immigrants, we
have particularly attracted risk takers.

Mr. HUGHES. Do you think we will be harmonizing our laws with
the rest of the world?

Mr. NEWMAN. I think that there is this-at the present time,
there seems to be a lot of policy akers, people in government, who
are pushing for that. I think there is a lot of pressure from multi-
national and large companies. But I think that smaller inventors
see the first to invent as a means to test inventions, try them out
before filing a premature patent application, and I think that first
to invent versus first to file will be the major aspect in harmoni-
zation.

Prior user rights, you know, seem to be proposed by people who
also mention the fact that they exist overseas, and then there are
some other issues relating to harmonization too. But I think that
the harmonization issue is driven by international trade. And the
consideration of the policy for harmonization is driven by an inter-
national perspective that sometimes does not balance the needs
and the unusual ways in which we tend to invent. We tend to be
particularly good at conception and prototyping.

There has been, over the years, a number of people who have
said we are not perhaps as good at followthrough. So perhaps
maybe conception and the due diligent reduction of practices is
something that we should be concentrating on.

My concern about-
Mr. HUGHES. We also have to be realists. Will we not have to be

more and more in a global economy? Won't we have to look to pro-
tect our industries vis-a-vis what other countries are doing? How
can a company remain competitive in this country if in fact other
countries are playing by different rules that give them a competi-
tive advantage?

Mr. NEWMAN. I think it is important in negotiating to set forth
our side of the story as well. And I do not see that we are getting-
I do not see that our perspective is respected internationally and
I think our perspective is really something that has evolved over
200 years and nobody can argue with our success.

So how do you retain the inventiveness of Americans and protect
it at the same time, that you do not dilute it by, for example, re-
quiring them to file patent applications before they are actually fin-
ished with the invention.

Mr. HUGHES. Well, 200 years ago, Mr. Newman, most of our mar-
ket was a domestic market. That market has changed considerably.
Much of our market is a global market. And the beauty about our
Constitution and our system of laws is that they can adapt by
change. And harmonization, I think, is inevitable.

Mr. NEWMAN. I think it is probably going to happen the way peo-
ple predict. I think so. But my concern is that the features of our



121

system that have really been very good for us, and not only 200
years ago, but still today, be retained in some way that American
inventors are not being forced to adapt to systems that may have
been developed for very different reasons and, in fact, end up pro-
tecting not the small companies, not the most innovative aspects of
society, but the strongest.

The thing with prior user rights that is often heard about, is the
small inventor, the smaller companies maintaining their ability to
practice a particular invention. As a small inventor, I am particu-
larly worried about a large company asserting prior user rights
against me. If you are just starting to manufacture something
under a patent or patent pending, and later on a very, very large
company asserts prior user rights, I mean it could be pretty dif-
ficult for you. So it works both ways.

Mr. HUGHES. They would have to establish that they basically
had openly at that point invented that particular technology and
they wou!d have to establish that by a preponderance of evidence.

Mr. NEWMAN. They would.
Mr. HUGHES. They would have to establish they were the first in-

ventor. Isn't that what our country is all about, trying to basically
reward the inventor?

Mr. NEWMAN. I think the argument about balancing the patent
system between the need for disclosure and against k .eping tech-
nology secret is a very important issue that has to be brought into
that part of the equation. Because I will tell you that the process
of invention is totally dependent on the availability of information.
And when you have people actually going to the Patent Office and
etting state-of-the-art searches to try to figure out other ways that
o not infringe a patent but also would address the same lucrative

markets-
Mr. HUGHES. Well, I have enjoyed this dialogue and I think it

has been a very helpful panel and I appreciate your contributions
here today.

It is a very interesting issue and, frankly, I approached it the
same way you did initially, and my initial visceral reaction is pre-
cisely what I have heard from this panel and I might say from the
Commissioner of Patents, but on balance there is, I think there is
a legitimate problem, a legitimate need to try to do something
about a basic inequity that exists for prior users, and I am also a
realist, Ms. Willey, and I see what has happened internationally
also and, frankly, I would be happy to hear from you on how we
could perhaps make it any more protective and limited than the
Senate bill is today.

I have heard some suggestions today and the record will remain
open for a period of 10 days in the event you want to submit any-
thing additional for the record. Thank you very much.

That concludes the testimony for today and the subcommittee
stands adjourned.

[Whereupon, at 5:10 p.m., the subcommittee adjourned.]
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APPENDIXES

APPENDIX I.-H.R. 4978, A BiLL To AMEND TITLE 35, UNTrED
STATES CODE, To HARMONIZE THE UNrrED STATES PATENT SYS-
TEM WiTH FOREIGN PATENT SYSTEMS, CH. 28. SEC. 1, § 273, 102D
CONG., 2D SESS.

*Partial bill

102D CONGRESS
2D SESSION H .R. 4978

To amend title 35, United States Code, to harmonize the United States
patent system with foreign patent systems.

IN THE HOUSE OF REPRESENTATIVES
APwL 9, 1992

Mr. HuGh s (for himself and Mr. MooRHEAD) introduced the follo-ing bill;
which was referred to the Committee on the Judiciary

A BILL
To amend title 35, United States Code, to harmonize the

United States patent system with foreign patent systems.

1 Be it enacted by the Senate and House of Representa-

2 tive of the United States of America in Congress assembled,

3 SECTION 1. SHORT TITLE; REFERENCE.

4 (a) SHORT TITLE.-This Act may be cited as the

5 "Patent System Harmonization Act of 1992".

6 (b) REFERENCE.-Except as expressly provided oth-

7 erwise, whenever in this Act a section or other provision

8 is amended or repealed, such amendment or repeal shall

9 be considered to be made to that section or other provision

10 of title 35, United States Code.
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4

1 "(B) was on sale in the United States

2 more than one year before the filing date of the

3 application for patent.

4 "(b) GRACE PERIOD.-Notwithstanding the provi.

5 sions of subsection (a), subject matter disclosed in the

6 prior art not more than one year preceding the filing date

7 or priority date of the application for patent shall not af-

8 fect novelty or nonobviousness under this section whenever

9 it results from a disclosure of information obtained di-

10 rectly or indirectly from an inventor named in the applica-

11 tion.".

12 (2) The table of sections at the beginning of chapter

13 10 is amended by adding at the end the following:

"106. Conditions for patentabiity; first to fill novelty, nonobviousneus, senior
priority, and right to patent.

14 (b) INFR[NGENMINT.-(1) Chapter 28 is amended by

15 adding at the end the following:

16 "I 273. Rights based on prior use

17 "(a) IN GE.ERAL.-A person shall not be liable as

18 an infringer under a patent granted to another ith re-

19 spect to any subject matter claimed in the patent that

20 such person has, acting in good faith, commercially used

21 or commercially sold in the United States, or has made

22 effective and serious preparation therefor in the United

23 States, before the filing date or priority date of the appli-

24 cation for patent.
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5

1 "(b) QUALIFIcATIONS.-(1) The rights based on

2 prior use under this section are personal and shall not be

3 subject to assignment or transfer to any other person or

4 persons except in connection with the assignment or trans-

5 fer of the entire business or enterprise to which the rights

6 relate.

7 "(2) A person shall be deemed to have acted in good

8 faith in establishing rights under this section if the subject

9 matter has not been derived from the inventor.".

10 (2) The table of sections at the beginning of chapter

11 28 is amended by adding at the end the following.

"273. Rights based o pri Ue.".

12 SEC. 4. APPLICATION FOR PATENT.

13 (a) BENEFIT OF EARLIER APPLICATION WITHIN 1

14 YEAR; RIGHT OF PRIORITY.---Section 119 is amended to

15 read as follows:

16 "1119. Benefit of earlier application within I year,

17 right of priority

18 "(a) PRIORITY RIGHT IN PRIOR APPLICATION.-An

19 application for patent for an invention filed in the United

20 States by an applicant who has, or whose legal rep-

21 resentatives, agents, or assigns have, previously regularly

22 filed an application for a patent for the same invention

23 in the United States or a foreign country, if such foreign

24 country affords similar privileges in the case of applica-

25. tions filed in the United States or to citizens of the United

*Mt 4M

85-524 - 95 - 5
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APPENDIX 2.-S. 2272, A BILL To AMzND CHAP= 28 oF TrrLz 35,
UNITED STATES CODE, To PROVE A DEFENSE To PATENT
INFraiNGoNT BASED ON PRIOR USE BY CERTAIN PERSONS, AND
FOR OTHER PURPOSES

103D CONGRESS
2D SESSION S. 2272

To amend chapter 28 of title 35, United States Code, to provide -a defense
to patent infringement based on prior use by certain persons, and for
other purposes.

IN THE SENATE OF THE UNITED STATES
JuLy I (legislative day, Juh"E 7), 1994

Mr. DLECoKcn1 (for himself and Mr. BmzDE) introduced the following bill;
which was read twice and referred to the Committee on the Judiciary

A BILL
To amend chapter 28 of title 35, United States Code, to

provide a defense to patent infringement based on prior
use by certain persons, and for other purposes.

I Be it enacted by the Senate and House of &presenta-

2 tis of the United States of America in Congrn assmbled

3 SECTION 1. SHORT TITLn .

4 This Act may be cited as the ."Patent Prior User

5 Rights Act of 1994".
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2
1 SC 2. D F N TO PATEM INFRIn oEr BAsED ON

2 PRIOR UML

3 (a) IN GENzRAL.---Chapter 28 of title 35, United

4 States Code, is amended by adding at the end thereof the

5 following new section:

6 "§ 273. Rights based on prior use; defense to infringe-

7 month

8 "(a) DEFINITIos.-For purposes of this section, the

9 term-

10 "(1) 'commercially used' means the use in

11 interstate or intrastate commerce, including the use

12 of processes, equipment, tooling, and intermediate

13 materials in the design, testing or production of

14 commercial products whether or not such processes,

15 equipment, tooling, and intermediate materials are

16 normally accessible, available, or otherwise known to

17 the public;

18 "(2) 'effective and serious preparation' means

19 that a person, in the United States, has-

20 "(A) reduced to practice the subject matter

21 for which rights based on prior use are claimed;

22 and

23 "(B) made serious plans, and a substantial

24 investment or much of the investment necessary

25 for the subject matter to be commercially used;

26 and

4amI
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1 "(3) 'critical date' means the filing date or the

2 priority date, whichever occurs first, of the applica-

3 tion for patent.

