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PROCEEDINGS OFTIIE 

------INTELLECTUAL PROPERfY LAW SECfiON-----
OF THE STATE BAR OF MICHIGAN 

IPLS ACTIVITIES 

ANNUAL MEETING 

The 1998 Annual Meeting of the Section was held on September 17, 1998 at the 63rd 
Annual Meeting of the State Bar of Michigan in Lansing. During the meeting, the Section 
elected the following· officers and council members: 

Chair: 

Daniel H. Bliss of Bliss McGlynn, P.C. 

Chair-Elect: 

Jeanne Buiteweg-Marshall of Reising, Ethington, Barnard & Perry 

Secretary-Treasurer: 

Norman L. Simms of Dow Chemical Company 

Council Members: 

William P. Dani of Warner Norcross & Judd LLP (Re-elected) 

David B. Kelly of Ford Global Technologies 

G. Thomas Williams of Rader, Fishman, Grauer & McGarry 

This meeting marked the end of Fred Burkhart's term as Chair and Mick Nylander's term as 
Council Member. The Section would like to express appreciation to Fred and Mick for their 
contributions to the Council and the Section. 

The winners of the 1998 Intellectual Property Law Section Essay Competition were 
announced at the Meeting. This year's winners ~re: 

First Place: 

Second Place: 

Third Place: 

Michelle Visser 

Shelly Rakoczy 

Brian E. Ainsworth 

Honorable Mention: Navin Katyal 

Matthew R. Mowers 

Margaret K. Rivera 

SPRING SEMINAR 

The Intellectual Property Law Section will hold its 1999 Annual Spring Seminar at the 
Kellogg Center in Lansing on March 29. Please mark your calendars now. More information will 
follow by mail. 

306 'IDWNSEND STREET, LANSING, MICHIGAN 48933 
517 • 372 • 9030 
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A VIEW FROM THE CHAIR 

by Daniel H. Bliss 

An Open Letter to All Members ofthe Intellectual Property Law Section of the State Bar of Michigan 

)M: Daniel H. Bliss, Chair 

.C: A VIEW FROM THE CHAIR 

We the Intellectual Property council need you! We 
1eed your active involvement to meet the demands of 
the section. As we have already begun a New Year, the 
section has been busy planning our Spring Seminar and 
Summer Workshop. We need, however, to hear from you 
on how these events can be improved. 

The Intellectual Property Law Section has a council 
of twelve members who volunteer each month to attend 
meetings and to plan events for the section. As the 
governing body for the section, the council can effec
tively represent the members when it hears from them. 
As a result, I urge you to contact any member of the 
council and express your views. Only !ben, can we know 
whether we are meeting the needs of our members. 

As we embark on another year, I would like to thank 
outgoing chair, Fred Burkhart, for his leadership in the 
past year and his time that he has volunteered over the 
past six years. Without members like him, the council 

would cease to exist. I would also like to thank outgoing 
council member, Mick Nylander, for his active partici
pation over the last three years. Nick chaired our Spring 
Seminar committee in the past and volunteered numer
ous hours to make that event the success it is. Finaljy, 
I would like to thank our current editor, Bill Dani, for his 
hard work in making this publication, the Proceedings, 
a literary work. Bill has volunteered many hours outside 
of our monthly meetings to oversee the content, look, 
and timing of our publication. 

The above mentioned members along with those 
currently on the council have volunteered their time for 
our profession. Will you? 

Finally, the council meetings are the first Thursday 
of each month and are open to everyone to attend. If you 
would like to attend, please contact me or any council 
member for further details. See you there I 

NEWS FROM THE COUNCIL 

Section Website 

The Section has established a website at 
www.michbar.org/secticm/intprop. The website will include 
a variety of materials, including the minutes from Council 
meetings, the list of current Council members, the Section 
bylaws and various articles concerning intellectual 
property. Currently, "Litigation to Protect Trade Secrets 
When Former Employees Work For Competitors" by 
Eugene Driker and Todd R. Mendel of Barris, Sott, Denn 
& Driker, P.L.L.C. and "Checklist for Due Diligence in 
Intellectual Property Transactions" by Mary Ann Tucker 
General Patent Counsel BF Goodrich are posted on the 
site. 

\· 

~ouncil Meetings 

The Council reminds the membership that all section 
'l:lbers are invited to attend Council meetings. Council 
'lings are generally held on the first Thursday of 

month at 9:30 a.m .. at the State Bar Building in 
ng. Dates and locations for upcoming meetings are 
in the IPLS Planning Calendar in each issue of 
'ings. 
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Submissions to Proceedings 

Articles of interest to the membership are actively 
solicited for publication in this newsletter. If you have 
recently researched a topic of interest to our member
ship please consider a submission. Submissions should 
be sent directly to the editor: William P. Dani, c/o Warner 
Norcross &Judd LLP, 900 Old Kent Building,lll Lyon 
Street, N.E., Grand Rapids, MI 49503·2489. 
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1998 - 1999 

IPLS OFFICERS AND COUNCIL MEMBERS 

Qjgjr: 

Daniel H. Bliss (P40129) 
Bliss McGlynn, P.C. 
2075 W. Big Beaver Road, Suite 600 
Troy, MI 48098 
(248) 649-6090 • (248) 649-6299 Fax 
blissmcg@aol.com 

Chair-Elect: 

Jeanne Buiteweg-Marshall (P38564) 
Reising, Ethington, Barnard & Perry 
201 West Big Beaver, #400 
P0Box4390 
Troy, MI 48099-4390 
(248) 689-3500 • (248) 689-4071 Fax 
marshall@reising.com 

Secretary-Treasurer: 

Norman L. Sims (P33112) 
Dow Chemical Co. 
PO Box 1967 
Midland, MI 48641-1967 
(517) 636-2890 • (517) 638-9785 Fax 
nlsims@dow.com 

Council Members (Term expires 1999): 

Cary W. Brooks (P38806) 
General Motors Corp. 
PO Box 33122 
Detroit, MI 48232-5122 
(313) 974-1326 • (313) 974-0593 Fax 
lnusgmb.hz98t3@gmeds.com 

EricM. Dobrusin (P41605) 
Rader, Fishman & Grauer, P.L.L.C. 
1533NorthNorthwood, Suite 140 
Bloomfield Hills, MI 48304 
(248) 594-0651 • (248) 594-0610 Fax 
emd@raderfishman.com 

Sharon K. Severence (P49241) 
Dow Corning Corp. 
PO Box 994 
Mail No. C01232 
Midland, MI 48686-0994 
(517) 496-8120 • (517) 496-6354 Fax 
sharon.severance@dowcorning.com 

OL/68 'd 09ZS'ON 

Council Members (Term expires 2000): 

Theodore W. Olds III (P42004) 
1400 North Woodward Avenue #250 
Bloomfield Hills, MI 48304 
(248) 645-1483 • (248) 645-1568 Fax 
tolds@howardandhoward.com 

Professor Katherine E. White (P55933) 
468 West Ferry Mall 
Detroit, MI 48202 
(313) 577-1054 • (313) 577-2620 Fax 
ac6476@wayne.edu 

DanielL. Girwood (P43408) 
Price, Heneveld, Cooper, Dewitt & Litton 
695 Kenmoor SE 
PO Box2567 
Grand Rapids, MI 49501 
(616) 949-9610 • (616) 957-8196 Fax 
dgirwood@priceheneveld.com 

Council Members (Term expires 2001): 

WilliamP. Dani (P48858) 
Warner Norcross &Judd LLP 
900 Old Kent Building 
Grand Rapids, MI 49503-2489 
(616) 752-2000 • (616) 752-2501 Fax 
daniwp@wnj.com 

David B. Kelley (P42290) 
Ford Global Technologies 
Suite 911, One Parklane Blvd. 
Dearborn, MI 48126 
(313) 457-0964 • (313) 322-7162 Fax 
dkelley2@ford.com 

G. Thomas Williams (P53734) 
Rader, Fishman, Grauer & McGarry 
171 Monroe Ave., N. W. #600 
Grand Rapids, MI 49503 
(616) 742-3514 • (616) 742-1010 Fax 
gtw@raderfishman.com 

Ex -Officio: 

FrederickS. Burkhart (P35446) 
Van Dyke, Gardner, Linn & Burkhart, LLP 
2851 Charlevoix Drive, S.E. #207 
Grand Rapids, MI 49546 
(616) 975-5500 • (616) 975-5505 Fax 

Commissioner Liaison: 

i' Lynn H. Shecter (P24845) 
1400 North Woodward Avenue #250 
Bloomfield Hills, MI 48304 
(248) 540-7660 • (248) 540-0321 Fax 
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IPLS PLANNING CALENDAR 

WHAT WE'VE DONE ... WHAT WE'LL DO 

-25, 1998 Summer Workshop January, 1999 Proceedings 
Mackinac Island Vol.10, Nos. 3 & 4 

;t 6, 1998 IPLS Council Meeting February 4, 1999 IPLS Council Meeting 
State Bar Building, Lansing Michigan Library, Lansing 

'mber 17, 1998 Annual Meeting, Lansing March 4, 1999 IPLS Council Meeting 
Michigan Library, Lansing 

.ber8, 1998 IPLS Council Meeting 
State Bar Building, Lansing March 29, 1999 Spring Seminar 

Kellog Center, East Lansing 
rember 5, 1998 IPLS Council Meeting 

State Bar Building, Lansing April1, 1999 IPLS Council Meeting 
Michigan Library, Lansing 

:cember 3, 1998 IPLS Council Meeting 
Michigan Library, Lansing April, 1999 Proceedings, Vol. 11, No.1 

FEATURED ARTICLE§ 

This issue includes the First, Second and Third Place articles from the 1998 Intellectual Property Law Section 
Essay Competition. The Section would like to thank the authors for their permission to publish these articles. 

METATAGS: THE LATEST CRAZE 
IN TRADEMARK INFRINGEMENT 

By Michelle Visser 

L INTRODUCTION 

In recent years, the use of the Internet, the volume 
of information available through it, and the tools for utilizing 
it have exploded. "Browsing the web" has become an 
immensely popular activity world-wide. Because of the 
volume of information available on the Internet, efficient 
searching mechanisms are paramount. Fortunately, 
searching for information on the Internet has become 
quite simple using "search engines" such as Yahoo!, 
InfoSeek, and Excite. 

If a user wants to obtain information on inexpensive 
vaeations to Belize, he may choose such ·terms as 
"Belize", "Central America", ~~discount", "ruins", uscuba 
diving", and "packages" as his search terms. The search 
engine will then use these terms to search all of the 
websites on the Internet. The search engine will then 
show the user the "hits", or the websites that contain the 
search terms, and will rank them according to the search 
engine's particular ranking system. Most search engines 
will rank websites according to the relevance to the 
search terms and the frequency with which the search 
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terms appear. While each search engine has different 
criteria for searching, most will search the text and the 
title of the web page, the domain name of the website, 
and the website's "metatag". 

Metatags are hypertext mark-up language (HTML) 
which contain words or strings of words and provide 
information about the content of the website. The 
meta tags are placed in the website's underlying source 
document. Metatags come in many varieties; the primary 
types are description meta tags and key word metatags. 
Description metatags usually contain a concise 
description of the website and the entity behind it. Ke-y 
word metatags provide specific search terms, and 
generally indicate the content of the web page. For 
example, a website advertising discount dive packages 
to Belize may have such terms as "Belize", "discount", 
''scuba", udive", 11 Blue Hole", "package", and 11 PADI" in 
its key word metatag. Metatags are invisible to users 
when viewing web pages, but can be seen when the 
underlying source document is viewed. UsingNetscape 
Navigator, the website's metatag can be seen by choosing 
~>view" and then 11document sourc~~. 
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A large portion of businesses have begun to use the 
Internet to advertise and sell their products and services. 
The effectiveness of a company's Internet advertising 
depends largely on the ability of the designer to get 
users to view the website. Getting users to the website is 
therefore the first objective. While users will undoubtedly 
he able to retrieve information by using the domain name 
directly, most users will use search engines to seek 
information on the Internet. 

Website designers have become extremely creative 
in developing ways to increase the chances that their 
websites will appear in searches. For exa!J1ple, many 
owners have placed sexually explicit terms in their 
metatags, not because their websites hav:e..any sexual 
content whatsoever, but because they know that sexually 
explicit terms are used as keywords in searches more 
frequently than any other type of inquiry. Website 
designers often use certain terms repeatedly in order to 
achieve a higher ranking by the search engine, and 
therefore increase the chances that the website will be 
viewed. Website designers also often place the metatag 
at the beginning of the web page because search engines 
will rank terms at the beginning of web pages higher 
because they are viewed as containing the more 
important information. 

While this may be perceived as a cheap and sleazy 
tactic to get viewers to the website, thus far, trademark 
law is not implicated. However, problems arise when 
website owners use otber parties' trademarks in their 
web pages and metatags in order to increase traffic to 
their websites. Because these trademarks cannot be 
seen when used in metatags, they have been referred to 
as "invisible trademarks". The Intellectual Property 
Strategist commented that "[w]hat makes this kind of 
infringement unusual is that the prospective Web site 
visitors- the actual consumers never see the infringing 
meta-tags. But given the key role that search engines 
play in directing people to Web sites, use of someone 
else's name or mark as a keyword can cause the same 
kind of confusion as traditional trademark infringement." 1 

Trademark Jaw has ably handled the myriad of 
disputes that have arisen over various aspects of the 
Internet, including disputes over domain names, the 
unauthorized linking of websites, and the unauthorized 
framing of particular website content. While the 
application of trademark Jaw likewise seems entirely 
appropriate for resolving disputes over unauthorized 
use of trademarks in metatags, applying trademark law 
to metatag disputes presents some challenges. 

This paper will discuss the role of the Lanham Act in 
disputes over unauthorized trademark use in metatags, 
various theories of recovery under the Act, and possible 
obstacles to suits under the Act. This paper will focus 
exclusively on issues presented by the Lanham Act, and 
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will not deal with various issues presented and possible 
theories of recovery under any state law. This paper will 
also discuss various cases involving Internet-related 
disputes, as some of the issues presented are similar 
and! or analogous to those presented by the unauthorized 
use of trademarks in metatags. 

IT. PLAYBOY ENTERPRISES, INC v 
CALVIN DESIGNER LABEL 

A Analysis of the Case 

The first case to address the issue of the 
unauthorized use of third party trademarks in meta tags 
was Playboy Entet·prises, Inc v Calvin Dejpgner 
Label.' Playboy Enterprises brought a motion for a 
preliminary injunction to enjoin the Defendants from 
infringing Playboy's trademarks on their website, which 
was granted. Defendants had used Playboy's registered 
trademarks PLAYBOY and PLAYMATE in the names 
"Playmate Live Magazine" and "Get it all here @ 
Playboy", and in their domain names and metatags. 

The court found tbat Playboy was likely to succeed 
on the merits in proving "inter alia trademark 
infringement, unfair competition, including a false 
designation of origin and false representation, in 
Defendants' use of the domain names "playboyxxx.com" 
and "playmatelive.com", the use of the name "Playmate 
Live Magazine" which include Plaintiff's PLAYMATE 
registered trademark, the use of "Get it all here @ 
Playboy" which includes Plaintiff's PLAYBOY registered 
trademark, and the repeated use of the PLAYBOY 
trademark in machine readable code in defendants' 
Internet Web page, so that the PLAYBOY trademark is 
accessible to individuals or Internet search engines which, 
attempt to access plaintiff under plaintiff's PLAYBOY 
registered.trademark."3 

The court enjoined defendants from "[u)sing in any 
manner the PLAYMATE or PLAYBOY trademarks or 
any other term or terms likely to cause confusion 
therewith, including PLAYMATELIVE or 
"playboyxxx.com" or "playmatelive.com", as Defendants' 
domain name, directory name, or other such computer 
address, as the name of Defendants' Web site service, in 
buried code or metatags on their home page or Web 
pages, or in connection with the retrieval of data 'or 
information or on other goods or services, or in connection 
with the advertising or promotion of their goods, services 
or web sites."4 

B. The Case Was Decided Correctly, But Its Deci
sion May Be Limited To Its Specific Facts 

It seems readily apparent from this decision that the 
Defendants in the Playboy case intended to profit from 
Playboy's trademarks. The Defendants utilized-domain 
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:1corporating Playboy trademarks, had used the 
, "Playmate Live Magazine" and "Get it all here 

yboy" in its website, and had used Playboy 
.1arks in its meta tag. Clearly the Defendants were 

g to lure users to its websites using Playboy's 
marks. 

But, for argument's sake, consider slightly different 
,s. What would the outcome have been if the website 

d not incorporated and otherwise used Playboy's 
ademarks, and instead were only used in tbe meta tag? 

.oth "playboy" and "playmate" are words in the English 
anguage. When not used in connection with sexually 

explicit magazines, Hugh Heffner, "bunnies", and other 
commonly recognized associations, "playbo:j~:" and 
"playmate" would not necessarily have trademark 
significance. For example, if the metatag included not 
only "playmate", but 11SChool'', ~'children", and 11friends'1

, 

could it be definitively concluded that the defendants 
were using Playboy's trademark? What if the website 
owner only used "hustler", and surrounded it with 
11billiards", upool", and 11money"? What if the website 
creator used the terms "McDonald" along with "old", 
11fann", and "E-I-E-I-0"? 

It would appear that, aside from Kodak, Exxon, and 
other similar trademark owners whose trademarks are 
thoroughly arbitrary and have no significance in any 
language, trademark owners would face tbis same hurdle. 
Is this merely a consequence of choosing descriptive or 
suggestive trademarks? Of course, if a website owner 
has chosen select words, unrelated to the content of its 
website, such as 11playboy01

1 "playmate", "hustler", and 
"penthouse", it would be clear that the collection of these 
words evidence an intent to use the trademarks of 
publishers of sexually explicit magazines. Likewise, if 
the owners used both "playboy" and "playmate", it would 
be difficult to argue that they were not trying to attract 
users who were seeking websites affiliated with Playboy, 
or websites with sexually explicit content. 

It would seem that creative website designers will 
be able to get away with some, albeit minimal, amount of 
unauthorized trademark use. In most trademark 
infringement suits, proving the defendant's use of a 
particular trademark and its intent to use it as a trademark 
is not difficult. The difficulty arises in proving that the 
use created a likelihood of confusion. With the 
unauthorized use of trademarks in metatags, the plaintiff 
nay face the challenge of proving the website owner was 
sing the particular word as a trademark. 

\· 

It was readily apparent from all of the circumstances 
1e Playboy case that the defendants were attempting 
·ofit by using Playboy's registered trademarks. The 
1dants used the trademarks in the web page, the 
·ag, and the domain name. Their use of the 
•arks clearly caused a likelihood of confusion. Were 
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the circumstances less cumulative, or were the use less 
obviously calculated to profit from Playboy's goodwill, the 
result may have been different. 

C. Other Cases Involving Meta tags 

The intellectual property firm of Oppedahl & Larson 
recently filed suit against Advanced Concepts which 
used the firm's name in its website's metatag.5 Oppedahl 
& Larson has argued that the practice will confuse users 
into believing that the defendant's sites are endorsed by 
or sponsored by Oppedahl & Larson.' This case is of 
special interest because it appears to be the first suit 
brought exclusively over the unauthorized use of a 
trademark in a metatag. Playboy dealt with this issue as 
well, but in conjunction with domain name issues and the 
use of the trademarks in phrases within the web page 
which were likely to cause confusion. The outcome of 
this case is eagerly awaited by many. 

In Insituform Technologies, Inc v National 
Envirotech Group LLC 7, Insituform, a construction 
company, sued a competitor for including the federally 
registered trademarks INSITUFORM and INSITUPIPE 
in its metatags. The case settled witb a permanent 
injunction on consent. Under the terms of the consent 
judgment, tbe defendants were required to remove the 
plaintiffs trademarks from their meta tags. 

This issue was raised briefly in Patmont Motor 
Werks, Inc v Gateway Marine, Inc.' Among other 
claims, Plaintiff Gateway Marine had brought six claims 
of trademark infringement, including infringement under 
15 U.S.C. § 1114, common law infringement, trademark 
dilution under Cal. Bus. & Prof. Code§ 14320, and false 
designation of origin under 15 U.S. C. § 1125(a) arising 
out of defendants use of Gateway's registered trademark 
"GO-PED" in its website. The defendant had used its 
website to sell GO-PEDs, and as a forum for disparaging 
Gateway management after contractual relations broke 
down. 

Gateway specifically objected to Defendant's use of 
its trademark to sell GO-PEDs, the use of the mark at a 
secondary level in its website. 9 In granting the 
defendant's motion for summary judgment, the court 
found as a matter of law that this use did not suggest 
sponsorship or endorsement because the Go-Ped mark 
did not appear in the website's domain name. The court 
stated that the text, known as the "path" which comes 
after the slash merely shows how the website's data is 
organized and does not serve a source-identifying 
function. The court found that the Defendant's use of the 
Plaintiff's mark to be fair use. 10 

In its opinion, which was issued after the Playboy 
case, the court noted in a footnote that "Plaintiff seems 
also to be arguing that defendant is liable for trademark -
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infringement because he "inserted" the Go-Ped mark 
into internet search engines in order to lure websurfers 
to the Idiosync website instead of the Patmont website."11 

Rejecting this claim, the court stated that: 

even assuming such conduct is actionable in 
trademark, plaintiff has not met its summary 
judgement burden of demonstrating there is a 
genuine issue for trial. Plaintiff offers the 
conclusory statements of Steven and Gabriel 
Patmont that DeBartolo used the Go-Ped mark 
"in such a way' that websurfers were lured away 
from the Patmont site, but neither of the 
declarants specifies how. The Courf is left 
wondering into which search engines DeBartolo 
"inserted" the Go-Fed mark, how that resulted 
in luring websurfers away from the Patmont site, 
when all of this took place, etc. 12 

It appears that the court misperceived the nature of 
metatags and search engines, and how they function. 

ill. THEORIES OF RECOVERY 
UNDER THE LANHAM ACT 

A Likelihood of Confusion 

Trademark infringement analyses are almost 
invariably fact-intensive. In evaluating the likelihood of 
confusion, the court must determine whether the use of 
the plaintiff's trademark is likely to cause consumers to 
be confused as to the somce, affiliation, or sponsorship of 
the goods. With the unauthorized use of the trademark in 
a metatag, the trademark is never actually seen by the 
average consumer. As an initial matter, the court will 
have to determine what exactly results from the use of 
the trademark in the metatag, and what the average 
consumer's reaction to and perception of this will be. 

This raises the issue of what web users expect to 
find, or expect to see, when they use a trademark as a 
search term. If a user uses the trademark "Nike" as his 
search term, does he expect only to see a web site about 
Nike's products, or advertisements by distributors that 
sell Nike products? If the website is obviously not about 
Nike products, would he still believe an affiliation or 
sponsorship to exist between Nike and the products 
promoted on the particular website? Or might he just 
expect to find "Nike" somewhere in the website? If he is 
unable to find "Nike" anywhere in the website, what will 
his perception be? These questions will relevant to an 
analysis oflikelihood of confusion. 

Section 32 of the Lanham Act which applies to 
infringement of federally registered trademarks and 
service marks provides that: 

Any person who shall, without the consent of 
the registrant- (a) use in commerce any repro-

0 us v 'd 

7 

duction, counterfeit, copy, or colorable imitation 
of a registered mark in connection with the sale, 
offering for sale, distribution, or advertising of 
any goods or services on or in connection with 
which such use is likely to cause confusion, or to 
cause mistake ... shall be liable in a civil action 
by the registrant." 

Section 43(a) of the Lanham Act which applies to 
unregistered marks and trade dress provides that: 

Any person who, on or in connection with any 
goods or services, or any container for goods, 
uses in commerce any word, term, name, symbol, 
or device, or any combination thereof, or any 
false designation of origin, false or misleadiflg 
description of fact, or false or misleading 
representation of fact, which (A) is likely to cause 
confusion, or to cause mistake, or to deceive as 
to the affiliation, connection, or association of 
such person with another person, or as to the 
origin, sponsorship, or approval of his or her 
goods, services, or commercial activities by 
another person ... shall be liable in a civil action 
by any person who believes that he or she is or is 
likely to be damaged by such act. 14 

Whether analyzing the likelihood of confusion under 
§ 32, § 43(a), § 2(d) as grounds for refusing registration, 
or with state-registered marks, the analysis is basically 
the same; the issue is whether the use of the mark is 
likely to cause mistake, to deceive, or to cause confusion. 
In order to evaluate the likelihood of confusion, courts 
will apply the eightfactor Polaroid" test, or the circuit's 
particular variation of this test. The Polaroid test was 
originally formulated to evaluate the likelihood of confusion 
with non-competing goods, but courts apply it to 
competing goods as well as non-competing goods. The 
Polaroid factors are non-exclusive factors to be applied 
to evaluate the likelihood of confusion; no one factor is 
dispositive. These factors include the strength of the 
plaintiff's mark, the degree of similarity between plaintiff's 
and defendant's marks, the proximity of products or 
services, evidence of actual confusion, the defendant's 
good faith in adopting the mark, the likelihood that plaintiff 
will bridge the gap, the quality of defendant's product or 
service, and the sophistication of the relevant buyers. 16 

In the case of one party using its competltot's 
trademark in its website's metatag, and did not have 
legitimate reasons for doing so, the Polaroid factors will 
likely favor the plaintiff. It would be difficult to argue that 
using the plaintiff's mark on similar goods or services is 
not likely to cause confusion. However, justifying the 
use of a competitor's trademark in a website meta tag 
may be easier in the case of competitors, for example, to 
compare the quality and value of the competing products. 
Justifying the use of a non-competing party's trademarks 
may be more difficult. 
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;he case of one party using another party's 
1rk on non-competing goods, at first glance, it 
ppear that there could be no likelihood of confusion 
e the goods are unrelated. However, a more 
gh analysis may lead to a contrary result. Where a 
lant used another party's trademark in its metatag, 
of the eight Polaroid factors would favor the 

iff at the outset, even before analyzing the specific 
of the case. First, the marks are identical; the 

1dant is using the plaintiff's mark to promote and 
ts products. Second, the use of the plaintiff's mark 
:he defendant would be clear evidence of the 
mdant' s lack of good faith in adopting the mark. 
ally, despite the fact that the plaintiff would not 
inarily be likely to bridge the gap, such a clear 
ication to the contrary would lead purchasersto believe 
1t the store is in fact a distributor of the products at 
me, regardless of how unrelated the products are. If 
,e parties were direct competitors, additional factors 
•ould favor the plaintiff as well. 

B. "Under the Same Roof" 

The use of other parties' trademarks by non
competitors in an attempt to attract potential customers 
is not seen often. The situation is somewhat analogous to 
a furniture store hanging a sign in the window which 
reads "Get your South Park merchandise here". A 
prospective customer would surely find it hard to believe 
that a furniture store was selling South Park merchandise, 
but such a clear indication would likely be enough to get a 
customer who was interested in buying South Park 
merchandise in the front door. Likewise, if a website 
designer inserted a trademark such as "Nike" in a 
website's metatag, thereby causing the website to be 
detected by search engines searching for that term, it 
would likely give a clear indication that a user will see 
Nike information in some form at that website. It would 
likely be sufficient to get the user to view the website, 
which is the primary goal. 

McCarthy on Trademarks and Unfair Competition 
notes that while there is no "under the same roof rule", if 
both plaintiffs and defendant's goods are sold nearby in 
the same store, it will increase the likelihood that buyers 
will believe the goods come from the same source, even 
though the products do not compete.17 While a finding of 
a likelihood of confusion does not automatically result, it 
will affect the analysis of likelihood of confusion. 