4 "(b) IN GENERAL.-A person shall not be liable as

5 an infringer under a patent granted to another with re-

6 spect to any subject matter claimed in the patent that

7 such person had, acting in good faith, commercially used

8 in the United States or made effective and serious prepa-

9 ration therefor in the United States, before the critical

10 date.

11 "(c) LIITATION OF DEFENSE.-Subject to sub-

12 section (d), rights based on prior use under this section

13 extend only to the claimed invention that the person claim-

14 ing rights based on prior use was in possession of prior

15 to the critical date.

16 "(d) CERTAIN VARIATIONS AND IMPROVEmENTs NOT

17 AN INFlINGEMENT.-The rights based on prior use under

18 this section shall include the right to make and use vari-

19 ations or improvements, including variations in the quan-

20 tity or volume of such use. Such variations or improve-

21 ments may not infringe additional claims of the patent.

22 "(e) QuAUFmcATIoNS.--(1) The rights based on

23 prior use under this section are personal and shall not be

24 licensed or assigned or transferred to another except in

4SaN
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1 connection with the assignment or transfer of the entire

2 business or enterprise to which the rights relate.

3 "(2) A person may not claim rights based on prior

4 use under this section if the activity under which such per-

5 son claims the rights was-

6 "(A) based on information obtained or derived

7 from the patentee or those in privity with the pat-

8 entee; or

9 "(B) abandoned on or after the critical date,

10 except that for abandonment which occurs after the

11 critical date, rights based on prior use may be used

12 as a defense to infringement for that period of activ-

13 ity which occurred prior to abandonment if such ac-

14 tivity would otherwise, in the absence of abandon-

15 ment, have been allowed under this section.

16 "(3) The rights based on prior use under this section

17 are not a general license under all claims of the patent,

18 but are restricted in scope to cover only that subject mat-

19 ter claimed in the patent that has been commercially used,

20 or for which there has been effective and serious prepara-

21 tion, in the United States, before the critical date.

22 "(f) BURDEN OF PROOF.-In any action in which a

23 person claims a defense to i ment under this section

24 the burden of proof for establishing the defense shall be

25 on the person claiming rights based on prior use.".

4IM
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I (b) TEcwNcIAL AND CONmORMIo AM MNDMENT.-

2 The table of sections for chapter 28 of title 35, United

3 States Code, is amended by adding at the end thereof the

4 following.
1"273. ihts bond on prior nm d eme to WInfusent".

5 SEC. a. EFFECTIvE DATE.

6 The provisions of this Act and the amendments made

7 by this Act shall take effect on the date of the enactment

8 of this Act.

0

4

433
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The Software Industry Coslition is a si-profit association representing many of the most
innovative corporations in the Silicon Valley which own patents, trademarks, copyrights and trade
sects. Members of the Coalition include such companies as Borland, Informix, Lawrence
Livermore National Laboratory, Silicon Graphics, Sunsoft and Taligent.

Software Industry Coalition Support for Patent Prior User Rigts

The Software Industry Coalition strongly suppom patent prior user rights u a welcome addition
and improvement to US Patent and trade secret laws. The addition of these rights will benefit
both large and small US industries, including the fast growing software industry. The rights
harmonize US Law with existing international law and strike a good balance between trade secret
and patent law. However, for prior user rights to address many of the concens that developers
raised at the recent hearings on software patents that conducted by Commissioner Lehman in San
Jose and Arlington, appropriate clarification of downstream user rights must be provided that were
not included in the Senate Bill S.2272.

The Software Industry Coalition members rely on patent protection to protect important
technology and are forced to patent many inventions to avoid later confrontations with others who
might obtain patents on these marginal inventions. Under current law, an independent innovator
can market an inventive product witbotit seeking patent protecion, but it leaves her at risk even if
a clearance is performed of all issued patents. The prior invention of another pnrty can still be
filed for up to a year after the first public disclosure of the invention and can subsequently mature
into a valid patent which could completely block subsequent marketing of the patented article or
use of the patented process. Even if the innovator had filed a patent application at the time the
invention is
placed on sale, a patent application can be filed later, and although subject to a heavy burden of
proof, may mature into a patent which could be used to block the first to market a product.
Patent prior user rights could protect an inventor, who was unable to timely file a patent
application, from liability based on patent applications filed after a product was introduced. This
tye of protection traces its toots to the English Statute of Monopolies of 1624 which provided
protection for inventions "which other at the time of making such Letters Patents and Grants
shall not use." Te purpose of the English patent law is similar to the protection afforded if a
prior user rights bill is passed. The prior user rights bill would provide a shield to protect against
patent liability from patents filed or claiming priority after use commenced.

If the House bill must have the appropriate safeguards which make the rights granted personal and
protect against asserting rights based on prior use if the prio use arose out of information
obtained or derived from the patentee or those in privity with the patentee, or abandoned on or
after the filing or priority date of the patent. This properly restricta the prior me right to parties
that are entitled to the right. Further, the right of pri use is only available to one who, prior to
the asserted patent filing or priority date, commercially used, or made effective and serious
preparation to use, the patented invention "Commercially used" and "effective and serious
preparation to use" should utilize the same carefully crafted definitions that the Senate bill
contained to prevent parties who have merely conceived of an invention; reduced an invention to
practice in a confidential manner, or. reduced an invention to practice without: a)
commercializing, or b) investing in the invention; from utilizing a prior user right to escape
liability fom patent infringement.

Further, the prior use right only extends to technology that was used prior to the filing or priority
date of the patent and would otherwise infringe claims of the patent. Tus, if the prior user must
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infringe addidoal claims of a psteat dot were no fouse. at th time of the Mig or priority
date, thea so prior ue defan is availab for these claims. ImpovmIna th1 t infringe 0n
additional claims o the patent, even it the improvem an perfected before he patient issus,
-et not be shielded from patent iaAriagemat by prior ur rights. However, if the pior usr

right is similar to the Senate bill, thea it does allow for homeses in tho volume of commercial
activity or reasonable cotao of an activity dat can be proved to have been clearly
underway utilizing the efective and serim preparation provision in Ieu of actual

ommenslizatiom. As dacmsed below, the private nature of the prior user right must be mom
carefully crafted then it was in the Senate bill.

Benefits Both LAle -md Smal Industrts and
Harmonies US Law r4th Extig laternatimal Law

If an inventor cannot determine if a patented technique is infringed because the patented product
sold does not reveal the process or apparatus, a patent may have very little commercial value to
offset the high cost associated with obtaining a patent. In this case, a basic premise underlying
the US Patent system is not fulfilled. The public will obtain the value of disclosed; however, the
inventor will not enjoy a period of exclusive use of bet patented invention, For this reason, many
invention are maintained as trade secrets within a company. However, trade secret protection can
leave a company exposed to an injunction, which could shut down a business venture, based on
patent protection obtained after a product is initially introduced into the marketplace. Prior user
rights would provide a limited shield against such actO that would be available to small and
large industrial contzros. For example, many small Silicon Valley software houses produce some
of the most innovative software products awilable in the world today. However, very few of
these concerns avail themselves of patent protection because of the cost of obtaining a patent and
time constraints. These companies, as was voiced at the recent hearings, run the risk of
encountering 'submarine patents" which is a term used to refer to a patent that bue many years
after a technique has first been commercialized and marketed, unknown to the USFTO due to
their limited database of prior art in the software area. Currently, the that of suit under a
submarine patent requires costly litigation or the payment of significant sums to obtain a license
to the claimed invention.

Foreign inventors encounter the same problems in their jurisdictions. However, moat countries
afford inventors the shield of prior user rights. For example, if an American obtained a patent in
Germany for a device that existed in Germany before the American's filing date, the American
could not successfully assert the patent in Germany. Currently, a German may be able to assert a
US patent against a US inventor even if the patented device existed in the US beo the file date.
This injustice alone warrants the passage of prior uer rights legislation in the United States.
Prior user rights would provide a defense that strikes a good balance between trade secret law and
patent law as will be discussed next.

Good Balance Between Trade Secret Law and Pareot Law

A carefully architected prior user rights bill that proves the interests of patent owners and trade
secret must strike a good balance between trade secret law and existing patent law. Under currt
law, prior user of trade secrets ad other technology that is t published or otherwise disclosed
cauot be assured that another party will not patent the underlying technlogy and sue them for
patent infringement. Prior rights legislation must be carefully crafted as discamed below to avoid
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unnecessary conflicts with current rights that am exclusively dedited to patent law. However,
whee inventions are naturally not disclosed due to their integra into the insermes of a product,
patent covering them invention may be extremely difficult to enforce and thus provide very
limited protection to the Inventor. The Sato bill ws carfully structured to provide limited
protection for prior use that did not etur into the realm of patent law any more than was
nece scary to protec prior us and nepte the necessity of obtaining patent on each detail of a
product before marketing commence. Tbe trong incentive provided to patent important
inventions fo which licensable protection can be obtained would remain if a prior user right bill
were pad However, inventors may not be forced to file patent applications on small.
improvements that represent insignificant advances in technology if they can rely on the protective
shield of prior user rights.