It is well known by users that they can purchase 
virtually anything through the Internet. A prospective 
customer, interested in buying Nike running shoes, will 
not search the Internet using the terms "shoe stores" or 
"sporting goods stores"; he will likely search for "Nike". 
Thousands of hits will result; each hit will have a brief 
description. It is not always readily apparent from this 
description the nature of the website. A user may not 
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know the content of the website until he views it. By that 
time, he is "in the door". For that reason, the "under the 
same roof" argument is particularly applicable in the 
Internet context. Purchasers of every conceivable type 
of merchandise are using the same marketing channel. A 
prospective purchaser of South Park merchandise, using 
the Internet, will not be able to tell that he is at a furniture 
store, or at a clothing store, or any other unrelated and 
non-competing vendor until he is "in the door". The 
things that would ordinarily dispel confusion with non
competing goods are not present in the Internet setting. 
Ordinarily, a prospective customer would be able to tell 
from a store's sign, window display, and goods visible 
inside the store exactly what type goods the store sells. 
The fact that all of the goods sold through the Internet 
are sold essentially "under the same roof" must be taken 
into account when evaluating the likelihood of confusion. 
A court should also take this fact into account when 
determining whether the goods can be deemed 
u competipg". 

Green Products Co v Independence Corn By
Products Co18 presented such a situation. Green 
Products sued for violations of Section 43(a) of the Lanham 
Act as well as for violations of state law after 
Independence registered the domain name 
"greenproducts.com". Independence argued that in 
assessing the likelihood of confusion, the court should 
only compare domain names and websites, not the 
similarity of Independence's domain name and Green 
Products' trademark because Independence was not 
selling a product on store shelves using the mark 
"greenproducts.com".19 The court rejected this argument, 
summarizing it as an assertion that Independence has 
the right to display a sign in front of its store that reads 
"Green Products". It found this to be a capitalization on 
the GREEN PRODUCTS mark, specifically the similarity 
between the GREEN PRODUCTS mark and the 
"greenproducts.com" domain name, which it viewed as 
an attempt to lure customers to its web page. 20 

Similarly, a website creator who inserted a Nike 
trademark in its meta tag is, through the search engine 
functioning, would be proclaiming that users could obtain 
information about Nike' s products at its website. The 
user's confusion would not be dispelled until he had 
viewed the website, and the infringer had already had 
the opportunity to promote its products to the user. • 

C. Initial Interest Confusion 

If a user were to select a website that resulted from 
a search using the term "Nike" which advertised running 
shoes, he would likely initially believe the site to be 
sponsored by or affiliated with Nike, and a place where 
he could purchase Nike products. Upon a quick inspection, 
he might quickly realize that the site is in fact owned by a 
competitor of Nike. Even though his confusion woulg 
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quickly be dispelled upon viewing the web page, this 
does not negate a finding of trademark infringement. 
Clearly, the Lanham Act protects against consumer 
confusion in a side-by-side comparison, but the Act is 
also much broader; the Lanham Act protects against 
confusion before, during, and after the sale. The Act 
protects against point-of-sale confusion, that is, confusion 
at the time a consumer selects a product to purchase. 
The Lanham Act also protects against post-sale confusion 
of the public, that is, consumers seeing a defendant's 
product they believe to be identified with the plaintiff, 
their purchasing decisions thereby being influenced. 
Finally, the Lanham Act protects against "initial interest" 
confusion, also known as "bait and switch". The Act 
protects against second-comers getting thgjr "foot in the 
door" by utilizing trademarks similar to those with 
established good will and brand recognition. This is likely 
the avenue most amenable to suits involving the 
unauthorized use of third party trademarks in meta tags. 

In Blockbuster Entertainment Group v Laylco, 
Inc 21 Blockbuster sued Laylco for trademark 
infringement; at issue were the marks BLOCKBUSTER 
and VIDEO BUSTERS. The Court held that the Lanham 
Act's protection was not limited to confusion at the point 
of sale, i.e. when the actual purchase took place. The Act 
protects against confusion of potential customers and 
protects the reputation of trademark holders among the 
general public. The court found the primary issue to be 
the likelihood that the name "Video Busters" would attract 
potential customers based on the reputation built by 
Blockbuster. Video Busters would profit at the expense 
of Blockbuster; it would get customers in its store by 
using a confusingly similar name. That customers would 
realize they were not at Blockbuster once inside the 
store, was irrelevant. 22 Further, once in the store, 
customers would likely not leave Video Busters to find a 
Blockbuster because of the inconvenience. 

The Seventh Circuit in Dorr-Oliver, Inc v Fluid
Quip, lnc 23 held likewise. Dorr-Oliver sued Fluid-Quip 
for, among other things, trade dress infringement of its 
starch washing machine's clam shell design. While the 
Court of Appeals reversed the judgment of the district 
court, finding the evidence insufficient to establish a 
likelihood of confusion, the court did state that "the 
Lanham Act forbids a competitor from luring potential 
customers away from a producer by initially passing off 
its goods as those of the producer's, even if confusion as 
to the source of the goods is dispelled by the time any 
sales are consummated."" "This 'bait and switch' of 
producers, also known as "initial interest" confusion, will 
affect the buying decisions of consumers in the market 
for the goods, effectively allowing the competitor to get 
its foot in the door by confusing consumers."25 

In Teletech Customer Care Management 
(California), Inc v Tele-Tech Company, Inc,26 the 
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defendant, Tele-Tech had obtained the domain name 
"teletech.com". Teletech sued Tele-tech, one of its 
contractors, for infringement and dilution of its registered 
service mark TELETECH. In this motion for a preliminary 
injunction, Defendant Tele-tech argued that the plaintiffs 
presence on the Internet was not hindered by the 
defendant's use of Teletech's name and service mark 
because users could locale Teletech's website using 
search engines, rather than typing Teletech's name as 
part of the URL. The court rejected this argument 
because this method of searching may generate up to 
1000 matches, which would likely deter users from looking 
for Plaintiffs particular website. 27 

The court found that Teletech had demonstrated a 
likelihood of success on the merits in its claims ofOllution, 
but not in its claims of service mark infringement and 
false designation of origin. The court stated that "Teletech 
thus far has only demonstrated an initial confusion on the 
part of web users using the domain name "teletech.com" 
but finding the Defendant's website. This brief confusion 
is not cognizable under the trademark laws."" 

A contrary result was reached in both Green 
Products Co v Independence Corn By-Products Co 
and Planned Parenthood Federation of America, 
Inc v Bucci.29 Bucci, a Catholic radio talk show host, had 
obtained the website address "plannedparenthood.com" 
and was using this website primarily as an anti-abortion 
forum. 30 The courts in both cases found that the 
defendants' use of the domain names "green
products.com" and "plannedparenthood.com" were likely 
to cause confusion, and disclaimers on the web pages 
would not be sufficient to dispel confusion induced by the 
home page address and domain name. 31 The courts here 
held that this initial confusion was actionable under the 
Lanham Act. 

Commentators have suggested that using another 
party's trademark in a metatag may be trademark 
infringement and a violation of unfair competition law 
because it may mislead users into believing the trademark 
owner is affiliated with or sponsors or endorses the web 
site in some fashion. 32 The use of others parties' 
trademarks in metatags will cause the same type of initial 
confusion as was caused by the use of others' trademarks 
as domain names. While the initial confusion may be 
remedied with a disclaimer, or after viewing the .i!Ct)lal 
web site, this initial confusion is still actionable. Even if it 
is immediately apparent that the website is not sponsored 
by the owner of the trademark used as a search term 
upon viewing the web page, initial interest confusion has 
been induced. 

D. Dilution 

The Federal Trademark Dilution Act of 1995 added 
subsection (c) to Section 43 of the Lanham Act. It provides 
that: 
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the owner of a famous mark shall be entitled, 
subject to the principles of equity and upon such 
terms as the court deems reasonable, to an 
injunction against another person's commercial 
use in commerce of a mark or trade name, if such 
use begins after the mark has become famous 
and causes dilution of the distinctive quality of 
the mark. a' 

This section provides a remedy for those whose 
famous marks are diluted, that is, whose capacity to 
identify and distinguish its goods or services is 
diminished. Dilution may be found despite the pr.esence 
or absence of competition or a likelihood of confusion. 
The obvious obstacle with a dilution theory in th(l..Gontext 
of metatags is the fact that the user does not actually see 
the trademark used anywhere in the website. However, 
the user will undoubtedly believe that the trademark, or 
the goods associated with the trademark, will appear in 
the website in some manner or context because the mark 
appeared in the search results. Another potential problem 
with a suit under the Dilution Act is that the plaintiffs 
mark must be famous to qualify for relief. Even if a 
plaintiffs trademark is used in hundreds of metatags, 
and the websites do not in any way relate to the plaintiffs 
products, thereby lessening the plaintiff to distinguish 
his goods, he still will not be able to bring a suit under § 
43(c). 

A successful suit under § 43(c) only requires that 
the plaintiff be able to show that the distinctiveness of its 
mark has been lessened. Dilution is an especially 
attractive theory in the context of metatags. It would be 
difficult to argue that if thousands of hits resulted from a 
search using the term "Nike", which had little or nothing 
to do with Nike' s products, that Nike' s ability to distinguish 
its products would not be diminished. As is noted in 
Meta- Tags: Effective Marketing or Unfair Competition, 
"[s]ince the effect of the meta-tag is to create a set of 
web pages which result from a search for the famous 
mark, the distinctiveness of a mark and its ability to 
distinguish the goods and services of the owner- in this 
case the owner's website - from those of others has 
clearly been diminished."34 

However, a court would have to determine exactly 
how the plaintiffs ability to distinguish its goods or service 
has been diminished. There are many ways a mark's 
distinctiveness can be diluted which are not actionable 
under the Dilution Act. As will be discussed later, the fair 
use defense will provide a great deal of protection for 
parties who use their competitor's trademarks in 
legitimate ways. For example, discount shoe 
manufacturers and distributors would likely compare their 
brand of shoes with Nike's shoes, to show that they can 
provide comparable quality at a lower price. Such use 
would fall within the fair use defense. 
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Consider the following example. When executing a 
search using the term "Nike", thirty-five thousand hits 
result. 35 Mter excluding all of the uses protected by 
various defenses, Nike believes the number of remaining 
unauthorized use to be two hundred. This unauthorized 
use would be actionable, and Nike could likely obtain two 
hundred injunctions, or resolve these matters out of 
court. But after eliminating these unauthorized uses, as 
a purely practical matter, how much has the dilution of 
Nike's mark actually been lessened? Nike's ability to 
distinguish its products is diminished in part because of 
the unauthorized use by the defendants, but also in large 
part, because of the nature of the Internet and its 
searching methods. A plaintiff will need to decide if a suit 
will actually be worth the amount of dilution that will be 
prevented. ~-

IV. OBSTACLESTOSUITSUNDER 
THE LANHAM ACT 

A Issues of Standing 

Section 32 of the Lanham Act provides that an 
infringer of a federally registered trademark or service 
mark shall be liable in a civil action by the owner of the 
mark. 36 This section has been construed to afford standing 
principally to competitors. Section 43(a), which provides 
remedies for unregistered marks and trade dress, is 
more liberal in its standing requirements. This section 
affords standing to "any person who believes that her or 
she is or is likely to be damaged."" A plaintiff need not be 
the owner of a mark in order to have standing for a § 
43(a) claim. However, the plaintiff must have some 
cognizable interest in the infringing mark, and must be 
damaged in some way. Normally, trademark infringement 
suits are brought by plaintiffs that sell goods or services 
closely related to those of the defendant. In the case of 
parties who use their competitors trademarks in metatags, 
standing will not be an issue. However, if the parties do 
not compete in any way, the issue is less clear cut. 

For example, the Court in Ortho Pharmaceutical 
Corp v Cosprophar strictly interpreted the standing 
requirements § 43(a).38 The Second Circuit held that 
while a plaintiff must show more than a subjective belief 
that it will be damaged, it does not have to show that it is 
in direct competition with the defendant or that it has 
definitely lost sales because of the defendant'S' 
advertisements. But, the likelihood of injury and causation 
will not be presumed but must be demonstrated in some 
manner. The Court stated that on the whole, it has tended 
to require a more substantial showing where the plaintiff's 
products are not obviously in competition with 
defendant's products, or the defendant's advertisements 
do not draw direct comparisons between the two. 

For suits entailing infringement of registered 
trademarks, the Lanham Act has been interpreted, aj ~ 
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minimum, to require some relatedness of goods in order 
to find a likelihood of confusion. However, there are 
several ways to achieve this "relatedness". First, the 
test for the likelihood of confusion is applicable to 
confusion not only as to source, but confusion as to 
sponsorship, affiliation, and connection as well. For 
example, if a university licenses its mark, it may be seen 
as an endorsement of the manufacturer of the clothing; 
trademarks can identify a secondary source, denoting an 
authorization by the owner of the trademark. 39 A plaintiff 
could argue that a non-competing defendant's insertion 
of its trademark in a meta tag was likely to cause users to 
perceive an endorsement of the defendant's goods. 

Courts may need to relax the definition of a competitor 
if the use of third party trademarks in meta tags will fall 
under the province of the Lanham Act. Arguably, a claim 
of damage to the plaintiff where its trademark is inserted 
in a meta tag, and where the trademark does not appear 
anywhere else in the website is tenuous. Arguably this 
would be the type of situation as described in Ortho 
Pharmaceutical in which the court would require a 
more substantial showing because the plaintiffs products 
are not obviously in competition with the defendant's. 

On the other hand, the nature of the promotion and 
sales of products through the Internet must be taken into 
account. All products sold through the Internet are using 
the same marketing channel. The traditional context of 
non-competing products is not especially applicable in 
this situation. All goods could be seen as being sold 
"under the same roof" for determination of whether the 
goods are competing or non-competing. Traditional 
marketing channels will not be able to dispel the initial 
interest confusion that may result. As stated previously, 
a prospective purchaser searching the Internet will not 
know he is in a furniture store, or in a clothing store until 
he has viewed the website. He has chosen to view the 
website because it appeared in the search he performed. 
At that point, the website owner has already been able to 
promote its products to this prospective purchaser. 

However, in view of the possible hurdle regarding 
standing, the obvious advantage of a suit under the 
Dilution Act is that it does not require the parties to be 
competitors. Dilution is specifically aimed at situations 
involving non-competing goods. Dilution may be found 
despite the presence or absence of competition between 
the parties, and despite the presence or absence of a 
likelihood of confusion. 

B. FairUse 

A plaintiff cannot contemplate a trademark 
infringement suit without also considering the fair use 
defense. Fair use is a defense to suits under both §§ 32 
and 43(a) of the Lanham Act. 40 To qualify under this 
defense, the trademark must be descriptive of and used 
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fairly and in good faith only to describe the goods to user. 
A trademark owner of a mark can exclude others from 
using the tenn or phrase as an identifier of goods or 
source, but cannot prevent them from using the term or 
phrase as descriptive of the product. 

Fair use of trademarks is seen in many contexts, and 
in many varieties. In Smith v Chane!, Inc, 41 the 
defendant's sold generic versions of designer fragrances, 
and in the present case, its own version of Chane! No.5. 
The defendant advertised that the fragrance was its 
version of Chane! No. 5, and in doing so, included the 
plaintiffs trademark in its advertising. The Ninth Circuit 
recognized this comparative use of Chane!' s trademark 
as fair use."' In United States Shoe Corp v Brown 
Group Inc,43 U.S. Shoe registered the trademark LOOKS 
LIKE A PUMP, FEELS LIKE A SNEAKER for women's 
shoes. The Brown Group, in an advertisement, had stated 
that their pump "felt like a sneaker". The Court found 
that this squarely fell within the fair use defense; the 
plaintiff's mark was used in a non-trademark manner.44 

Non-commercial use of trademarks was recognized in 
Lucasfilm Ltd v High I<'rontier.45 Lucasfilm sued over 
the defendant's use ofthe term STAR WARS; the Court 
found this not actionable under the Lanham Act as this 
was not a commercial use, was not used in connection 
with any goods or services46 In Cliffs Notes, Inc v 
Bantam Doubleday Dell Publishing Group, Inc47 

Cliffs Notes sued Bantam over its SPY NOTES, a parody 
of Cliffs Notes. The Second Circuit found this an artistic 
use of the mark, rather than a commercial use of the 
mark, and determined that an ordinary purchaser would 
believe that Spy Notes was a study guide, as opposed to 
a parody of Cliffs Notes. 48 

In Volswagenwerk Aktieugesellschaft v 
Church" the Ninth Circuit found the defendant's use of 
the mark VOLKSWAGEN in his advertising of his repair 
service for Volkswagens to be a collateral fair use of the 
mark. 50 In New Kids on the Block v News America 
Publishing51 the Second Circuit recognized a "nominative 
fair use" defense; the court found the defendant's survey 
"Who's your favorite New Kid?" to he fair use of plaintiffs 
mark. The court determined that because the service in 
question was not readily identifiable without the use of 
the mark, because the defendant only used so much of 
the mark as was necessary to identify the plaintiff's 
services, and because the defendant did nothmg ·to 
suggest sponsorship or affiliation with the plaintiff, the 
use was a fair use." Finally, other uses of trademarks 
which qualify as news reporting or news commentary 
would likewise not be actionable. 

The issue of fair use arose in Patmont Motor 
Werks, Inc v Gateway Marine, Inc. The defendant 
had used Gateway's registered trademark GO-PED in 
its web page, in part, to sell Go-Peds. The conrt, citing 
New Kids on the Block, held-this to be fair U§e:_ofthe 
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phth.;tiffs trademark. 53 It is a logical extension that it 
would also be fair use to use for Patmont to use the 
GO-PED trademark in the metatag, if the trademark 
appeared in the content of the website, which was used 
to advertise Go-Peds. 

Inevitably, website creators, in an effort to evade a 
claim of trademark infringement may make use of a 
trademark in an arguably fair use manner, in order to be 
able to include the mark in the metatag. This will also be 
an avenue for parties to use their competitors marks in 
their metatags. It seems that website owners will be able 
to get away with some amount of unauthorized trademark 
use. However, the fair use defense will likely not provide 
a safe harbor for unscrupulous website designers who 
insert competitor's trademarks repeatedly in order to 
achieve a higher ranking by the search engines. It will 
also not provide refuge for parties who use the 
trademarks of non-competing goods, as it would be difficult 
to fit this use into a fair use defense. If it were determined 
that the defendant intended to profit from, and deceive 
the public with the use of the plaintiffs trademark, this of 
course would be probative of the likelihood of confusion. 54 

V. CONCLUSION 

Trademark owners who find other parties' using 
their marks in website metatags are not without recourse. 
While they may face such hurdles as standing and fair 
use defenses, trademark infringement suits charging 
initial interest confusion and trademark dilution claims 
should fare well in the courts. Fortunately, the 
unauthorized use of trademarks in meta tags is relatively 
easy to monitor and detect. Companies can protect 
themselves by regularly searching the Internet for 
potential infringement of their trademark by using the 
mark as the search term, and then viewing the underlying 
source document to ascertain how their trademarks are 
being used. They can then determine the best course of 
action. 

The Intellectual Property Strategist noted tbat the 
"issue may become moot if search engines index the 
actual content on Web pages, as some engines are 
apparently starting to do."55 Some search engines will 
ignore a website's metatag, or even the entire website if 
a particular search term appears more than a threshold 
number of times. The search engine Excite actually 
ignores metatags altogether. Serious purchasers can also 
improve the efficiency of their searches by using such 
search engines in order to increase the likelihood that 
the hits generated by the search term will actually bear 
some relation to that search term. 
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LAWMAKERS STRUGGLE TO KEEP UP 
WITH INCREASING TECHNOLOGY 

By Shelly Rakoczy 

1.0 Introduction 

With the Internet growing at such a rapid pace, the 
need for applicable regulation of electronic contracting, 
on-line transactions and mass-market licensing is urgent. 
"About 62 million people in the U.S. use the Net, according 
to Intelliquest Information Group Inc. of Austin, Texas. 

· ·'That figure represents about 30% of U.S. residents age 
l5 and older. If iou've gone on-line for the first time 
recently, don't wony-you're not alone. Of these 62 
million on-line users, nearly 25% were Internet 
newcomers in 1997."1 

The proposed UCC Article 2B settles the 
enforceability of mass market licenses such as shrink
wrap and click-on licenses as well as creating a method 
for contracting via the Internet. Opponents of the 
proposed Article 2B have criticized it for being overly 
hroad, and "[m]ost importantly, Article 2B has been 
heavily criticized as being too vendor-oriented. Critics 
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include co~sumer advocates such as Ralph Nader, user 
groups such as libraries, and large business customers 
such as Chrysler, Disney, Dupont."' Evidently in 
response to the,se pressures, there is a noticeable change 
in comparing the April 1997 draft and the April 1998 
draft. The April1998 draft has much more of a consumer 
emphasis. A Uniform Electronic Transactions Act which 
is more commercial and government transaction oriented 
is also in the discussion draft stage. 

1.2 Proposed UCC 2B Applications 

What is a mass market license? The current 
discussion draft of the UCC Article 2B defines a mass
market license as a standard form that is prepared for 
and used in a mass-market transaction.3 A "mass-market 
transaction" means a consumer transaction, or any other 
transaction in information or informational property rights 
directed to the general public as a whole under 
substantially the same terms for the same infot:nU!tion 
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with an end-user licensee. To constitute a mass-market 
transaction, if the licensee is not a consumer, the licensee 
must acquire the information or rights in a retail 
transaction under terms and in a quantity .consistent with 
an ordinary transaction in that marketplace.4 

Some common types of mass market licenses arc 
shrink-wrap licenses, also known as tear-me-open license',' 
box-top license, blister-pack license, consent-by-opening 
clause, and click-on licenses. A shrink-wrap license is a 
paid-up "license" of intellectual property in computer 
software created by a notice placed on plastic wrapping 
tbat is "shrink-wrapped" around a computer disk package. 
The notice on the wrapping states that by removing the 
wrapping, the purchaser agrees to the stated conditions 
of the license, which places restrictions in the use, sale, 
and copying of the computer program software. 5 A click
on license is similar to a shrink-wrap license, except 
11tenns and conditions" are viewed on-screen and consent 
is indicated by "clicking" on the continue button with the 
mouse. This type of license is more prevalent with the 
growing sale over the Internet of:>oftware and images 
(clip-art, etc.). It is important to note that even if you do 
not "click" you are still bound by the terms of the license. 

1.3 Uniform Electronic Transactions Act 

The discussion draft indicates the purpose of the 
Act as facilitating and promoting commerce and 
governmental transactions, eliminating baiTiers to these 
same transactions and simplifying and modernizing the 
law of electronic means to commerce and governmental 
transactions. 6 This legislation would fill one of the many 
gaps created y growing usage of the Internet as a 
contracting meditJm. 

2.0 Implied License of Web Pages 

Does placing information, logos, compilations, photos, 
give an implied license to end users? The court set a 
hard line in Playboy v Frena, that "[i]ntent or knowledge 
is not an element of infringement, and thus even an 
innocent infringer is liable for infringement.' 

2.1 What is a Copy? 

Is browsing a web page a reproduction under 
copyright law, or viewing a public display? "The text of 
the Copyright Act itself suggests that browsing is more 
properly characterized as a display rather than a 
reproduction. * * * When a user browses a pictorial or 
textual work, in contrast, the image resides in the user's 
RAM for. a transitory period. The moment the user 
disengages her power or her contact with the host 
computer, the image disappears. Only when the user 
prints or downloads does she create a fixed reproduction.' 
This is consistent with the Ninth Circuit definition of 
copying in Mai v Peak, which is ''the loading of 
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copyrighted computer software from a storage medium 
(hard disk, floppy disk, or read only memory) into the 
memory of a central processing unit ("CPU") causes a 
copy to be made. In the absence of ownership of the 
copyright or express permission by license, such acts 
constitute copyright infringement."' Accordingly, as long 
as an Internet user merely views the image or text on 
screen, but does not download or print, no copy is made. 
The dilemma presented by the widespread Internet 
access, as well as the commonplace nature it has taken 
on, is similar to that contemplated in Universal City 
Studios, Inc v Sony Corp, when the VCR first became 
widely available. 10 The court found that "[e]ven if the 
Copyright Act did prohibit home-use copying, Sony, 
Sonam, DDBI and the retail stores would not be liable 
under any of the theories of direct or contributory 
infringement or vicarious liability. 11 Most importantly, 
the court noted that "copyright law does not protect 
authors from a change or new considerations in the 
marketing of their products." 12 The Internet and 
widespread use of mass market licensing, certainly would 
qualify as new consideration in marketing. 

2.2 Framing & Linking 

One of the newest Internet law dilemmas, is the 
usage of framing and linking and its legal ramifications. 
Linking is the concept of putting a "hyper link" from one 
web page to another. This linking technology allows the 
user to connect to another web page from the one they 
are viewing with the click of the mouse, For example, the 
user is viewing the official site for their favorite sports 
team, a button says "click here to shop on-line for 
merchandise at tbe official team store." The user clicks 
and is immediately connected to the merchandise 
electronic commerce site without doing a new search. 
With the growing amount of litigation in the area of 
Internet law, careful web operators protect themselves 
by seeking permission before linking to somebody else's 
site. Another potential litigation area stems from the 
same problem. "'Framing' technology takes linking one 
step further. Framing, for example, permits the operator 
of Web Site A to allow his visitors to link to Web Site B 
while particular content (e.g., an advertising banner or 
Weh Site A's logo) from Web Site A remains on the 
visitor's computer screen."13 Litigation in this area was 
instigated in WashingtonPostv Tota!News, Inc,i< 
TotalNews linked to the Washington Post site, but it was· 
framed with the TotalNews logo and advertising." The 
case was settled out of court, depriving the legal system 
of the chance to establish precedent on this topic, leaving 
yet another gap to be filled by legislators. 

3.0 Liability Of Internet Service Providers 
And Bulletin Board Operators 

Are Internet Service Providers and Bulletin Board 
Service (BBS) Operators liable for the activities of their:_ 
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users? They are more vulnerable to lawsuits because 
they are perceived as having more money than a single 

\ infringer for monetary penalties. 
' 

Bulletin boards are relatively easy to establish and 
most are not monitored closely for content. "[A]Il that is 
required for a Sysop[system operator] to create his or 
her own BBS is a personal computer, modem, and 
inexpensive BBS software. With a telephone call to the 
regional Internet access provider, who can supply a 
telephone leased line and additional software, the Sysop 
can put his or her BBS on the Net. Once a BBS is created, 
its subscribers have virtually free reign to upload and 
download infom1ation transmitted over the BBS."16 

In cases where the liability of the Internet Service 
Provider is considered, conrts generally look at whether 
the provider is contributorily liable and/or vicariously 
liable. The conrts seem divided on this issue. In Playboy 
v Frena, the bulletin board operator was found to he 
vicariously liable. However, in Religious Technology v 
Net com, the Internet service provider was found to he 
contributorily liable. The adoption of legislation to clarify 
this area of law would promote judicial efficiency. In 
Frank Music v CompuServe, a civil action settled out 
of court, a music database operated by Jim Maki was 
available on CompuServe. Users were cautioned not to 
make a song available if they did not have the right to do 
so. CompuServe argued that it was not responsible for 
any copyright violations because the music forum was 
managed by a third party." If strict liability was the 
established law, CompuServe would have had no defense 
and two years of litigation could have been avoided. This 
case resulted in a licensing agreement that allows the 
CompuServe service offering song reproductions to 
continue. This shows a movement toward contract law 
and more importantly, demonstrates a need for licensing 
parameters. 

How can Internet service providers protect 
themselves? Computer experts suggest including 
indemnification clauses in all provider/subscriber 
agreements and also inclusion of arbitration clauses as a 
standard to all contracts and licensing agreements. 

3.1 Vicarious Liability 

In Playboy v Frena the court held that a defendant 
is liable for vicarious liability for the actions of the primary 
infringer where the defendant (1) has the right and ability 
to control the infringer's acts and (2) receives a direct 
financial benefit from the infringement. 18 Although Frena, 
the bulletin board operator, never uploaded or 
downloaded the infringing images, he was found liable.19 

Similarly, in Playboy v Webbworld, the operators of a 
website infringing on the copyright of images were found 
vicariously liable.20 
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3.2 Contributory Liability 

In Religious Technology v Netcom the United 
States District Conrt considered for the first time whether 
a computer bulletin board service ("BBS") and its Internet 
Service Provider which allows it access to the Internet 
should be held liable for copyright infringement 
committed by a subscriher.21 The conrt distinguished 
N etcom from Frena and found contributory liability 
because Netcom had the ability to delete specific postings, 
the court found that there was a genuine issue of fact as 
to whether Netcom has the right and ability to exercise 
control over the activities of its subscribers. 22 Another 
landmark case with repercussions in this area is Fonovisa 
v Cherry Auction, Inc, in which the Ninth Circuit 
found a swap meet operator contributorily liao-le for 
counterfeit recordings sold at the swap meet. The court 
specifically referred to the fact that the swap meet 
operator had the ability to terminate vendors and the 
ability to control the actions of vendors on the premises. 23 

However, in Lockheed v Network Solutions, the 
plaintiff claimed that Network Solutions, tbe registrar of 
domain names was contributory liable for trademark 
infringement. The court distinguishes Religious 
Technology v Netcom, stating that "NSI cannot 
reasonably be expected to monitor the Internet. * * * 
NSI's role in the Internet is distinguishable from that of 
an Internet service provider whose computers provide 
the actual storage and communications for infringing 
material, and who therefore might be more accurately 
compared to the flea market vendors in Fonovisa and 
Hard Rock."24 The court indicated that Network 
Solutions did not have a self-policing duty. 