Requires Clarification For Software Developers

The Senage prior user right bill provides an explicit proviso facilitating sales of ever increasing
numbers of products without personal liability for patent infringement attaching. However, the
bill explicitly prohibits the holder of the prior user right from licensing or assigning the right
except in connection with the assignment or transfer of the entire business or enterprise to which
the rights relate. This leaves a licensor of a product from a holder of a prior mer right in a
precarious position. Is it the intent of Congress to shield the prior user right holder, but not the
osomer that utilize products distriuted by the holder of the prior user right? One could
conclude that Congress intends a user to turn to the bolder to indemnify the user from a suit
alleging patent infringement. However, such Congressional intent is not explicitly provided in the
legislation. Many of the Software Industry Coalition members regularly license software. It is
imperative that a licensed software product marketed before the filing or priority date of a patent
is shielded from infrigement of the patent by prior mer rights. Thus, the Software idus&y
Coalition would strongly urge the addition of the following language to Section 2(E)(1) at the
end of the section: "However, a holder of rights based on primo shall have the right and
power to indemnify any product sold, licensed or otherwise tranferred by the holder utilizing the
prior ie defense."

CONCLUSION

The Software Industry Coalition strongly supports prior user rights legislation similar to the
S.2272 bill. Both lage and small. US industries, particularly the rapidly growing software
indmtry, benefit from this legislation and currently suffer under the burden and uncertainty
associated with a first to invent patent sysm that has no prior user rights. By eucting a
user right, Congress will be harmonizing US law with existing international law and striking a
deliately crafted balme between trade secret law and patent law. However, we feel it is
imp baive to remove the cloud under which a prior mer may distribute a product by amending
a language of Section 2(E)(l) to clarify a prior m's right to indemnify a recipient of a product

conitiing material shielded by a pnor user right.
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APPmDnx 4.-LzTrm FROM HARoLD C. Wwm, PRoFEssoR oF
UW AND DmROR OF TnX IMLLECTUAL PROPERTY LAW
PRO G A M , iTATIONAL LAW CNTER, THE GEORGE WASHINGTON

UNI sITY, TO HON. WILuA J. HUGHES, CHAIRMAN, SUB-
COMMrrrsE ON ITELCaTAL PROPERTY AND JUDICIAL ADMINIS
TRATION, SEPnmm 13, 1994

Mars C. WVr bn 9 1W * O""9W446

Inamd Pyp.., We* Psqo

September 13, 1994

The Honorable William J. Hughes
Chairman, Subcomittee on Intellectual
property and Judicial Administration

Committee on the Judiciary
United States House of Representatives
Washington, D.C. 20515

Re: Prior User Rights

Dear Chairman Hughes:

Permit me to congratulate you on holding a public hearing on
the issue of prior user rights. Although legislation. has not
been introduced in this body, I understand that today's
considerations are focused upon an excellent bill that has
received favorable consideration by your colleaques in the
Senate, S. 2272, Patent Prior Uasr .Ights Act of 1994, that was
introduced by Ron. Dennis DeConcini, Chairman of the Subcommittee
on Patents, Copyrights and Trademarks of the Senate Judiciary
Committee.

This nay be my final opportunity to thank you for your
leadership in the intellectual property community here on the
Hill. Thank you very much for your inspired leadership.

While there is such to benefit American industry from
today's legislation, the bill also takes into account the serious
safeguards roomended by leaders of our university research
commmnty. Xt is tully in line with the major points raised by
tue university camunity in its participation in the Report of
the Adwisory mission of the United States Scrstary of
Comeroe (1992).

The legislation cztates a *win vin"m situation for American
industry that eliminate. the nee dor defensive process end
sotware filings, and there reduces the burden on the patent
ereinatisw rstem.
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The proposed legislation is an early harvest benefit of the
patent harmonization discussions that have now been going on for
a full decade. The rest of the world creates an uneven "road
game" for Americans abroad: American patentees gain little from
the foLeign prior user right laws, having their patents undercut
by foreign (domestic) manufacturers. Today's legislation rights
the balance, creating a pro-American case to encourage

manufacture within our shores, to benefit American industry that

creates innovations at an early date, and which gives not one
iota of benefit to a foreign manufacturer: Even if he
manufacturers before the date of a U.S. patent filing, he gains
nothing under today's legislation.

Prior User Rights are invoked Only in Very Rare Cases

The overall impact of prior user rights on American industry
would in any event be extremely small. How often, today, is
there a case where a prior inventor has invalidated a second
inventor's patent solely on the basis of proof of an earlier date
of invention - where there was not some other "prior art" basis
such as a pre-publication or public use of the invention? The
occasions of such prior invention defeating a patent of a second

inventor are extremely rare. For a more detailed review of the

infrequency of the invocation of the prior user right, see the
study conducted by Lisa M. Brownlee, Trade Secret Use of

Patentable Inventions, Prior User Rights and Patent
Harmonization, 72 JOUR. PAT. & TRADEMARK OFF. SOC'Y 523 (1990).

The Limited - ut important - getting for Prior User Rights

The Brownlee view that prior user rights have only a limited
overall impact on the American patent system is undoubtedly
correct. However, in some key industries the impact can be a
"win win" situation for both American industry and the
administration of the patent system.

The "win win" areas are where American industry develops an

invention that it wants to maintain in secrecy yet commercialize.
This may occur, for example, in secret industrial processes that

relate to discrete improvements in chemical or biotechnological
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processes, or to software technology that the proprietor is
loathe to patent.

Why shouldn't innovators in these areas seek patent

protection? They receive very little benefit in the sense that

it is very difficult to police patent infringement involved with
chemical or biotechnological process inventions or with some

software inventions. The tax on the system for patenting in

these areas is unacceptable vie a vie the burdens on the

innovator.

Often, the only reason to patent is defensive, i.e., to gain
a patent so that a later inventor cannot obtain his or her own
patent. The situation is onerous because once an invention has

been commercialized by the trade secret owner, soon it is
impossible to obtain a patent: One year from the date of first

commercialization, the trade secret owner is barred from

obtaining a patent. This is not due to the statute, but instead
the result of judicial legislation crafted from the pen of the
late Learned Hand in Metallizing Engineering Co., v. Kenyon
Bearing & Auto Parts Co., 153 F.2d 516 (2d Cir.), cart. denied,
328 U.S. 840 (1946). As a result of Hetallizlnq Engineering, a
late-comer who independently invents the subject of the trade
secret may obtain a patent, yet the true first inventor is

stymied because he or she is barred from obtaining a patent under

Judge Hand's precedent (and also would lose a priority

contest - a "patent interference" - because of the provision in

the law that denies priority under 35 USC S 102(g) to one who has

"concealed" his or her invention).

When the United States was a "patent island" - where foreign

patents and foreign commercial activity did not have such a

direct bearing on our economy - the philosophy of Metallizing

Engineering was excellent: Domestic competition was fostered by

this decision, and owners of secret processes were encouraged to

use the patent system to divulge their trade secrets.

petallizxing Engineering maces much less sense today in a

world where patenting the invention in the United States

necessarily results in publIcatlon in the form of a patent of the

85-524 - 95 - 6
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"guts" of the previously secret technology: This is a
prescription for "us too" copying in the rest of the world where
patents either are not obtained or at best only poorly
enforceable. The net result of etaeliling Engineering puts the
inventor of a new process or software in a Catch 22 situation:
Patent or you won't have a right to continue to use your
invention if a third party independently patents the same subject
matter. Yet patent, and you will lose your exclusivity on a
global basis, automatically providing an invitation to
competitors around the world to copy the technology thanks to the
disclosure of the invention in the patent.

The patent system is also a big loser: Why should patent
applicants flood the system with defensive patents in process or
software technology, when the main goal is defensive? is it not
better to provide the innovator with a safe harbor defense to
patent infringement, permitting no administrative costs to the
system of any kind unless and until an infringement threat would
be raised by a junior inventor?

it is particularly important that today, when the
administration of the patent system is hounded by difficulties in
the handling of software patent applications, Congress should act
to mitigate the problem by finding non-patent opportunities for
today's defensive filers.

The Academic Viewl A Victory 7or Aerican industry

The patent law academics have generally recognized that
there is an imbalance, an uneven playing field between native and
foreign industries under a prior user right system. Thus, the
classic prior user right model that would apply also in the
United States restricts the prior user right to American prior
user right. Jobs in America are protected. Thus, with nearly
half of all patents owned by foreign concerns and with most
having manufacturing first in their "home countries", it is clear
that such foreign patentees would not gain anything by the prior
user right law. To the contrary, American industries that
manufacture with slow filing or no filing of patents would be
safeguarded by a prior user right system that discriminates on
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the basis of domestic manufacture. Thus, American industry,
only, would benefit from the prior user right provision.
(Foreign concerns would be able to benefit only by shifting their
manufacturing basis to within our shores, but certainly this,
too, is a positive- more manufacturing jobs for Americans.)

Professor Donald S. Chisum, The Harmonization of
International Patent Law, 26 3. MARSHALL L.REV. 437 (1993),
citing R. Carl Moy, The History of the Patent Harmonization

Treaty: Economic Self-Interest as an Influence, 26 3. MARSHALL
L.REV. 457 (1993), notes that several commentators including "Noy
agree that it would be in the national competitive interest of
the United States to recognize a prior user right because the
right can be based only on pre-filing activity in the United
States and, consequently, only favors United States industry and
workers in relation to United States patents, a significant
percentage of which are held by foreign companies." Moy
specifically urges that "(prior user] rights would * * * remove
wealth from patent owners, a class of persons in which foreign
nationals can be numerically commonplace, and transfer it to
domestic industry and consumers. Prior-user rights therefore
protect domestic wealth from the incursions of
foreign patentees." Id.