3.3 No Liability 

The conrt found no liability on the part of the provider 
in Marohie-FL, Inc v National Association of Fire 
Equipment Distributors and Northwest, Nexus, 
lnc,25 a copyright infringement case regarding clip art 
used on a web page. Plaintiff contended that web page 
use was a violation of its right to reproduce and distribute 
the clip art. Court held that the provider was not liable for 
direct infringement, nor was it vicariously liable. Although 
plaintiff correctly points out that Northwest provides a 
service somewhat broader than the service provided by 
the Internet access provider in Religious Technology 
Center, the court nevertheless finds that Northwest only 
provided the means to copy, distribute or display 
plaintiffs works, much like the owner of a public copying 
machine used by a tbird party to copy protected material. 
Like a copying machine owner, Northwest did not actually 
engage in any of these activities itself. Accordingly, 
Northwest may not be held liable for direct 
infringement. 26 

In Cubby, Inc v CompuServe, Inc the Southern 
District of New York held that CompuServe, tho; o_wner 
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and operator of one of the largest on-line services, was 
not liable for allegedly defamatory statements made in an 
on-line publication, "Rumorville U.S.A." The facts of the 
case, however, clearly established that a third party, not 
CompuServe, was responsible for compiling and editing 
Rumorville. 27 

4.0 Criminal Liability • Cyber Threats 

There are many types of "cyber-threats", digital 
defamation, pornography on the Net, and copyright 
infringement, but there are some even more serious 
types that can result in criminal liability. 

4.1 Trade Secret Violation 

In United States v LaMacchia, a 21-year-old 
student used MIT's computer network to access the 
Internet and create a bulletin board where he allowed 
others to upload software and computer games from a 
bulletin,board he created.28 On April 7, 1994, a federal 
grand jury returned a one count indictment charging 
LaMacchia with conspiring with "persons unknown" to 
violate 18 U.S.C. section 1:~43, the wire fraud statute.29 

Eventually, LaMacchia's motion to dismiss was allowed, 
based on the Supreme Court decision in United States 
v Dowling'" that criminal laws do not reach copyright 
related conduct. However, following the LaMacchia 
decision, bills were introduced in Congress which would 
extend bulletin board and online operator liability for 
merely allowing infringing material to pass through or 
reside on their sites. The problem in both LaMacchia 
and Morris (discussed below) was establishing the mens 
rea element of intent which required financial gain. In 
both cases, these were college students wanting to flaunt 
their intelligence, not expecting financial gain. 

4.2 Intentional Computer Virus ("Worm") Infection 

The courts have been asked to consider criminal 
liability in a few cases. The difficulty is detennining 
these cases is establishing intent. Particularly in 
United States v Robert Tappan Morris, 31 where the 
defendant, a first-year graduate student at Cornell, 
created a computer "wonn" that would infect computers 
it came into contact with over the Internet. Morris wanted 
to prove the lack security of computer networks and his 
ability to penetrate them. Unfortunately for Morris, his 
"worm" was quite diligent in wriggling its way into 
computer networks across the country. Some computers 
crashed completely, some were "catatonic" damages 
estimated from $200 to $50,000 to each computer 
infected resulted. Morris was charged under the 
Computer Fraud and Abuse Act of 1986, 18 U.S. C. section 
1030(a)(5)(A) (1988) which punishes anyone who 
intentionally accesses without authorization a category 
of computers known as 'federal interest computers' and 
damages or prevents authorized use of information in 
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such computers, causing loss of $1,000 or more. Morris 
was sentenced to three years of probation, 400 hours of 
community service, a fine of$10,050, and the costs of his 
supervision.32 The District Court found that the intent 
only applied to the accessing and not to the resulting 
damage. On appeal, the Second Circuit affinned. Despite 
the hundred of thousands of dollars of damage to infected 
computers, Morris was not held liable for the damages, 
sending a dangerous message to computer hackers. 

4.3 Cyber-Terrorism 

The President's Commission on Critical Infra
structure Protection findings indicated that "[t]oday, the 
right command sent over a network to a power generating 
station's control computer could be just as effective as-a 
backpack full of explosives, and the perpetrator would be 
harder to identify and apprehend. * * * While the 
resources needed to conduct a physical attack have not 
changed much recently, the resources necessary to 
conduct a cyber attack are now commonplace. A personal 
computer and a simple telephone connection to an 
Internet Service Provider anywhere in the world are 
enough to cause a great deal ofhann."33 In the event of a 
Cyberterrorist act, is the provider liable? The judicial 
system will have to determine the criminal law under 
which to charge the cyberterrorist. 

5.0 Copyrightability of Computer Databases 

The issue as to whether the proposed UCC Article 
2B will apply to databases remains to be seen. In the 
April14, 1997 discussion draft, databases were included 
in the definition of "information." 2B-102(18) 
"infonnation" means data, text, images, sounds, computer 
programs, databases, literary works, audiovisual works, 
motion pictures, mask works, or the like, and any 
intellectual property or other rights in information.34 

However, the 'most recent draft, April 15, 1998, the 
"information" definition is considerably shortened. It 
reads, UCC 2B-102 (23) "information" means data, text, 
images, sounds, mask works, or works of authorship." If 
the April 1998 draft is adopted, as it currently reads, 
databases will be excluded from UCC Article 2B 
application. 

5.1 Common Law Treatment of 
Copyrightability of Databases 

The underlying premise of the copyright act is to 
promote knowledge, both for education and scientific 
advancement. "copyright law undertakes to guarantee 
exclusive rights of compilers, like other authors, to 
whatever is original and creative in their works, even 
where those original contributions are quite minimal."" 

What is originality? Can a computer database be 
original? Isn't it just a compilation, like a telephop~ 
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directory, which the Supreme Court ruled was not 
protectable in its landmark Feist decision. Until1991, 
courts afforded databases protection under copyright 
law, a "sweat of the brow" line of reasoning. Set forth in 
Jeweler's Circulation Publishing Co v Keystone 
Publishing Co, 37 the "Sweat of the brow" is a doctrine 
under which a copyright for factual compilation was a 
reward for the hard work (sweat of the brow) that went 
into finding the facts. A subsequent compiler was not 
entitled to take even factual information from the previous 
work.38 This mindset was abandoned with the decision in 
Feist Publications, Inc v Rural Telephone Service 
Co.39 The U.S. Supreme Court reinstated the premise 
that copyright law was intended only to cover original 
expression. In 1985, the House Subc<:'.!Pmittee on 
Intellectual Property "set very high standards that would 
have to be met before Congress would consider special 
interest pleas for additional forms of sui generis 
intellectual property protections that deviated from the 
classical patent and copyright paradigms."40 In Feist. 
the court ruled that "sweat of the brow" does not justify 
protection- originality is required. 41 However, decisions 
following the Feist standard have taken a broad view of 
what constitutes originality or creativity. 

5.2 Originality 

The issue of originality of computer database was 
addressed in Montgomery County Association of 
Realtors, Inc v Realty Photo Master Corporation, 42 

a case involving a real estate database listing of 
descriptions and photos of houses for sale. The court 
held that marketing puffery constituted creativity for 
purposes ofcopyrightability. However, in Offbeat, Inc 
v Cager, the court was not willing to extend originality 
protection to items created from a database, such as a 
mailing list. 43 

6.0 Enforceability of Shrink-wrap Licenses 

The most applicable case to date is ProCD v 
Zeidenberg." Zeidenberg purchased database software 
produced by ProCD and used it to create telephone lists. 
These types of phone lists are a valuable commodity to 
commercial businesses for marketing purposes. He 
formed his own company and made the telephone lists 
created with ProCD's database available on the World 
Wide Web for a fee. ProCD had also made the use ofthe 
software available on the Internet, through America 
Online. It was tailored for individual consumers and priced 
at $3.00 for a one-time use. The purchase price of the 
software program to consumers was $150.00. But this 
same information was sold to commercial enterprises at a 
higher rate. Zeidenberg resold the information on the 
World Wide Web for Jess than ProCD charged its 
commercial customers. Pro CD filed for an injunction to 
stop Zeidenberg from reselling its information on the 
World Wide Web. The issue in this case focused on 
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whether shrink-wrap agreements on software packaging 
are binding. The Seventh Circuit's holding in this case 
reflects a change in the law regarding the enforceability 
of shrink -wrap licenses. The court held: " [ w ]e treat the 
licenses as ordinary contracts accompanying the sale of 
products, and therefore as governed by the common law 
of contracts and the Uniform Commercial Code."45 

The ProCD case discusses the problem of escalating 
prices to consumers that mass marketing agreements 
exist to combat. By enforcing the shrink-wrap license, 
the court has essentially made a public policy decision 
for the "greater good." There has been considerable 
discussion in legal circles that too much regulation 
impedes progress in science and education which both 
benefit from the generation of raw data. 46 Tliiis, the 
"public good" refers to the educational and scientific 
advancement of the world's population as indicated in 
the enabling clause of the United States Constitution, 
Art. I, Sec. 8. By enforcing the shrink-wrap license, the 
court has set a standard which keeps pricing down for 
consumers while bordering on the line of too much 
regulation. Benefit to consumers was considered the 
overriding concern. 

6.1 Prior Common Law of Shrink-Wrap Licenses 

Up until ProCD, four other cases addressed shrink
wrap licenses and found them unenforceable. In Vanlt v 
Quaid Software Ltd, 847 F.2d 255 (5th Cir. 1988), the 
court of appeals held that federal copyright law 
preempted the Louisiana statute allowing shrink-wrap 
licenses and determined the license unenforceable as a 
"contract of adhesion." 

In Step-Saver Systems, Inc v Wyse Technology, 
939 F.2d 91 (3d Cir. 1991), and Arizona Retail 
Systems, Inc v The Software Link, 831 F. Supp. 759 
(D. Ariz. 1'993) the court considered whether the box-top 
license was binding even though the common law "right 
to inspect" element was not present. The court discussed 
at length the "consent by opening" language not meeting 
the requirements of conditional acceptance. This problem 
is addressed in the proposed Article 2B under 
"manifestation of assent. 11 

The fourth case which has been examined very 
closely, is the lower court decision of ProeD·· v 
Zeidenberg, 908 F. Supp. 640 (W.D. Wis. 1996). The 
lower court held that "breach of a 'shrink-wrap' licensing 
agreement for computer software was preempted 
because it was an attempt to make an end run around 
copyright law."47 The decision was reversed in the 
Seventh Circuit holding discussed earlier. In ProCD v 
Zeidenberg, the Seventh Circuit stated: "[a] vendor, as 
master of the offer, may invite acceptance by conduct, 
and may propose limitations on the kind of conduct that 
constitutes acceptance. A -buyer may ac~ept by 
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perrorming the acts the vendor proposes to treat as 
acceptance. u 48 

In a similar case, involving an actual computer system, 
ordered by mail, the court enforced an arbitration clause 
against the plaintiff which was part of a mass marketing 
agreement that came with the computer. Hill v Gateway, 
105 F.3d 1147 (1997). In both Gateway and ProCD the 
court cited to Carnival Cruise Lines v Shute, a case in 
which a woman fell while on a cruise and argued she was 
not bound by the "choice of forum" clause.49 The clause 
was printed in the agreement that came attached to the 
ticket she received after paying the full contract price. 
The court in Carnival enforced the clause. This· line of 
cases: ProCD, Hill, and Carnival, are consistent in 
enforcing an accept-or-return offer. The court's 
reasoning is exemplified as follows: "the ticket contains 
elaborate terms, which the traveler can reject by 
canceling the reservation. To use the ticket is to accept 
the terms, even terms that in retrospect are 
disadvantageous." ProCD, 1451. In Hill v Gateway, 
Gateway shipped the computer with an accept-or-return 
offer similar to that of Pro CD and Carnival. 

6.2 Common Law Codification 

The proposed Article 2B-112: Manifesting Assent, 
attempts to limit the broad application of agreements 
included in mass market products. The American Law 
Institute's Discussion Draft on 2B-112(b) reads, "(b) 
Merely retaining information or a record without objection 
is not a manifestation of assent." The notes to the draft of 
this section refer to the Restatement (Second) of 
Contracts, Section 211, and the Carnival Cruise Lines 
v Shute decision. The notes indicate that because 
common law has applications to this area, the proposed 
UCC Article 2B would alleviate the possibility of 
misapplication by defining the governing statutory law.50 

7.0 Conclusion 

In 1992, the Software Publishers Association reported 
in testimony to the Subcommittee on Intellectual Property 
and Judicial Administration of the House Committee on 
the Judiciary that software manufacturers were losing 
$2.4 billion in revenues annually as a result of software 
piracy. 51 Opponents of Article 2B claim that it is overly 
vendor friendly, but in light of the Internet's rapid growth 
and increased usage for software sales (and unauthorized 
distribution) adoption of this legislation is necessary. The 
Uniform Electronic Transactions Act if enacted will help 
regulate electronic contracting on the commercial and 
government side. Legislation establishing liability of 
Network Service Providers and Bulletin Board Service 
Operators is still required as evidenced by the Frank 
Music v CompuServe litigation. Additionally, legislation 
for the criminal law treatment of virus infectors, 
cyberterrorists, and the like will be needed in the 
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immediate future. Senator Sam Nunn summed up the 
situation in his remarks to the PCCIP Advisory Committee 
when he said "[w]ith the existing rules, you may have to 
solve the crime before you can decide who has the 
authority to investigate it."52 
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THE DOCTRINE OF EQUIVALENTS AS 
A BRIDGE BETWEEN OPPOSING POLICIES 

by Brian E. Ainsworth 

Article I, Section 8, clause 8 of the United States 
Constitution provides Congress with the power "to 
promote the Progress of Science and useful Arts, by 
securing for limited Times to ... Inventors the exclusive 
Right to their ... Discoveries." Using this power, 
Congress created a reward theory based patent system1 

which encourages invention and provides for the 
disclosure of these inventions to the public so that society 
may benefit by being allowed to build upon the knowledge 
disclosed in the pate.nt. 

By protecting the inventor the system encourages 
the investment of time, energy and money necessary in 
the invention process by reducing the problem of "free 
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riding"'" Free riders are those individuals or entities 
that would exploit the investments of others without 
investing anything themselves3 • Removing or limiting 
the protection afforded inventors would encourage 
inventors to rely on secrecy as their main protection 
against the exploitation of their ideas culminating in a 
stagnation of the societal technological evolutionary 
process'. Not only would there be the obvious elimination 
of possible products because of the disincentive to invest 
as discussed above, but technological advances would 
also slow because of the elimination of the prior "building
block" steps5 • Certain technological breakthroughs may 
never be disclosed to the public as a basis for new inven
tions if they could be easily exploited in a commercial sense. 
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~dLI:S SOOZ ·g ·po 



In exchange for disclosing the invention to the public 
through the patent system, the inventor is rewarded 
with the "right to exclude others from making, using, 
offering for sale, or selling the invention throughout the 
United States or importing the invention into the United 
States" for a period of twenty years', The protection the 
inventor enjoys is defined by the claims contained within 
the patent 

As a result of the sometimes tremendous monetary 
enrichment, parties other than the inventor may attempt 
to copy either the invention in its entirety or the essence 
of the invention without including each and every claim 
defining the invention. Parties attempting to copy the 
invention in its entirety may be guilty of literal 
infringement, however, other parties may attempt to add 
or eliminate inconsequential elements or steps to the 
claimed invention or process thereby avoiding literal 
infringement. As a result, the conrts have developed 
equitable doctrines which have served to broaden the 
interpretation of patent claims to include those inventions 
which are the equivalent of the claimed invention but fall 
outside the literal scope of the claims. 

Two conflicting policies have arose when attempting 
to expand patent coverage by including not only literal 
infringement, but those infringements which fall outside 
the boundaries defined by the claims of the patent. The 
first policy is an underlying principle of the patent system. 
It is best described as the desire to protect the inventor 
against those who would steal the essence of the invention 
without literally infringing the wording of the claims 
defining the invention. This conflicts with the second 
policy which is providing the public with the requisite 
notification of the boundaries of the claimed invention so 
as to allow others to utilize the knowledge contained 
within the invention and build upon that knowledge to 
further benefit society. 

In attempting to find a middle ground between these 
conflicting policies, the doctrine of equivalents has 
developed "to ... prevent an infringer from stealing the 
benefit of an invention"' on the grounds that allowing 
"the unscrupulous copyist to make unimportant and 
insubstantial changes and substitutions in the patent 
which, though adding nothing, would be enough to take 
the copied matter outside the claim"', and at the same 
time ensure that the patent provides adequate notice to 
the public by defining the "metes and bounds of the 
invention"', thus insulating those who would build upon 
the knowledge, yet making significant contributions 
thereto, from infringing the claims defining the original 
invention. 10 Many have criticized the use of the doctrine 
of equivalents in protecting an inventor against nonliteral 
infringement on the grounds that use of the doctrine has 
not been constrained enough to keep it from encroaching 
upon the opposing policy of defining the scope of the 
patent for purposes of notifying the public. a 
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The Court of Appeals for the Federal Circuit recently 
revisited the subject of the doctrine of equivalents in 
Hilton Davis Chemical Co v Warner-Jenkinson 
Co12 in an attempt to clarify several areas of dispute 
concerning the doctrine and to further define the criteria 
which courts should apply when attempting to detennine 
issues of nonliteral infringement. The Supreme Court 
granted certiorari, clarifying how the doctrine of 
equivalents should be applied, and what factors should 
be considered when analyzing doctrine of equivalents 
infringement." 

While the Supreme Court's decision is the final word 
in determining how the doctrine shall be applied, the 
Court left "refinement to [the Federal Circuit's] sound 
judgment in this area of its special expertise."14 A.§._a 
result, it is necessary to pay close attention to the Federal 
Circuit's decision upon remand 15 as well as the 
subsequent decisions by the Federal Circuit regarding 
the application of the doctrine. These decisions are of 
great importance. They will be the defining precedent 
when applying the doctrine of equivalents to infringement 
cases. 

This paper reviews those decisions and attempts to 
formulate a perspective on the expectation the Federal 
Circuit has of courts attempting to apply the doctrine of 
equivalents. More specifically, Part I of this paper 
discusses the development of the doctrine. Part II 
discusses the line of Hilton Davis cases including the 
original proceeding by the Federal Circuit, the Supreme 
Court's opinion and the resulting opinion ofthe Federal 
Circuit on remand. Finally, Part ill reviews several cases 
reviewed by the Federal Circuit subsequent to the 
Supreme Court decision which deal with the doctrine of 
equivalents and highlights areas of interest within those 
cases. 

Part 1: 
Developmental History 

of the Doctrine of Equivalents 

Outright and forthright duplication is a dull and 
very rare type of infringement. To prohibit no 
other would place the inventor at the mercy of 
verbalism and would be subordinating substance 
to form ... 16 

Faced with the possibility that limiting the coverage 
of a patent to include only literal infringement would 
allow others to steal the idea of the patent without 
necessarily infringing the exact wording of the claims 
pressured early courts into considering expansion of the 
subject matter protected by the patent. As early as 1814, 
with the decision in Odiorne v Winkly17 , courts of the 
United States deciding issues of patent infringement 
have applied equitable doctrines protecting the owner of 
a patent from nonliteral, however highly unscrupulous 
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methods of stealing the essence of a patent. Hinting 
towards the creation of a "doctrine", Judge Story stated 
in the Odiorne decision that the finding of infringement 
depends less on "whether the same elements of motion, 
or the same component parts, are used," but rather on 
"whether the given effect is produced substantially by 
the same mode of operation, and the same combination or 
powers in both machines." 18 In the same vain, Judge 
Story also noted that "mere colorable differences, or 
slight improvements, cannot shake the right of the original 
inventor." 19 

Throughout the remainder of the 1800's and through 
the beginning ofthe 1900's courts continued to develop 
and refine the theory of reserving to the in¥entor those 
inventions which utilized the essence of the claimed 
invention without significantly adding thereto. In 1817, 
Chief Justice Washington followed Judge Story's line of 
reasoning when he charged a jury in a matter to determine 
infringement. In instructing the jury, Chief Justice 
Washington stated that two machines were substantially 
the same if the machines were "substantially the same 
and operate[ d] in suhstantially the same manner to 
produce the same results."20 Although the Court had not 
formally adopted the doctrine of equivalents as such, 
statements such as this signaled the trend towards 
expanding patent protection. 

The Court began to formalize the doctrine of 
equivalents in the landmark decision Winans v 
Denmead21 • In its decision, the Court reviewed the 
development of the doctrine and cited several cases 
outlining the direction of that development. The Court 
stated that infringement could he found if the difference 
between the two machines was only a "colorable" one." 
The Court defined "colorable" as "mere substitutions of 
mechanical equivalents."" The Court went on to state 
that the jury should look to the "substance and not the 
mere form" of the mechanical devices." 

In an attempt to summarize and define the existing 
trend of finding infringement due to equivalency, the 
Winans Court stated that even though a patentee must 
describe a machine with definite language which defines 
the boundary of the claims of the patents, "to copy the 
principle or mode of operation described, is an 
infringement, although such copy should be totally unlike 
the original in form or proportions."25 With this the court 
began to formalize the doctrine of equivalents, although 
it did not label it as such. 

Formalization of the doctrine continued when the 
Supreme Court defined the necessary predicate for 
finding the nonliteral infringement of a device as an 
"insubstantial difference" between the claimed invention 
and the infringing device. In Union Paper-Bag Machine 
Co v Murphy" the Court defined the test for finding 
infringement by an equivalent device upon the claims of 
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another invention. The Court stated that if "the two 
devices do the same work in substantially the same way, 
and accomplish substantially the same result, they are 
the same, even though they differ in name, form, or 
shape."27 Eventually labeled the "function-way-result 
test", this approach became the framework in which courts 
began to evaluate nonliteral infringement. 

Now labeling the principle of finding nonliteral 
infringement a "doctrine" the Supreme Court in Sanitary 
Refrigerator Co v Winters28 reiterated the function
way-result test stating that in order to protect a patentee 
from those who would simply steal the essence of the 
patent the "patentee may invoke [the] doctrine [of 
equivalents] to proceed against the producer of a.device 
if it performs substantially the same function in 
substantially the same way to obtain the same result."29 

The decision in Sanitary Refrigerator was the last 
major decision dealing with the doctrine of equivalents 
from the Supreme Court until the Graver Tank decision 
in 1950. In its decision, the Court declared the necessity 
for the doctrine stating that limiting infringement solely 
to literal infringement "would leave room for - indeed 
encourage - the unscrupulous copyist to make 
unimportant and insubstantial changes and substitutions 
in the patent which, though adding nothing, would be 
enough to take the copied matter outside the claim, and 
hence outside the reach of the law.''30 

In Graver Tank the Court attempted to clarify areas 
of dispute which had arisen with respect to application of 
the doctrine. The first area the Court addressed was 
what factors should be considered when attempting to 
discern whether in fact a nonliteral infringement had 
occurred. The Court determined that "what constitutes 
equivalency must be determined against the context of 
the patent,. the prior art and the particular circumstances 
of the case."31 The Court also used the Graver Tanks 
decision to clarify that the doctrine of equivalents was a 
matter of fact and not strictly a matter of equity to be 
decided by the court. To that point the Court stated that 
"[a] finding of equivalence is a determination of fact .... 
Like any other issue of fact, final determination requires 
a balancing of credibility, persuasiveness and weight of 
evidence."32 With this, the court had placed the role of 
determining infringement under the doctrin.e ~f 
equivalents within the hands of a jury (if one were 
selected) and not strictly within the hands of the judge. 

However, the Court went on to state that 
"[e]quivalence, in the patent law, is not the prisoner of a 
formula ... In determining equivalents, things equal to 
the same thing may not be equal to each other and, by the 
same token, things for most purposes different may 
sometimes be equivalents""'. Unfortunately, while the 
Court did realize that there was no exact "formula" 
suitable for application in every case dealing with the 
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doctrine of equivalents, it failed to clearly define the 
scope in which the courts should in fact apply the doctrine 
or provide boundaries within which the doctrine would 
reside. While this decision seems to have lacked the 
necessary clarification, as evidenced by the significant 
controversy surrounding the subsequent decisions by 
courts regarding the scope of the doctrine of equivalents, 
it is interesting to note that the solution the later courts 
developed seems to have been provided in the Graver 
Tanks decision. The controversy surrounding the scope 
of the doctrine and the extent to which it reaches appears 
to have been eXPlained by the Court in Graver Tanks 
when it stated that an important factor in determining 
whether or not to apply the doctrine was "whether 
persons reasonably skilled in the art would have known 
of the interchangeability of an ingredient not contained 
in the patent witb one that was. "34 The Court seems to 
indicate that the supposedly infringing device does not 
contain a component corresponding to each and every 
claimed element within the claimed invention then a 
nonliteral infringement does not exist. This issne is 
discussed in greater detail with respect to the Supreme 
Court's Hilton Davis decision below. 

In 1987 the Court of Appeals for the Federal Circuit 
attempted to do what, in their opinion, the Supreme Court 
had failed to do in Graver Tank. In Pennwalt Corp v 
Durand-Wayland, Inc'" the Federal Circuit sought to 
place limits on the doctrine of equivalents by defining the 
method in which the function-way-result test should be 
applied. In an effort to limit the application of the doctrine 
the court stated that "each element of a claim is material 
and essential, and that in order for a court to find 
infringement, the plaintiff must show the presence of 
every element or its substantial equivalent in the accused 
device."36 In taking this approach the court indicated 
that when attempting to determine if nonliteral 
infringement exists that trier of fact should look to whether 
the potentially infringing device contains an equivalent 
for each and every element claimed and not whether the 
potentially infringing device is an equivalent of the device 
as a whole. The court went on to state that in order for a 
device "to be a 'substantial equivalent' the element 
substituted in the accused device for the element set 
forth in the claim must not be such as would substantially 
change the way in whicb the function of the claimed 
invention is performed. "37 This restriction on the 
application of the doctrine became known as tbe "All 
Elements Rule."38 

Debate continued in the courts regarding the scope 
of coverage that could be afforded an inventor under the 
doctrine of equivalents. In 1989, concerned that the 
Pennwalt ruling had unnecessarily limited the scope of 
the doctrine, the Federal Circuit attempted to expand 
the boundaries of the doctrine. In Corning Glass Works 
v Sumit Electric USA, Inc the court stated that an 
"equivalent must be found for every limitation of the 
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claim somewhere in an accused device, but not 
necessarily in a corresponding component. "39 "Thus, 
the restrictive 'element by element' language of the All 
Elements Rule acqnired a slight reprieve as it was 
transformed in to the slightly hroader 'All Limitations 
Rule."'Ml 

Seemingly unsatisfied with its own holdings, the 
Federal Circuit continued to grapple with discerning the 
necessary boundaries of the doctrine of equivalents. Two 
years after the Corning Glass ruling the court 
emphasized the significance the wording of a patent 
plays in providing fair notice of an invention's boundaries. 
In London v Carson Pirie Scott & Co the court again 
seemed to restrict the use of the doctrine. The C<*lrt 
stated that "claims must be 'particular' and 'distinct,' as 
required by 35 U.S.C. §112, so that the public has fair 
notice of what the patentee and the Patent and 
Trademark Office have agreed constitute the metes and 
bounds of the claimed invention."41 With the concern 
that broad application of the doctrine was serving to 
erode the notice function of claims, the court continued 
by stating that the "[a]pplication of the doctrine of 
equivalents is the exception ... not the rule."42 

It was apparent to the Federal Circuit that the 
doctrine and its boundaries needed to be clarified43 • 

A task which they undetiook in Hilton Davis". 