Exhaustion of the latent Right end the Rights of Consumers

At first blush, one may wonder: Even if I am exempt from
patent liability because I am the prior user, what about my

customers who purchase my patent-exempt goods from me? Are they
also exempt? Obviously, they must be, or the prior user right
system would be entirely meaningless. For example, consider the

following situation:

Acme Widget Company produces Acme-brand widgets for several
years in its Flagstaff, Arizona, manufacturing facility, and
sells these widgets to its customers for the purpose of
incorporating them in Widget-coated convertible tops. Years
after this commercial activity has commenced, a patent
application is filed by Zenon Widgetry with a claim eventually
granted in a patent to Zenon Widgitry that dominates the use of
the Acme Widget Company's Ace-brand Widget#.
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Manifestly, Acme Widget Company has a prior user right under the
proposed legislation - so, too, must its customers who buy Acme-
brand Widgets. Otheiwise, Acme Widqet Company would have no
power to continue to sell its Acme-brand Widgets because they
would be infringing uses of the Zenon Widgetry Patent.

The problem, here, is not new. More than a century ago the

Supreme Court addressed the problem of a patentee seeking to

control a customer's use of a patented invention after the first
sale of embodiments under the patent. In Adams v. Burke, 84 U.S.
(17 Wall.) 453 (1873), the patentee licensed the sale of coffins
for resale outside the greater Boston area. When customers of
the licensee resold the coffins in Boston, the patentee sued.
This interference in commerce where the patentee had once sold
his goods was found to be an improper interference with commerce.

The Court said that "when the patentee, or the person having his
rights, sells a machine * * * whose sole value is in its use, he
receives the consideration for its use and he parts with the
right to restrict that use." Unlike the situation in Adams, here
the rights of the seller are through the prior user right. The
same reasoning should apply.

The problem is totally hypothetical and not at all real.
Only if one has the "exhaustion" theory is it possible to have a

real prior user right. In the century or so of prior user right

laws around the world this has been the practice: Without such
an interpretation, a patentee who has a prior user right would

never be able to use that prior user right because his customers
would become patent infringers.

University Inventions and University flights

The university community is the source of a major share of
patent rights of great value to our domestic economy, both for

the self-evident financial rewards and the jobs that are created,
but also for the benefits to mankind that occur in the health
care field as well as providing a more comfortable living for

consumers everywhere.
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With the particular help of Howard Bremer, the renowned
former head of the Wisconsin Alumni Research Foundation and a key
leader and former President of the Association of University
Technology Managers, the Report of the Advisory Commission both
recognized the importance of the contributions of the academic
comaun. ty to research and the need to carefully limit the scope
of prio ro user rights. Undoubtedly due to the presence of Mr.
Bremer on the Advisory Commission, that body supported a prior
user right bill only with critical limitations in the scope of
the prior user right.

In my 1993 book, PATENT HARMONIZATION, I devote an entire
chapter to this important subject, S 1100, pp. 119-138. I share
the concerns of the university research community that a prior
user right bill should be quite limited in scope. Indeed, the
legislation proposed by Senator DeConcini fully meets each and
every objective for a limited prior user right, a "delicately
balanced compromise" that both addresses the interests of
domestic industry while honoring the rights of the university
research community.

The remarks presented to you today are on my own behalf and
do not necessarily reflect the views of any institution with
which I en affiliated.

Mr. Chairman, let me again congratulate you on including
hearing before your subcommittee at this late date in the
session.

Respect. Wegn td

Harold C. Wegner
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RESOLVED that the American Bar Association disapproves in principle
changing the present law to give a party the right to continue the practice
of an invention in the United States if he had begun commercial
manufacture, or sale in the United States, or had made substantial
preparation for the practice of the invention in the United States prior to
the earlier of the patentee's effective filing date or first public disclosure

That policy has been in existence since 1968, and on August 5, 1994, the Section
reaffirmed its support for the ABA policy by adopting a resolution which "opposes in
principle granting prior user rights to a person who has used the invention as a trade
secret in a way so as to have suppressed or concealed the invention under § 102(g), Title
35 USC, and specifically opposes S-2272... in its current form or equivalent legislation."

The United States patent system is a first-to-invent system and broad unrestricted
prior user rights, such as would be provided under Senate bill S-2272 for example, are
totally inconsistent with that type of a system. While prior user rights are widely
recognized throughout the world, they are only recognized in conjunction with first-to-file
patent systems. In a first-to-file system, the only "critical date" is the filing date. In this
country, under a first-to-invent system, the "critical date" is the invention date, a date not
mentioned or recognized in S-2272. That type of legislation does not protect prior
inventors! Such legislation recognizes only two events, (1) the effective filing date, and
(2) commercial use or preparation. The legislation in essence endorses and rewards only
first filers, or first commercial users. In the United States, most inventions are made by
independent inventors and employees of small companies. When an invention is made
by an independent inventor or an employee of a small or medium size company, before
spending money to file a patent application, most want to find out (1) whether the
invention will work, (2) whether the invention can be improved upon, and (3) whether
the invention is of commercial value. Until these matters can be determined, the
company's exclusive rights are protected by our first-to-invent patent system. Legislation
of the type proposed in S-2272 would take those rights away, at least to the extent that
another company comes in and proceeds to commercialize, or make plans to
commercialize the invention. Indeed, under the provisions of S-2272, the first inventor
could have invented and even commercially used his invention but would not be able to
prevent the infringement by another company who, without derivation, began
commercialization after the first inventor's invention date, and perhaps after
commercialization by the first inventor, but before the first inventor files his patent
application. That type of legislation in effect tells inventors that they had better be on a
first-to-file system, even though the United States patent system is a first-to-invent system.
That type of prior user right which fails to recognize a first inventor's rights is
incompatible with and even antagonistic to our present first-to-file system.

Large companies with substantial patent portfolios in first-to-file foreign countries
already consider themselves to be operating under a first-to-file system, and a first-to-file
system clearly favors big companies with deep pockets who can more quickly determine
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the value of an invention or who can most afford to file on speculation. Small companies
can't do that, and independent inventors have to find prospective users before they can
afford to file on their inventions. Any legislation which favors only those who file first
or commercialize first, in effect favors large companies and gives those companies even
greater advantage over their smaller competitors. It is, thus, understandable that large
companies support broad, unrestricted prior user rights legislation and even support a
first-to-file system, regardless of whether it comes with any concessions from foreign
countries. If the United States is ultimately to adopt a first-to-file system, it should be
with substantial concessions from foreign countries, and if we, in effect, place the United
States -n a first-to-file system by imposing broad, unrestricted prior user rights upon our
presen first-to-invent system, we are giving away the biggest and best bargaining chip
the United States has.

In 1982 the Intellectual Property Law Section (then the Patent, Trademark and
Copyright Law Section) adopted a resolution which favored, in principle, legislation
providing an in personam right, or right of prior public user, to the first inventor who
elects to keep his invention a trade secret, and further providing that the patent on the
same invention, which was independently discovered by a subsequent inventor, shall not
be held invalid based upon the trade secret public use of the first inventor. In reviewing
the record of the Section debates which resulted in the adoption of that resolution it
becomes apparent that the membership of the Section was not made aware of the prior
resolution of the ABA. Moreover, that 1982 resolution was directed to legislation which
provided an i.oersoam right to the fiatin. enlrg who commercialized, not just a right
to anygne who came along to commercialize the invention, as legislation such as S-2272
would do. In other words, the 1982 resolution of the Section recognized and expanded
the first inventor's rights; it did not give rights to first filer or first commercializers.
That 1982 resolution of the Section recognized only the prior inventor who is a prior
public user and thus was completely consistent with our first-to-invent patent system.
Under no circumstances could that resolution be considered an endorsement of broad
prior rights legislation under which first inventor's rights are ignored and only the
effective filing date of the patentee and the date of commercial use of the infringer are
important. The 1968 resolution of the ABA specifically opposes broad and unrestricted
prior rihts legislation which only recognizes either the effective filing date of the
patentee or the commercial ue or preparation by the infringer.

Broad and unrestricted prior user rights legislation would make patent litigation
more expensive by opening up a whole new defense to patent infringement, and it woul.1
make patent filing more expensive by placing a premium on including in the application
additional claims of varying scope to limit the right of the prior user to make later non-
infringing improvements and variations.

Such legislation would, in effect, turn our present first-to-invent system on its ear.
It is totally inconsistent with a first-to-invent system. The ABA policy adopted in 1968,
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and reiterated by the Section i 1994, clearly opposes this type of legislation, which
would do significant damage to the U.S. patent system.

Sincerey,

Thomas E. Smith

Secfion Chair

TES:kk

pc: Officers
Mrs. Michele A. Bridges
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Dear lb. Cairment

Z request that this letter, written on behalf of Xntellectual
Property Oomr (ZPO), be made a part of the record of the
hearing on prior user rights that was held by your Subcommittee
on September 13, 1994.

PO is a non-profit association that represents companies and
individuals wb ow patents. trademarks, copyrights. and trade
secrets. zPO mbers are responsible for a substantial portion
of the private research and devloOt performed in the United
states. During 1993 10 meer a we granted about 12,000
United states patents, 23 psmmat of all U.S. patents granted to
U.S. nationals.

po endorses the concept of prior user rights for manufacturers
who commercially use a patented invention, or make serious and
effective preparation to use it. before an application for a
patent is filed. 10 strongly supports enactment of the bill
that is pendag in the Senate, s.2272, the ,Patent Prior User
Rights Act of 1994.

]PrInv tlmerr ftia4tm ii. Oinnm1

We believe the Patent Prior Use Rights Act of 1994 is Important
legislation that will materially Improve the fuctioning of
united States patmet and ra-e secret laN . The bill strikes a
balance between the rights of patent oerS and* the rights of
prior usrs of patMted enticn s, bo include trade secret
mers. My clarifyng the righs of prior users in the United
States, the bill if enacted wll provide greatly needed
certainty about rights In technology and 0edo the expense of
protecting intellectual property.

In esn se. s.2272 provides that a U.S. manufacturer will not be
liable gor inaringemt of a patent omnied by mt b party if
the manufacturer oMMrcia y 10 the- patented LOVOmtion. or
make effective and msrioums peparatLen to use it, before the
other party files for a paten. t is mat clear that existing
law is different m this. bet mitber Ls it clear under
xistitg lw that a pre u O Wee use does not create a

public disclosush Om aNimee that use in the faoe of a later
filed patent.
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Clarification of the point has been needed for years, but we know of no
case that deals squarely with it. Globalization of the economy and the
high cost of patent litigation have added urgency to the need for
clarification. The statutory right inS.2272 to continue to use
technology in the face of later-filed patent applications is the best
solution.

Protecting Trade Secret Owners

S.2272 is a carefully crafted bill that protects the interests of
patent owners and trade secret owners. Under current law, prior users
of trade secrets and other technology that, by its nature, is practiced
away from the public's view cannot be confident that another party will
not patent the technology and sue them for patent infringement.
Sometimes people have a knee jerk response that protecting prior users
of trade secrets will exalt secrecy over the public disclosure of
inventions that is encouraged by the patent system, and that the
bargain theory of the patent right will be frustrated.

We believe secret use of technology cannot be dismissed as na ri.y
less beneficial to society than publicly disclosed use. Many important
technological achievements -- notably processes -- can only be
effectively exploited through secret use. Processes are naturally
practiced away from the public's view in most cases. Patents covering
them consequently are very difficult to enforce, so process patents
often do not provide meaningful protection.

The Supreme Court of the United States in its landmark 1974 opinion in
Kewanee Oil Co. articulated how patent law and trade secret law both
encourage innovation. Patent law, the court explained, promotes
innovation by offering a right to exclude competitors for a limited
period of time and inducing public disclosure of patented inventions.
The court recognized, however, that trade secret protection for
inventions that could have been patented does not conflict with the
patent policy of public disclosure of technology. The court said:

Trade secret law and patent law have co-existed in this country
for over 100 years. Each has its particular role to play, and the
operation of one does not take away from the need of the other...

A U.S. manufacturer should not be expected to disclose its proprietary
processes to the world, including foreign competitors, through the
vehicle oi hard-to-enforce patents in order to assure the continued
right to use them in this country.

In addition to processes, there is a need to protect other innovations
in which significant investments are made during the period that they
are under development and before public use assures their protection
against subsequent inventors. S.2272 accomplishes this in a fair way
by protecting effective and serious preparation for use. This obviates
the need for a manufacturer to incur the expense of patenting every
minor improvement or publishing a disclosure of every minor improvement
in order to defeat the right of others to obtain a patent.
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If S.2272 is enacted, the incentive to patent substantial, protectible
inventions will be unchanged. Inventors may not feel compelled to file
as many patent applications on minor inventions, such as improvements
made during routine product development, as they would if a prior user
right were not assured. On the other hand, the incentive to obtain
patent protection where it can be effectively exploited by the rights
to exclude or to reap royalties will continue to far outweigh the
incentive to maintain secrecy. Trade secret protection does not
prevent other parties from independently creating an invention and
using it in the United States. A prior user right in the United States
does not insulate a manufacturer from exclusion from all foreign
markets by foreign patents filed later by other parties.

Prior User Rights Abroad

Prior user rights provisions are common in foreign patent systems. A
study of 46 countries by the World Intellectual Property Organization
in Geneva in 1988 reveals that the vast majority have a right in their
patent laws to use a patented invention based on possession, use, or
preparation for use before the filing date or priority date. In
certain countries -- for example, Belgium and France -- prior user
rights are too broad because a prior user right is recognized for a
party who merely possesses knowledge of the invention earlier than the
patent filing date. Such overbroad prior user rights need to be reined
in through international negotiations because they diminish the value
of exclusive patent rights.

Most of our major trading partners, however, have prior user rights
similar to those proposed in S.2272, and those systems work well.
Litigation involving enforcement of prior user rights is rare in other
countries, and such litigation will not become significant in the
United States. S.2272, consistent with the approach used in other
countries, limits the rights to those parties who have commercially
used or made effective and serious preparation for commercial use in
this country. Foreign countries base their prior user rights on the
earlier of the domestic patent application filing date or Paris
Convention priority date, as does S.2272. Other countries do not give
patent owners compensation for use of patents by prior users, who in
many cases are the first inventor and advance the public interest by
manufacturing. S.2272 is correct in adopting that policy too.

Provisions in S.2272

The definitions and the qualifications on prior user rights proposed in
S.2272 are satisfactory.

For example, the term *commercially used, is defined to include the use
of processes, equipment, tooling, and intermediate materials in the
design, testing, or production of coammrcial products. The definition
makes clear that commercial use includes use that is maintained as a
trade secret. 'Effective and serious preparation* has to involve
reduction to practice of the invention plus serious plans for, and a
significant investment in, ccinercial use.
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Preparations for commercial use that are substantial and material
should give rise to prior user rights, provided they represent activity
toward actual commercialization as opposed to mere plans or preliminary
efforts toward subsequent activity. We endorse the following factors
recommended by the 1992 Advisory Commission on Patent LwAw Reform, among
others, for deLermining whether effective and serious preparation for
use exists:

1. The costs incurred by the prior user by the time of filing of
the patent, as well as the relation of those costs to the total
cost for commercialization of the subject matter of the prior user
rights;

2. The amount of time required for the prior user to complete the
preparation for commercial use after the filing date, and the
proportion of that time in relation to the total time necessary to
fully prepare for the prior use;

3. The complexity of preparation for practicing the claimed prior
use; and

4. The diligence of the prior user in preparations for the prior
Use.

The bill provides that subsequent variations and improvements on an
invention which had been used prior to the patent owner's effective
filing date do not infringe the patent only if they do not cause
infringement of additional claims of the patent. The right created by
prior use or preparation should be limited to continuation of the kind
of activity which gives rise to the right. in the case of processes,
this should limit the right to a continuation of use of an identified
process, but should not limit the products produced or affected by the
process.

The prior user should be able to expand the prior use to meet market
demands, rather than being restricted to the pre-filing volume of use.
Prior users should not be restricted to a particular geographical area
within the borders of the United States, as entities commonly conduct
development and commercialization activities in different sites
throughout the United States.

The bill lists several desirable qualifications on rights based on
prior use:

(1) prior user rights are personal and cannot be
transferred except in connection with transfer of
the entire business or enterprise which the
rights relate;

(2) prior user rights are not available if the prior use was
based on information derived from the patent owner or
parties in privy with the patent owner, or the prior user's
activity was abandoned;
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(3) prior user rights do not cover all claimed
subject matter of the patent, but only that
subject matter that was comercially used or for
which there was serious and effective preparation
in the United States before the filing date.

These limitations are needed to prevent abuses of the prior user right
that would improperly diminish the value of the patent against which
the right might be asserted.

We understand the prior user rights of S.2272 to be legal rather than
equitable rights. A legal prior user right is important ia the
interest of clarifying the metes and bounds of the right. Under S.2272
a court would not have the authority to assess reasonable royalties in
favor of the patent owner for use by the prior user, nor to expand or
contract the prior user right in the interest of equity. The prior
user right would be an absolute defense to infringement once the
elements of the right were proven by a sufficient showing of prior use.
Rigidly enforced qualifications for establishing the prior user right,
including the requirements of independent innovation and actual
reduction to practice, will ensure that the right will be invoked
infrequently, and if invoked, sustained only where truly merited.

If the court were given authority to assign royalties for prior use and
to expand or diminish the prior user right, it would complicate the
right and create uncertainty that could lead to unnecessary litigation.
If faced with the possibility of paying royalties in the domestic
market, manufacturers might build plants overseas where prior users do
not face the threat of being forced to pay compensation to patent
owners.

Conclusion

S.2272 will benefit large and small U.S. manufacturing concerns. Today
businesses large and small are finding that the cost is prohibitive to
protect all inventions, including min.r improvements, with worldwide
patents. Particularly in the case of process inventions, for which
trade secret protection is a practical and often the best alternative,
an assured prior user right will improve the climate for innovation by
enabling the first domestic commercial user to protect its investment
in research, development, and commercialization at a lower cost.

Non-manufacturing patent owners have expressed fears in the past that
prior user rights might undercut the licensing value of patents, but we
do not believe there is reason for concern, particularly if the rights
are limited as provided in S.2272. Experience abroad suggests that
prior user conflicts rarely occur, so most patent owners will not
encounter them. That does not mean that prior user rights are
unimportant to manufacturers. It is the possibility -- not the
frequency -- of a complete prohibition of continued use, that pushes
U.S. manufacturers toward unnecessary patenting or disadvantageous
publishing of manufacturing technology.
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The business community cannot afford to wait for clarification of the
rights of prior trade secret users through case-by-case judicial
interpretation of the existing patent code, an uncertain prospect. The
competitive pressures on U.S. businesses are such that Congress should
enact S.2272 separately from the other patent system reforms now on the
drawing board.

S.2272 balances patent rights and prior user rights in a way that will
strengthen the technological competitiveness of U.S. industry. The
bill should be enacted into law this year.

Roger S. Smith

President

cc: Members of the Subcommittee
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The issue of prior user rights presented
difficult questions that the Commission had to
address pursuant to its deliberations on the
first-to-file issue. Under the appropriate
circumstances, a prior user right wii/enatle an
earlier user of a patented invention to raise a
defense to a daim of patent infringement.
To establish the prior user right, the prior
user must show that they independently
developed the invention and began use or
substantial preparation for use of that
invention prior to the filing by the patent
owner. If the extent of pre-filing activity was
sufficient, the prior user %ill be permitted to
continue such use despite the presence of the
patent, subject to specific limitations on the
extent of that use.