Part II: 
The Hilton Davis Decisions 

A The Supreme Court's View on Ililton Davis 

Unsatisfied with several aspects of the Federal 
Circuit's ruling in Hilton Davis the Supreme Court 
granted certiorari to consider the following issue: "Does 
patent infringement exist whenever an accused product 
or process is'equivalent' to invention claimed in patent, 
in that differences are not 'substantial' as determined by 
jury, even though the accused product or process is 
outside literal scope of patent claim?""' Although the 
Court declined to extinguish the doctrine of equivalents, 
it appears that the very existence of the doctrine was 
questioned. 46 While declining the invitation to "speak 
the death" of the doctrine47 , the Court did "share the 
concern of the [Federal Circuit, Hilton Davis] below thllt 
tbe doctrine of equivalents, as it has come to be applied 
since Graver Tank, has taken on a life of its own, 
unbounded by the patent claims."48 

In an effort to limit the application of the doctrine of 
equivalents while protecting the precarious balance 
between the doctrine's underlying policies of sufficient 
notice and adequate protection, the Court chose to follow 
the dissenting opinion offered by Judge Nies in the 
Federal Circuit's Hilton Davis decision rather that the 
view held by the majority. The Federal Circuit's majority 
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opinion was that the particulars of the two competing 
policies could be clarified so as to coexist. The Federal 
Circuit was also of the opinion that while the doctrine 
deserved greater articulation it also believed that the 
courts had sufficiently defined the scope of the doctrine 
previous to Hilton Davis. As a result, the court attempted 
to clarify the doctrine, but did not, in its opinion, create 
any new fonn of the doctrine. 

Judge Nies believed that the courts could avoid the 
conflict of the two foundational policies49 if "[ w ]here a 
claim to an invention is expressed as a combination of 
elements ... 'equivalents' in the sobriquet 'Doctrine of 
Equivalents' refers to the equivalency of an element or 
part of the invention with one that is substituted in the 
accused product or process."50 The Supreme Court took 
up where Judge Nies left off by articulating a bright line 
rule: "Each element contained in a patent claim is deemed 
material to defining the scope of the patented invention, 
and thus the doctrine of equivalents must be applied to 
individual elements of the claim, not to the invention as a 
whole."51 With this line of reasoning, the Court appears 
to have supported the "All Elements Rule" articulated 
by the Federal Circuit in the much earlier Pennwalt 
decision. 52 By sufficiently limiting the scope of the 
doctrine, the Court "preserve[d] some meaning for each 
of a claim's elements, all of which are deemed material to 
defining the invention's scope" 53, while preserving the 
protective function of the doctrine. 

The Supreme Court next discussed the role 
prosecution history estoppel should play when 
determining issues of nonliteral infringement. The 
Supreme Court agreed with the Federal Circuit's view 
with respect to when a defendant may use prosecution 
history estoppel to prevent a patent holder from 
recapturing any part of the subject matter the patent 
holder surrendered during prosecution of the patent. 
However, the Court drastically shifted the burden of 
proof that is necessary when attempting to prove whether 
prosecution history estoppel should apply. 

Although not specifically mentioned as an "issue", 
the Federal Circuit bad discussed the application of 
prosecution history estoppel with respect to the doctrine 
of equivalents. The court stated that, "[w)herever 
prosecution histmy estoppel is invoked as a limitation to 
infringement under the doctrine of equivalents, 'a close 
examination must be made as to , not only what was 
surrendered, but also the reason for such a surrender."'" 
In effect, the courtlimited the application of prosecution 
history estoppel to only those situations in which the 
subject matter the patent holder was attempting to claim 
under the doctrine of equivalents was previously 
surrendered by the patent holder in an attempt to 
distinguish the invention from cited prior art. 55 This 
holding served to clarify a long fought debate over when 
the application of prosecution history estoppel was 
appropriate in baring claims of nonliteral infringement. 56 
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While agreeing with this line of reasoning, the 
Supreme Court dramatically shifted the burden of proof 
when having to prove when prosecution history estoppel 
should occur and when it should not: 

There are a variety of reasons why the PTO 
may request a change in claim language, and if 
the patent-holder demonstrates that an amend
ment had a purpose unrelated to patentability, a 
court must consider that purpose in order to 
decide whether an estoppel is precluded. 57 

The unfortunate result of this portion of the Court's 
decision is that in many situations the record of 
prosecution history, or "file wrapper", often d~s not 
include the reasons why an applicant may have 
surrendered certain subject matter. "Where the patent
holder is unable to establish such a purpose, the court 
should presume that the purpose behind the required 
amendment is such that prosecution history estoppel 
would apply."58 While the problem that this ruling creates 
for current and future applicants can easily be solved by 
being sure to note in the prosecution history the reason 
why particular subject matter is being surrendered", 
this ruling severely impugns the millions of patents 
previously prosecuted and issued by creating a 
presumption that prosecution history estoppel applies. 

In concurring, Justice Ginsburg cautioned the Court 
by emphasizing that if the presumption presented by the 
court is applied too rigidly is may "in some instances 
unfairly discount the expectations of the patentee who 
bad no notice at the time of patent prosecution that such 
a presumption would apply ... Years after the fact the 
patentee may find it difficult to establish an evidentiary 
basis that would overcome the new presnmption."60 

The Sl'preme Court also rejected the inclusion of 
intent-based elements in determining infringement 
under the doctrine of equivalents. The Court stated that 
"[a]lthough Graver Tanks certainly leaves room for the 
inclusion of intent-based elements in the doctrine, the 
Court does not read the case as requiring proof of 
intent.'' 61 The Court reasoned that the more appropriate 
approach was an "objective approach to infringement ... 
[in which] intent plays no role."" 

The Federal Circuit holding allowed courts to.take 
such factors as copying, designing around a patent and 
independent experimentation into consideration when 
determining whether a device infringed the claims of a 
patent under the doctrine of equivalents. 63 

Referring to the Graver Tanks decision, the 
Federal Circuit stated that "(t]be Court defined the 
doctrine of equivalents in terms of substantiality of the 
differences between the claimed and the accused 
products or processes. The Supreme Court in Gr_aver 
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Tanks thus made insubstantial differences the 
necessary predicate for infringement under the doctrine 
of equivalents. "64 By this, the court indicated that the 
test for unsubstantial differences was necessary to the 
finding of infringement under the doctrine of equivalents. 

However, the Federal Circuit believed that the 
function-way-result test by itself may not suffice when 
examining issues of nonliteral infringement." The court 
stated that "[w]hen a record presents other evidence 
relevant to the substantiality of the differences, however, 
the fact-finder must consider it.'"" Working from a 
foundation that the "other evidence" to be considered 
should be objective and not subjective evidence, the 
Federal Circuit reviewed those things which it-believed 
should be factored into the determination of when 
insubstantial differences exist. 67 The factors included 
both those that supported a finding of nonliteral 
infringement and defenses therefrom. 

The Federal Circuit believed that first and foremost 
among tbe factors the courts should consider when 
determining whether insubstantial differences exist "is 
whether persons reasonably skilled in the art would have 
known of the interchangeability of an ingredient not 
contained in the patent with one that was.''68 If the 
components or steps are judged to be interchangeahle, 
the accused device or process is considered an 
equivalent of the patented invention. The court again 
referred to the Graver Tanks decision when discussing 
the second factor in stating that, "[t]he Court also 
pennitted the fact-finder to infer infringing 'imitation' 
from the lack of evidence that the accused infringer 
independently developed its flux." 69 Thereby placing 
the burden of proof on the shoulders of the infringing 
party. 

"Evidence of copying is also relevant to infringement 
under the doctrine of equivalents."70 Thus, a showing 
that an accused party had gone through a process of 
copying the patented device or process could be used to 
infer that only insubstantial changes had taken place. 71 

The court also reviewed and clarified factors that 
weigh against the finding of infringement under the 
doctrine of equivalents. "Evidence of 'designing around' 
the patent claims is also relevant to the question of 
infringement under the doctrine."" The court then went 
on to indicate that evidence of designing around may be 
used by the courts to infer that "one of skill in the art, has 
designed substantial changes into the new product to 
avoid infringement."" 

The court also believed that evidence of independent 
development should weigh in favor of the defendant. 
"Evi'dence of independent development is highly 
relevant, however, to refute a patent owner's contention 
that the doctrine applies because the accused infringer 
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copied, that is, intentionally appropriated the substance 
of the claimed invention."74 The court reasoned that 
evidence of this nature limited a finding of nonliteral 
infringement on the grounds that the accused infringer 
did not know of the patented device or process and, as a 
result, could not have attempted to steal the essence of 
that invention by adding insubstantial changes thereto. 

Despite the reasoning of the Federal Circuit, the 
Supreme Court summarily rejected the application of 
any subjective factors dealing with an accused infringer's 
intent when applying the doctrine of equivalents. The 
Court was concerned that it would be difficult "to 
distinguish between the intentional copyist making minor 
changes to lower the risk of legal action , and -the 
incremental innovator designing around the claims, yet 
seeking to capture as much as is permissible of the 
patented advance."75 

As a result, factors such as the infringer's actions of 
copying of the patented invention, designing around a 
patented invention, or proof of independent 
experimentation are not to be considered by the courts 
when applying the doctrine of equivalents on the grounds 
that these factors serve to establish the intent of the 
accused infringer and are, by definition, subjective in 
nature.76 

Finally, the Supreme Court declined to review the 
Federal Circuir's holding that a finding of infringement 
under the doctrine of equivalents is a protection to be 
afforded all patent owners in each and every circumstance 
and is not to be applied at the discretion of the trial court. 

In its Hilton Davis decision, the Federal Circuit 
plainly stated that "[t]he doctrine of equivalents has no 
equitable or subjective component. "77 The court 
dismissed claims that the doctrine was, in fact, an 
equitable doctrine to be applied solely by the courts. The 
court stated "[t]he Supreme Court explained in Graver 
Tanks that doctrine prevents the unfairness of depriving 
the patent owner of the effective protection of its 
invention, thereby receiving a fair or 'equitable' result."78 

The court thus embraced the broad dictionary definition 
of equitable and not the strict legal definition. 

The court went on to hold that the doctrine is .a 
protection to be afforded all patent owners in each and 
every circumstance and is not to be applied at the 
discretion of the trial court. 79 Based on the premise that 
it is impossible for a court to predict what relevant 
evidential factors either party will present in any 
particular case the court believed that protection under 
the doctrine should be available in all infringement cases. 
However, the Federal Circuit did provide a role for the 
bench by stating that while "[n]o judge can anticipate 
whether such other factors will arise in a given case ... 
The trial judge ... has a duty to decide whether·tl.ie 
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proffered evidence is relevant." 80 Thus, while the 
doctrine of equivalents should be applied in each and 
every case depending on the evidential factors 
presented, the bench must decide what evidence is 
actually relevant to the case. 

The Supreme Court agreed that the Federal Circuit 
had sufficient support in prior Supreme Comt rulings 
that a finding of infringement under the doctrine of 
equivalents was a matter to be decided by a jury and 
should be available for finding infringement in each and 
every circumstance. 

In summation, the Supreme Court stated that the 
rules of application that were detailed by.Jhe Federal 
Circuit in their review of Hilton Davis and subsequently 
review and revised by the Supreme Court were more 
important that the particular "linguistic framework under 
which 'equivalence' is determined."81 The Court, in 
effect, discounted the importance of the label courts use 
to identify the test for equivalency under the doctrine of 
equivalents, and underlined the importance of what 
constitutes the test itself. 82 In closing, the Court deferred 
to the Federal Circuit to "refine the formulation of the 
test for equivalence in the orderly course of case-by
case determinations ... ", and left " ... such refinement 
to [the Federal Circuit's] sound judgment in this area of 
its special expertise."" 

B. The Federal Circuit's View Upon Remand 

Upon remand, the Federal Circuit discussed only 
two issues in detail. The first issue was what standards 
should courts follow when determining the extent to 
which prosecution history estoppel should prevent a 
patent holder from recapturing surrendered subject 
matter under the doctrine of equivalents. The Federal 
Circuit had to work from within the guidelines set forth 
by the Supreme Court in which the Court created a 
rebuttable presumption that when a claim is amended 
during prosecution but the prosecution history does not 
reveal the reason for the change, the courts should 
presume that there was "a substantial reason related to 
patentability for including the limiting element added by 
amendment."" This presumption is rebuttable upon a 
showing by the patentee that the reason for the 
amendment made during prosecution "had a purpose 
unrelated to patentability."85 

While staying within the guidelines articulated by 
the Supreme Court, the Federal Circuit attempted to 
give every opportunity possible to protect the patentee 
from having to meet an unreasonable burden of proof. 
"[W]e conclude that where the prosecution history is 
silent or unclear the district court should give a patentee 
the opportunity to establish the reason, if any, for the 
claim change."80 The Federal Circuit declined to create 
a bright line rule defining the procedures the district 
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courts should use when attempting to apply prosecution 
history estoppel to the doctrine of equivalents on the 
grounds that it was a test that would necessitate 
formulation on a case-by-case basis. However, as a 
general guide, the court outlined a two step approach 
that should be used. "If the district cotut determines that 
a reason not related to patentability prompted an 
amendment, the court must then decide if that reason is 
sufficient to overcome estoppel."" Therefore, the court 
must first look to the prosecution history to decide if the 
written record adequately sets forth the grounds for 
which an amendment to the application was made. Only 
after a determination of whether the record sets forth a 
reason for the amendment should the courts determine 
if that reason demonstrates that the amendment was 
made for reasons unrelated to patentability. Whlle this 
two step approach may help the lower courts retain focus 
by guiding their analysis, it does nothing to relieve the 
sometimes impossible burden of proof the rebuttable 
presumption places on patent holders. 