Prior user rights provisions are common
in many first-to-file patent systems. 18 Such
rights commonly provide a limited defense
against an infringement claim where the prior
user defendant can establish commercial use,
or substantial preparation toward such use, of
the patented invention in that country prior
to the effective filing date of the patent. 19
Prior user rights are also authorized in Article
20 of the Basic Proposal of the WIPO Patent
Harroniution Treaty draft.20

Prior user rights, as such, do not exist in
U.S. law. The fundamental concept,
however, is partially filled by 35 U.S.C.
S 102(g), which provides that an applicant will
be entided to a patent in the United States
unless 'before the applicant's invention
thereof the invention was made in this
county by another who had not abandoned,
suppressed, or concealed it.*2 1 In operation,
this enables a prior inventor who has not
abandoned, suppressed or concealed the
invention to invalidate the later filed patent of
another, thereby escaping liability for
infringement. in a Irst-to-file system,
section 102( ) would be inapplicable, as
priority in rigIts to a patent would be keyed
upon filing of the* patent application, rather
than priority in inventorship. However, prior
user rights, as contemplated by the

Commission and as in place in foreign
systems, differ in several respects from
operation of 35 U.S.C. 5 102(g). One
significant difference is that the prior user
right, as it exists in foreign systems, is a
personal defense and does not have a patent
defeating effect, as is the case under etisting
U.S. law.
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Prior user rights are intended to provide
a degree of balance in a first-to-file system by
providing some protection to an earlier
independent inventor.22 The basic difficulty
in providing a prior user right is crafting the
right so that it does not un dercut the value of
the exclusive rights obtained through patent
grant, or the desirable goal of early disclosure
of inventions stimulated by a first-to-file
system.

Advocates and opponents of prior user
rights have identi6ed several reasons to either
include or preclude such rights in a U.S. first-
to-file based patent system. The Advisory
Commission has considered the merits of
these arguments at length. While not
unanimous in all respects, the consensus of
the members of the Advisory Commission is
to support the establishment of a limited
prior user right as part of a U.S. first-to-file
patent system. I: is important, however, to
recognize the reasons that were offered in
support of, or against, prior user rights as
these reasons are grounded upon specific
concerns of the different sectors of the U.S.

atent user community that would be affected
y the implementation of such a system in

the United States.

Advocates of prior user rights advance
several arguments in support of a U.S. prior
user right. They point out that prior user
rights are designed to benefit those who have
independently developed, in the country
having the right, an invention in good faith
before the effective filing date of a patent
application on that invention. Hence, they
note, almost every industrialized country
protects its national industry by including a
prior user right in its patent system. Without
a prior user right in the United States, foreign
U.S. patent holders could 'close down" U.S.
prior users, while U.S. owners of foreign
patents would remain unable to exercise those
patents against prior users abroad. Supporters
also argue that without prior user rights,
inventors may be encouraged to flood the
USPTO with patent applications on
numerous minor improvements during
product development 2 , and that prior user
rights cases are extremely rare in countries
having the right. 24

Many proponents of prior user rights
also believe there is a need to protect secret
uses from the risk of later independent
invention and patenting by others. They

argue that trade secret use of an innovation is
sometimes the best, or only, way to realize
the benefit of the investment that give rise
to it. In such cases, it is argued, trade secret
protection must be given weight in order to
protect U.S. investment. Absent any
protection for the secret user, valuable
technology may be lost because of the need to
disclose it to insure its connnued availability
for use.2 5  Supporters of prior user rights,
based on activity that was intentionally
protected as a trade secret, argue that
inventors can secretly commercialize only a
limited set of inventions, mainly certain
process or apparatus inventions that are not
disclosed by their products. They also
maintain that the incentive to obtain patent
protection on uuly important technology,
ourweighs the incentive to maintain secrecy,
because relying on a prior user right, for
example, would not give an inventor any
protection abroad.

Those who oppose the right point out
the inconsistency of the prior user right, at
least insofar as it protects secret use, with the
disclosure inducement theory that underlies
our patent system. They argue that
protection of secret prior use against a granted
patent exalts secrecy over pub lic disclosure.

me opponents of prior user rights believe it
is not fair to reward an inventor who does not
pursue patent protection, particularly those
inventors who intentionally conceal an
invention in commercial use. Others argue
that prior user rights could increase the need
for record-keeping, the potential for
litigation, and other burdens that characterie
current interference practice. Opponents of
prior user rights are also concerned that the
prior user rights threaten the exclusivity of a
patent right and jeopardizes exclusive
licensing and sale opportunities, particularly if
more than one prior user exists.

The arguments on both sides of the issue
are valid and received ,erious and careful
consideration. A prior user right too easily
achieved and too broad in scope might do
grave damage to the United States patent
system and severely impact the incentive to
invest in research and development. On the
other hand, elimination or the right altogether
may make a first-to-file system in this country
too harsh, and seriously injure U.S.
manufacturing activity.

The Commission believes that providing
a limited prior user right to protect *the
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legitimate interests of indusuy in the United
States can be achieved without unduly
detracting from the exclusivity and
marketability of the patent rant.

The p nor user right should exist as a
personal defense to Sn infringement claim,
and should be based upon the following
elements:

(0 Tme and Pwce

The right should be based only upon
acovity in the United States prior to the
earliest filing date to which the relevant claim
or claims of the patent is or are entitled,
including a foreign priority date under 35
U.S.C. S 119.-

(Ui) Independew Cre-atioso

The activiry must have been done in
good faith and without derivation from the
patentee, and it must have been based upon
the independent development of the person
claiming prior use, or ofpersons who had an
obligation at the time of such development to
assign or license patent rights to or otherwise
shire such rights with such person.

The key to this concept of independent
creation is that the prior user should not be
able to take advantage of the patentee's pre-
filing disclosures to create the right which will
subsequendy be used to avoid liability under
the later-issued patent.

(iiO Exle t of Pior Act *y

The prior user right must be based upon
either actual use in commerce of the patented
invention, or upon substantial material
preparations for such commercial use. In each
case it is essential that the subject matter of
the patent be the subject matter of the pre-
filing use b, the prior user. Preparations for
commercial use that are substantial and
material should give rise to the right, provided
they represent activity toward actual
commercialization as opposed to mere plans or
preliminary efforts toward subsequent activity.

At a minimum, the prior user must have
completed an actual reduction to practice of
the invention for which the right is claimed,
prior to the patentee's earliest filing date, to
claim the prior user right defense.

The following factors, among others,
should be employed to determine whether
substantial preparation for use has been
proven by a potential prior user:

(a) the costs incurred by the prior user
as of the filing date of the parent, as
well as the proportion of those cost
to the total costs for
commercialization of the subject
matter of the prior user right;

(b) the amount of time required for the
prior user to complete the
preparation for commercial use ser
the Wing date, and the proportion of
that time in relation to the total time
necessary to fully prepare for the
prior use;

(c) the complexity of preparation for
practicing the claimed prior use; and

(d) the diligence of the prior user in
preparations for the prior use.

The burden of establishing the requisite
degree of sufficient prior use by documentary
and other objective evidence should be on the
party assering the right.

('v) Scope of the Rigbt

The right created by prior use or
preparation should be limited to contnuation
of the particular activity which gives rise to
the right. In the case of processes, this would
limit the use to a continuation of use of an
identified process but would not limit the
products produced or affected by the process.
n the case of products, the right would

extend to future editions of the product only
if they are not materially different from the
version of the product which gave rise to the
right. For example, improvements to the
prior use should be permitted to the extent
they do not fall within the scope of other
claims in the patent.

The prior user should be able to
reasonably expand the prior use to meet
reasonable market demands within the United
States, rather than being restricted to only
the pre-filing volume of use. In addidon, the
prior user should not be restricted
geographically within the borders of the
United States, as entities commonly conduct
development and commercialization activities
at different sites throughout the United
States. The prior user right will not authorize
use outside the United States.

(v) Perional Nature of tbe Right

Prior user rights should be personal in
nature, and should not be ransferable, except
with that part of the business which exploits
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the right. This is essential to preserve the
personal nature of the prior user right, and to
prevent the personal right from being
extended to resemble a compulsory license.
like authority to avoid liability for patent
infringement that can be transferred or
licensed to others.

(ve) Legal or Equitable Nature of the Rigbt

Prior user rights should be an equitable
defense to a charge of patent infringement,
and at a minimum should permit continuation
of use on the scale of the comrlercial use
undertaken, or for which sufficient
preparatons were made, before the patentee's
earliest filing date. Where the totality of
circumstances make it appropriate, a court
should have the authority to assess appropriate
and reasonable royalties in favor of the
patentee, or to expand the right to assure that
justice is done.

(vit) Otber Elemenu Not Remwmended for
lniusion ix the Prior Urer Right

The Commission, pursuant to its
deliberations on the definition of the prior
user right, contemplated several other options
offered for inclusion in the prior user right
proposal. These options would address real
concerns expressed during the deliberative
process of the Commission. However, the
consensus opinion of the Commission is that
it would not be appropriate to include these
options in the prior user right proposal. For
completeness of the record, these options are
presented below.

(a) Sperial Trratmet of
Non.Ma nufarawrixg Entities

One proposal would provide special
teatnent for non-manufacturing enutes in
relation to the exercise of prior user rights.

First, it was proposed that non-
manufacturing entities be excluded from
application of prior user rights, so that the
prior user right defense would not be available
against a patent held by such an entity. This,
in essence, would differentiate operation of
the prior user right based upon the identity of
the patent holder. The proposal was intended
to address concerns expressed by the
university community, in particular, that prior
user rights would be of little value to
universities and small entities because these
groups do not commercialize their inventions.
deed, because such entities rely on licensing

of patent rights to realize the value of the
patent grant, such rights could
disproportionately diminish the value of
patent rights for non-manufacturing entities.

Ans alternative to this proposal would
create an administrative process to be
implemented through the US rTO that would
determine the validity of prior use claims and
then use appropriate means to establish fair
compensation to the patentee for loss of
economic value of the patent. In this
alternative, prior users would be required to
register* their claims of prior use with the
administrative body and pay a fee for
administrative costs; otherwise, they would
forfeit the right to raise the prior use defense
in subsequent litigation involving the patent.

The Commission ultimately rejected
these proposals after thorough consideration.
The proposed exclusion of non-manufacruring
entities was viewed as overbroad in its scope
and seen as possibly chilling industry/
university collaboration. Even though prior
user rights could not be transferred once
created, Government agencies and universities
could exercise prior user rights based upon
developmental activities that were undertaken
by others through contract. As to the
proposed administrative process, the
Commission viewed this as impractical and
unfairly favorable to patent owners. For
example, under the system, competitors would
be required to alert patent owners of potential
infringements and to thereby subject
themselves to patent infringement suits.
This would require a voluntary admission of
liability for infringement, and if no prior user
right is established, the entity would be
unfairly prejudiced in a subsequent judicial
proceeding. Finally, as USPTO
determinations are subject to judicial review,
this proposal would not remove the prior user
rights defense issue from litigation.

(b) Bar Availability of the Pi'or auer Rigbt
Based Upon Intentionally Concealed
Prior Use

Another proposal offered was to preclude
availability of the prior user right when the
prior user intentionally concealed the prior
use. The rationale for this proposal was that it
would be unfair to reward an inventor who
intentionally opts for secrecy rather thin
seeking protection through the patent system.
Concerns were expressed that the prior user
right would inappropriately elevate secret use
to the stature of protected disclosed use ks is
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the case with patent rights, and as such. a
restriction such as this would be necessary to
make prior user rights more compatible with
the disclosure-inducement theory of the
patent system.

As proposed, this limitation would not
exclude secret preparations absent intent to
conceal the invention in commercial use,
since most such preparations would be
unannounced or private by virtue of their
character (e.g., behind the factory gates).
However, where an earlier inventor
intentionally conceals, or intends to conceal,
the invention in commercial use, prior user
rights would not be available under their
proposal.

Of course, the prior activity on which
prior user Hghts would be based would by
definition be secret activity because prior
public disclosure by the piot user, whether
through publication or public use, would have
a patent-defeating prior art effect on a
subsequendy filed patent application. This is
because any earlier public disclosure of an
invention h7 temeee etber then Me inventor
would bar the patent grant to the later patent
applicant. The race period, personal to the
applicant, would not enable the patent
applicant to escape the patent defeating
effect of prior art or public disclosure of
another.

A majority of the Commission rejected
this limitation, maintaining that such a
limitation could create, in effect, a
compulsory patenting* system, forcing the
disclosure of trade secrets. Trade secrets are
often the only practical form of protection for
certain inventions."' For example, it is often
impractical to file for patents to minor
process improvements, and difficult to
enforce such patents abroad. Furthermore, in
substance, the distinction between
intentionally concealed secret use versus
unannounced secret use is nonexistent. In
both cases, the effect is that the informaion
is not generally known t the public, cannot
be used by others, and will not serve to
preclude the grant of patent rights by
another. Also, no other country having prior
user rights imposes such a-limitation. Finally,
this limitation would require proving intent
with regard to development activities. This
will not only prove to be difficult, but will
impose significant burdens through additional
litigation costs and deays. 27

() Legal Ratber th n Equitabe Prior Uer
Right

A third proposal was to craft the prior
user right as a legal defense, rather than as an
equitable defense. Doing so would make the
prior user right an alisolute defense to
infringement, once the elements of the right
were proven by a sufficient showing of the
prior user. As a legl defense, the court would
retain limited discretion to set the conditions
of exercising the right.

Some of the reasons offered in support
of a legal prior user right focus on the
desirability of simplifying the process of
defining the prior user right. For example,
giving the court the authority to assign
royalties may create unpredictability and
unnecessarily complicate the pnor user right.
In addition, rigidly enforced prerequisites to
establishing the prior user right, including the
requirements of independent innovation and
actual reduction to practice, will ensure that
the right is rarely invoked, and if invoked,
sustained only where truly merited.

Other reasons cited were the potential
for creation of anomalous situations between
U.S. and foreign markets. For example,
facing the possibility of paying royalties only
-in the domestic market, domestic
manufacturers may build plants overseas where
valid prior users do not face the threat of
being forced to pay compensation to
patentees who file for and obtain their rights
after the manufacturer has begun substantial
use oA' the innovation. Also, no compensation
is currendy available abroad for U.S. owners of
foreign patents by foreign prior users. In the
U.S., however, prior users could be forced to
pay compensation to owners of L.S. patents,
yet nearly 50% of such owners are foreign.

The majority of the Commission,
however, believes that the prior user right
should be equitable in nature, giving the
courts power to assess royalties as well as to
eKpand the prior user right, to ensure that
justice is done. The majority of members
believes that, as with intervening rights in
reissue situations, courts should have broad
equitable powers with respect to prior user
rights, to make decisions that are situation
specific, balancing the right of the patent
holder with fairness to the prior user.
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(Wis) Dissext Poritiox

One Commission member has voiced a
strong dissension on Recommendation I-A
(iii). He believes that the recommendation
would undermine the value of patent rights to
the non-manufacturing sector, exalts secrecy
over public disclosure, increases the economic
burden of enforcing one's patent rights, and
reduces the incentive for licensing and
investment.

. Comidrauieno in Formulatng ite

Proposed Parkage

(a) World Priair

The current first-to-invent system may
actually be harming the comrpetitiveness of
U.S. interests by not sufficient ty encouraging
U.S. inventors to file promptly. Except for
the United States, Jordan and the Philippines,
all other counres having patent systems use
the first-to-file rule in awarding priority
between competing patent applications.
Even when an inventor who did not file first
is able to prevail in an interference contest
and obtain U.S. patent rights, that inventor
will most likely lose such patent rights
worldwide to those filing first, either here or
abroad.

For many users of the U.S. patent
system, filing practices would be unchanged
by adoption of a first-to-file procedure. U.S.
inventors with global commercial interests
must behave now as though the U.S. system
was first-to-file to preserve their rights
abroad. Parties who do not adopt this
approach commonly forfeit their rights abroad
through pre-filing disclosures. Furthermore,
foreign entities, which account for slightly
less than half of all U.S. patents, are, in fact,
already in a first-to-file mode due to practices
in their home countries.

It is also useful to consider that Canada
successfully replaced its first-to-invent system
with a first-to-file system in legislation that
took effect in 1989, and legislation to
introduce a first-to-file system is currently
pending in the Philippines. Canadian
government officials have noted that they did
not experience any of the negative
consequences that some predicted would
follow the adoption of a first-to-file system.

b. Prvmawne Filingy

A first-to-file system will encourage
early filing of patent applications in the
United States because delays in patent
application drafting and filing risks
preemptive filing by others in almost every
other country in the world. Rather than
being detrimental, early filing of patent
applications would benefit the public.
Together with early publication of patent
applications, a first-to-file system would
accelerate the innovation process by
promoting early disclosure of inventive
activity, timely dissemination of patent
information, and avoidance of unnecessary
research.

One concern that has been expressed is
that better written, more thorough patent
specifications are a significant benefit of the
first-to-invent system, and that this benefit
would be lost in a first-to-file patent system.
The theory is that a patent applicant in a
first-to-invent system has more time to
develop and refine the invention prior to
filing, as well as more time to prepare the
application. This theory, however, is flawed,

ven the practical realities of requirements
for rapid filing in order to avoid loss of patent
rights, both domestically and overseas.

Furthermore, this concern can be
addressed fully by implementation of a
provisional application system, which will
enable inventors to file early, preserve their
right of priority to the invention, and then
enjoy a full year to complete the requisites of
a complete application. In fact, a system
which provides this one-year period after
establishment of priority should make it
easier, rather than more difficult, to provide
thorough and complete patent applications
p'nor to the examination of those applications.
Finally, the requirements for full written
description and enablement of the claimed
invention will continue to apply in the same
substantive manner in any U.S. first-to-file
system.

(c) Record Keeping and Diligene

Non-commercially oriented scientific
research entities have argued that they would
suffer a disadvantage from loss of equal and
assured access to the patent system if a first-
to-file system is ado pted in the United States,
even if a proisionalapplication procedure is
provided. Under a first-to-file system, the
argument continues that academic researchers
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16 See Article 12, Dbdru Nret Affecthng Patrntb$ilry (Grate Period), Draft Treaty
Supplementing the Paris Convention for the Protection of Indusrial Property as far is
Patents are Concerned (Draft Patent Law Treaty), %,1PO Document PLT/DC/3 of
December 21. 1990. It should be noted that publication or other public disclosure of an
invention caused independently of the patent applicant prior to the filing date would be
considered prior art, and would not be protected by the contemplated 'personal" grace
period. Only 'self-created pnor art would be protected under the first-to-file grace
period because, in a first-to-file system, prior art is defined in terms of the filing date of
an application, rather than the invention date.

17 Set Charles L. Gholz, How the United States Currewt Handla tbe Intrferrrnce I!uu 7hat
1W59 Remain in a Fint-T-Filt World, 18 A.I.P.LA Q.J. I (1990).

18 For a comparative survey of prior user rights provisions in foreign countries, see *Prior
User Rights". the MEMORANDUM OF INTERNATIONAL BUREAU, pp. 17.18
and Annex II, HIJCE/IV/1NG/2 Rev.l (English) (May 30, 1980).

19 Under Article 4(8) of the Paris Convention, acts which occur during the Cunvention
priority year (i.e., after the earliest effective filing date of a patent application) cannot
give rise to prior user rights. The form of prior user rights provided by a country, if
any, is reserved in accordance with its domestic law under Art. 4(b). Hence, while prior
user rights provisions have common characteristics, they do vary considerably country by
country.

20 Ste Article 20, Draft Patent Law Treaty, rupra note 16.

21 35 U.S.C. S 102(g) (1988).

22 It is said that failure to address the prior user issue was one reason why the 1966
Presidential Commission's recommendation to change to a first-to-file system was never
adopted.

23 Opponents of the prior user right note that freedom to practice can be ensured by mere
publication, which can be done cheaply, quickly and, if desired, anonymously.

24 Opponents of the right also point out that because the United States has a more
litigious society prior user rights litigation could become more common in this country.

25 Proponents also argue that forcing trade secret users to file for patent protection in the
U.S. could benefit offshore users in countries where process patent infringement is
difficult to prove because of a lack of any discovery mechanism in litigation.

26 Kewanee Oil Co. v. Bicron, 470 U.S. 470, 181 U.S.P.Q. 673 (1974) (the Supreme Court
held that Ohio's law of trade secrets was not preempted by the Federal patent laws. The
court noted that 'trade secret law and patent law have co-existed in this country for over
one hundred years. Each has its particular role to play, and the operation of one does not
take away from the need for the other.")

27 Ste the discussion regarding deletion of the best mode requirement in Part II.

28 See Griffith v. Kanamara, 816 F.2d 624, 2 U.S.P.Q.2d 1361 (Fed. Cir. 1987) (attempt to
finance experimentation does not constitute diligence).

29 35 U.S.C. S 154.

30 The 1966 Commission recommended that the term of a patent whose issuance was
delayed by reason of the application being placed under secrecy order should be extended
for a period of equal to the delay in issuance of the patent. This change would
compensate for the loss of patent term under a system measuring the patent term From
the filing date rather than grant date. Of course, this could lead to the situation Ahere a
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APPENDIX 8.-DuRATIoN oF PATENTS; MAmqmANCz FEES; PROVI-
sIONAL PROTECTION OF AFiucAWF; PRIOR USERS' RIGHTS, AN
ExTRAcTION FROM THz WORLD INTELLECTUAL PROPERTY ORGANI-
ZATION, COM-iTFEE OF EXPERTS ON THE HARMONIZATION OF
CERTAIN PROVISIONS IN LAWS FOR THE PROTECTION OF INVEN-
TIoNs, FoURTH SESSION, GENEVA, Novni]BE 2-6, 1987, HL/CE/
IV/INF/2 REV., MAY 30, 1988
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Fourth Session
Gomva, Novembr 2 to 6, 1987
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PAWTFOUR: PMoR LEM RIGt

IS. Wear certain laws, the owner of a paten. cannot prohibit the use of the
patented Invention to a person who has started such use before the filing date
or the priority date. Thus, such a "prior user* has a right to continue the
use despite the grant of the patent. Under se laws, actual use before the
filing date or the priority date is not necessary; mere preparations for use
or even Opoesessos (i.e., knowledge sufficient for use of the invention) is
sufficient under those laws. All those cases are covered by the expression
"prior users* rights.0

19. It is to be noted that a right to use a patented invention means. in the
case of a product patent. the right to produce the product and to distribute
it and, in the case of a process patent. the right to use the process
and-where the applicable law extends process protection to directly obtained
products-to distribute products directly obtained from the said process.

20. Annex It contains an analysis of the provisions concerning prior users'
rights in those 45 countries in which in 1985 (or in 1984, if statistics for
1905 were not available) the highest number of patents and/or inventors'
certificates were granted and under the Agreement Relating to the Creation of
an Intellectual Property Organization (Bangui Act) within the framework of the
African Intellectual Property Organization (CAPI). The European Patent
Convention (EPC) is not referred to since it does not cover this aspect of
patent law, leaving it to the national laws of its Contracting States.

21. The relevant information is presented in the form of a table in order to
illustrate the existing differences.

22. Out of the 45 countries and one regioral patent convention covered in
Annex 11, 21 countries and the Bangui Agreement provide for some kind of prior
users' rights; 12 countries do not provide for any such right, and five
countries have particular provisions for the situations which in the first
group of countries give rise to prior users' rights.

(The Annexes follow
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ILi/!/:HT%/2 Rev. I
M1, X

?AKLZ CCINDZQNC PROVISIONAL PROTECTIONd OFp APPLICANT

Count ry/RegionalI Provisional Protection Between
Treaty Filing vato

and Date on Which~ Effects of Patent Begin

Period Between Period 11etween IPeriod Between
FO Fand PI j I and P2 P2 Pand DE

'OAF!im a -- - - - - -
Araentima
Australia *00000000000000 (2) M00000000=C((
Austria OOOOOOOOQCcr.cc(

Brazil I/tf/If/2 //III/I///II////u2
Bulgaria
Canada ______

Chile_________ __

Colombia ___________

Czechosovakia____________ooocxcu
Denmark ////II//////I/2)XOOOCe.CCV2)

Finland //////////() OOOC~e.C'%XX(2)
France XXOOOOOCO(1) (2) ::::u:mupp:1hp:o.o(2)

Hurnga ry XX*(2) m Y) mmmm0OOOCX:Gcc/j=!2

'India ~OCOOC~(2)
Ireland- !mOmmOOCCOccm 2)
Israel KXXXOoCCC( 2)
Italy IMM;1OO0o~) ---------:u~:: q iii:c
isoa wII - -~i5 (6 1imuuu~~:
Luxembourt
M~exico_________ ___

Morocco-
Netherlands !//////1///(2)(7))COCOCOOC'O( 2
Now Zealand )0000000000OOC(2)
'Norwa - ////I///////().OOCOOC(2)

Philigoines I -
Poland ;::::u:tIMpuuup::::------::uE OOCOO(2)
PortugalI

for explanations,
this Amnex.

see page 2 of this Amnex. The footnotes appear on page 3 of

4110/110
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HL/Ct/VIIW/2 Rev. 1
A-ne: I," page 2

,Countgy/Regional Provisional Protection Between
'Treaty Filing Date

and Date on Which Effects of Patent Beqin

Period Between Period Between Period 9eween
FO and Pl PI and P2 P2 and DE

Rep. of Korea .8) €6(U) 0.

MSouth Africa (9) X)QQOCCCCC((l I
6Soviet Union

.Seden ' III111 11()XX)000/j OO C(C(Z),

;United Ki..do. - ....... coci ,

VUnit*d States of A.

IVenezuela

Explanations

= no provisional protection

)OOCX OO = protection substantially
equivalent to effects of patent

,,_,.__,,_ a protection not equivalent to
effects of patent (e.g., mere
right to reasonable compensation)

IPD a filing date.

PI a Publication of unexamined or not completely (i.e., not covering
novelty and Inventive step) examined application.

P2 a Publication of application after examination of all formal and
substantive grounds.

DS z Date on which effects of patent begin.
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HLiCt/V:V/!Nl/Z Rev. I
Anex I. page

Foot tes

( I If and from the time at vhich offic-al copy of application 's
notified to individual user.

(2) Proceedings (or. at least. final decision) possible only after
grant of patent.

(3) P1 takes place only at request of applicant.

44) I11 corresponds to issue of provisional patent.

(5) If and from the time at which individual user received wr: of
warning or knev of application.

(6) Right cannot be exercised before P2.

(7) Only for acts performed after 30 days from servir.g wr;. of warni.n
upon individual user.

(1) If a from the time at which individual user received vrit of
warning.

(9) P1 takes place only if application claims priority under the Pa.s

Convention.

(10) Proceedings possible only after nine months from eIilinq of pa-e.-..

(11) If and from the time at which individual user was informed of

application.

(12) F2 takes place only for a few specific technical fields.

(End of An.ex 1:
Annex II follows]

'k
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AOKI Iocm~sw ueso~e

Csmsiry~levis t agPatet towYti. soled on Posession.
qlStetpieertep r Use or us. k9rw Ve" Cato or Oroeity Cato

Facts Giving 11t11 to 419K grow""dg mati stni Of use
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fro Owner of
Patent (Or his
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Apw IS. sl

Country/ 31..ht to Vie PatWee Inventio sed* an Posesion.

oeftw1 preaateti ff'eor e e SeP04.ori FII Data or Priority *at@

Treaty

Facts Giv'ing also to eight Knowledge $gilt tight OF us*

Vi Ue not e cori-e4 Limited to

Patent for hotU'~'

possession usorgtnltl Predeessor Seeof istA4i goodsOF

Gervo.

I*A PU 70 o e " CanditiGAS 'II yes

Greec yesye

I ~ ~ ~ " yes__ _ _ __ _

India

Israel )PIS v*S its

Italy ye 7s

PieciO yes yes

Retherl&Adl 71 Ye1 "I1

Is" Zealand 
5

IA I0 Ire$05(2

Psi) i sneS

Isola" 701 701

10460-141"

**"ic 0 0

e~nm ~yet "I1

yes ,Vol

yes 1

re i

for exaSanati04il "n Footnotes. 5*0 page 4 of this *iMU.
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Cunry/ Oiht te Will Paeted Invention~ Sald or, Possessioun.
SSSlloal SS**tlen POW use of Use Iefo..rung F Si ate or Piority Clet.
Treaty
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L/CZ/Iv/UWZ2
Amex It. page 4

Exolanat ions and footnotes

"yes" means that the solution indicated in the heading of the table is
provided for in the applicable leqisation (if there is no "yes"
under the heading "Facts Giving Rise to Right of Use". possession.
preparation for use or use before the filing date or priority date
do not create a right to use the patented invention).

ootnotes 4r

(11 Since possession is sufficient, it is assumed that preparationrs for
use or use create the same right as possession.

(2) Specific articles produced before the grant.of a patent may be used
and sold also after grant.

43) Use or preparation for use between priority date and first
gublicatton of application may under special circumstances justify
a compulsory license.

(4) Zf the applicant, or his predecessor in title, has. before applying
for a patent. disclosed the invention to other persons and reserved
his rights for the case that a patent might be granted, any person
knowing of the invention because of this disclosure cannot claim a
prior user's right relying on measures he has taken within six
months from the disclosure.

(S) Use for government purposes is exempted from patent effects if the
invention has been recorded or tried, before the priority date, by
or on behalf of the government and this was not dependent upon a
comunication derived from the owner of the patent or his
predecessor in title.

(6) Patent effects do not extend to identical products existing in the
country at the national filing date.

(7) Secret use an a coercil scale within the country before priority
date affects novelty.

(id of Annex II and of document]
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