The second issue the Federal Circuit reviewed was 
the 'All Elements Rule' as supported and articulated by 
the Supreme Court. The Federal Circuits review ofthis 
issue amounted to little more than a comment of approval 
regarding the Supreme Court's holding. "Each element 
contained in a patent claim is deemed material to defining 
the scope of the patented invention, and thus the 
doctrine of equivalents must be applied to individual 
elements of the claim, not to the invention as a whole."88 

The original decision by the Federal Circuit, the 
decision by the Supreme Court, as well as the holding by 
the Federal Circuit upon remand all help to define the 
approach the courts should take in the future when 
determining issues involving the application of the 
doctrine of equivalents. However, review of the decisions 
made by the Federal Circuit subsequent to the Hilton 
Davis lin~ of cases is also important as they further 
define the application of the doctrine. 

Part III: 
The Federal Circuit's Application 

of the Doctrine of Equivalents 
Subsequent to Hilton Davis 

The Federal Circuit has revisited the issue of the 
doctrine of equivalents several times subsequent to the 
Supreme Court's holding in Hilton Davis". Most of 
these cases provide only cursory treatment of the 
application of the doctrine. However, some recent 
decisions exemplify how the Federal Circuit's application 
of the doctrine in light of the Supreme Court's decision 
may be both beneficial and detrimental. 

An effective and insightful application of the doctrine 
of equivalents iu view of the Supreme Court's Hilton 
Davis decision is illustratect in Ad-ln-The-tlole, 
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International, Inc v Hageman. 90 In Ad-In-The-Hole 
the Federal Circuit stringently applied the element-by
element rule as set forth by the Supreme Court. The 
patent in question involved a golf cup advertising device 
and method suitable for displaying an advertisement 
visible to a golfer when the golfer is adjacent to the golf 
cup. Ad-In-The-Hole ("AITH") brought action against 
Hageman for manufacturing a similar device. 

The claims at issue in the AITH patent each stated 
that the invention comprised "a substantially doughnut
shaped member. "91 The trial court defined this as "a 
surface generated by a plane closed curve rotated about 
a line lying in the same plain as the curve but not 
intersecting it."92 On the other hand, the trial CD.~at found 
that the Hageman device was "a flat piece of light 
rectangular flexible plastic that, when rolled into a 
cylinder, snaps into the side of a modified golf cup to 
provide an advertising surface."93 On review, the Federal 
Circuit held that "[b]oth claims at issue specifically call 
for a substantially doughnut-shaped ring member. In 
construing a claim, we cannot ignore a limitation of the 
claim."" In applying the all-element-rule, the Federal 
Circuit held that "[n]o reasonable jury could find that the 
inner circle created by the inner surface of the cylinder 
and the outer circle created by the outer surface of the 
cylinder defines a substantially doughnut-shaped 
object."" Therefore, infringement could not be found 
under the doctrine of equivalents. 

In this particular case, the limitations on the doctrine 
set forth by the Supreme Court successfully prevented 
the patentee from expanding the claims of the patent 
beyond their bounds. Had the Federal Circuit applied 
the doctrine of equivalents in the analysis of the two 
devices without following the all-element rule, it would 
have been possible to find nonliteral infringement. "Under 
a doctrine of equivalents analysis, the district court 
concluded that although both devices performed 
substantially the same function with substantially the 
same result, no jury could reasonably find that Hageman's 
device performed in substantially the same way as the 
claimed invention . . ."96 The way in which the court 
found that the Hageman device operated differently from 
the AITH device related specifically to the "substantially 
doughnut-shaped object." Without limiting the doctrine 
of equivalents by this one element, the accused device 
and patented invention performed substantially the same 
function, substantially the same way, to substantially the 
same result. 

In Sage Products, Inc v Devon Industries, Inc97 

the Federal Circuit effectively applied the element-by
element test to limit the application of the doctrine of 
equivalents. Sage Products, Inc. ("Sage") claimed that 
Devon Industries, Inc. ("Devon") had infringed a patent 
held by Sage relating to containers used in the disposal 
of medical waste. More specifically, the Sage claims 
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covered a container for disposing of hazardous medical 
waste that comprised a top containing a slot and 
constrictive barriers above and below the slot. The Devon 
container included a top with two slotted baffles both 
positioned below the slot. Although each element of the 
Sage claims appeared to be contained in the Devon 
container, the court held that there was no infringement 
under the doctrine of equivalents. In its reasoning the 
court stated that "the doctrine of equivalents does not 
grant Sage license to remove entirely the 'top of the 
container' and 'over said slot' limitation from the claim.''98 

An application of the function-way-result test before 
the Hilton Davis99 decision would suggest a finding of 
infringement under the doctrine of equivalents. TjJ.e 
Devon device appears to provide the substantially same 
function, substantially the same way, with substantially 
the same result. The Federal Circuit, however, 
effectively followed the precedent set forth by the 
Supreme Court and held that "for a patentee who has 
claimed an invention narrowly, there may not be 
infringement under the doctrine of equivalents in many 
cases, even though the patentee might have been able to 
claim more broadly.""{) The person drafting the Sage 
patent failed to foresee the limiting effect the two 
restrictions would have on the claims, thereby 
unnecessarily limiting the scope of the claims. 101 

The application by the Federal Circuit of the element
by-element test in Sage appears to have rendered the 
correct result. The court summarizes its decision in 
stating: 

In sum, the [Sage] patent claims a precise 
arrangement of structural elements that 
cooperate in a particular way to achieve a certain 
result. Devon achieves a similar result ... but it 
does so by. a different arrangement of elements. 
Because this issued patent contains clear 
structural limitations, the public has a right to 
rely on those limits in conducting its business 
activities. 

Allowing Sage to recover under the doctrine of 
equivalents in this case would have run afoul of the 
Supreme Court's Hilton Davis decision and allowed 
recovery for infringement clearly outside the scope of 
the claims. • 

Another recent decision by the Federal Circuit 
exemplifies the most significant shortcoming of the 
Supreme Court's Hilton Davis decision. In Tanabe 
Seiyaku Co, Ltd v United States International 
Trade Commission102 the Federal Circuit amplifies the 
already heavy burden placed upon parties owning patents 
when dealing with the rebuttable presumption relating to 
prosecution history estoppel. This decision reiterates 
that the prosecution to be considered when examining 
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prosecution history estoppel is to include that pertaining 
to foreign prosecution. In Seiyaku the Federal Circuit 
affirmed a ruling by the United States International Trade 
Commission ("Commission"). The Commission refused 
to prohibit the importation and sale of ditiazem, a 
pharmaceutical product Tanabe Seiyaku Co., Ltd. 
("Seiyaku") claimed infringed the claims of a United 
States patent owned by Seiyaku. In assessing 
infringement onder the doctrine of equivalents, the 
Commission considered the claim language, the patent 
specification, the prosecution history, and certain 
extrinsic evidence. In addition to the United States, 
Seiyaku prosecuted patents involving the same subject 
matter in several countries including Finland, Israel, and 
the European Patent Office ("EPO"). Beiyaku was 
rejected by those offices on the grounds that the invention 
was unpatentable over another U.S. patent. Seiyaku 
argued that the invention was patentable over that 
particular reference based on the fact that the Seiyaku 
process gave unexpectedly better results than the 
combinations claimed in the blocking U.S. patent. Seiyaku 
further argued that these results were due to the 
inclusion of specific components in the solvents included 
in their patent. 

On appeal, Seiyaku claimed that applying prosecution 
history estoppel by the Commission was improper on the 
grounds that the statements it made to the foreign patent 
offices were irrelevant. 103 The Federal Circuit stated 
that "[t]o determine the meaning and scope of the claim, 
we examine the claim language, the specification, and 
the prosecution history." 104 The court went on to state 
that "[i]n evaluating infringement under the doctrine of 
equivalents, 'representations to foreign patent offices 
should be considered ... when [they] comprise relevant 
evident."' 105 The Seiyaku and Caterpillar (see fn 105) 
serve to emphasize the tremendous burden places on 
patent holders when attempting to prove infringement 
under the doctrine of equivalents. Does Seiyaku, in light 
of Warner-Jenkins, now create a doctrine of "foreign 
prosecution history esptoppel?" Although the court in 
Seiyaku refused such a label, it is, in fact, what was 
applied. In effect, those who prosecute or have a 
proprietary interest in any patent, must not only worry 
about the prosecution history of the United States 
application but also what is contained within the files of 
foreign prosecution. Foreign prosecution done under 
foreign statutes, foreign regulations and foreign 
philosophies, thus have alternative effects with respect 
to prosecution within the United States. Still further, it is 
possible to bave foreign prosecution completed without 
the guidance of U.S. counsel. It is quite simply unfair to 
allow the prosecution completed in a foreign country, 
that may not have a similar presumption of prosecution 
history estoppel, by foreign counsel, that may not be 
aware of the effects his or her amendments and 
arguments have on a corresponding U.S. application, to 
effect the scope ofthe claims of a U.S. patent. 
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The Seiyaku decision is notable for a second reason. 
In determining the scope of the claims of the Seiyaku 
patent, the Commission reviewed pre-application 
experiments conducted by Seiyaku. Seiyaku contended 
that "the Commission erred in limiting the scope of 
equivalents based upon the inventor's purported intent 
and in relying on the inventor's pre-application 
experiments." 106 The Federal Circuit allowed the 
Commission's review of Seiyaku's pre-application 
experiments on the grounds that the Commission 
properly used those experiments to determine if a 
substantial difference existed between the claimed and 
accused processes. 

Although the Federal Circuit attempts to explain the 
allowance of this review of the pre-application 
experiments, it appears as though this sort of review is 
exactly what the Supreme Court was trying to avoid 
when it eliminated the possibility of using evidence of 
subjective intent to supplement the function-way-result 
test. In its decision, the Federal Circuit appears to simply 
reclassify what it once would bave called a supplemental 
objective test as an assessment of substantial differences, 
thus avoiding the Supreme Court's holding. 

Conclusion 

The holding of the Supreme Court in its review of 
the Federal Circuit's Hilton Davis decision was 
appropriate and necessary. The Court's decision served 
to clarify bow tbe doctrine of equivalents should be applied 
and what factors should be considered when analyzing 
the doctrine of equivalents infringement. However, 
several shortcomings ofthe Supreme Court's decision 
are evident. One shortcoming is the burden of proof 
placed upon the patent holder regarding prosecution 
history estoppel. At best this holding is unfair to and 
severely impugns the millions of patents previously 
prosecuted and issued before such a presumption was 
articulatea by the court. Still other shortcomings are 
exemplified bytbe Federal Circuit's holdings subsequent 
to the Supreme Court's holding. A "foreign prosecution 
history estoppel" will only exacerbate the problems 
associated with prosecution history estoppel as applied 
to domestic prosecution. Finally, while the Supreme 
Court's decision is the final word in determining how the 
doctrine shall be applied, the Federal Circuit was left to 
shape the specific elements of the doctrine on a case-by
case analysis thus providing a clear line of precedence 
for the lower courts. If the Federal Circuit simply 
reclassifies or re-labels those things once regarded as 
objective tests as a determinates of equivalency, tbe 
Supreme Court's attempt to clarify the doctrine of 
equivalents and its application was for not. 
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The 1998 Summer Workshop will be beldJuly 23-25 at the Grand Hotel on Mackinac Island. 
As always, the Summer Workshop promises to be both fun and educational. Please take time to 
register in advance. If you have not received a registration form please call (248) 649-6090. 

The conference-will begin on Thursday evening with a reception cosponsored by Brooks & 
Kushman, PC, the IPLS and the Institute of Continuing Legal Education. 

Friday morning will follow the traditional format and will include: Recent Developments in 
Trademark Law by Kenneth Germain of Frost & Jacobs; Recent Developments in Copyright Law 
by Katherine Spelman of Steinhart & Falconer, LLP; and Recent Developments in Patent Law by 
Charles Gholz of Obion, Spivak, McClelland, Maier & Neustadt, PC. Friday evening will include 
two presentations: Recent Developments and Ethical Practice and Procedure at the US. Patent 
and Trademark Office by Katherine E. White of Wayne State Univeristy Law School and Recent 
Developments and Ethical Practice and Procedure in the Federal Courts by Eric M. Dobrusin of 
Rader, Fishman & Grauer, P.L.L.C. Friday evening's reception is cosponsored by Young & 
Basile, PC, the IPLS and the Institute of Continuing Legal Education. 

Saturday morning presentations include: Mediation and Arbitration of Patent Disputes 
Before the National Patent Board: An Alternative to Patent Litigation by ].C. Rasser of Proctor & 
Gamble, Inc., The Great Lakes Patent and Trademark Center by Celeste M. Burman of the 
Detroit Public Library, Protection and Enforcement of Intellectual Property Rights on the Internet 
by Lewis C. Lee of Lee & Hayes. The conference will conclude with a presentation by 
Hon. Randall R. Rader of the U.S. Federal Circuit Court of Appeals entitled Review and Preview 
from the Federal Circuit: A judicial Perspective. 

A VIEW FROM THE CHAIR 

by Frederick S. Burkhart 

TO: An Open Letter to All Members of the Intellectual Property Law Section of the State 
Bar of Michigan 

FROM: FrederickS. Burkhart, Chair 

RE: A VIEW FROM THE CHAIR 

Reprinted below is an article of mine which was recently published in the Grand Rapids Press. 

MOTHER OF INVENTION - IT ISN'T CONGRESS 

As we marvel at the technological revolution brought about in the United States, it may be 
tempting to assume that inventors are well-treated by the government in exchange for their 
gifts to our society. Such assumption would be wrong. Instead of pampering our inventors, the 
federal government has found in them a cookie jar which the government reaches into anytime 
additional funds are needed to run the government. It is amazing how this situation developed. 
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A patent is a limited property right which gives 
the inventor, for a defined period of time, exclusive 
rights to his/her invention. The exclusive right is given 
in exchange for enriching the world's base of techno
logical knowledge. The inventor must file a rather lengthy 
application setting forth complete details of the inven
tion. Once the patent is granted, all of the details of the 
invention are published for the public to study. The 
collection of issued patents at the United States Patent 
and Trademark Office is treasured as the most compre
hensive and up-to-date collection of technological infor
mation in the world. During the War of 1812, the British 
Army burned Washington, D.C. to the ground but left the 
Patent Office untouched because they appreciated the 
importance of the library of patent disclosures. 

Because the public gains so much from the informa
tion in published patents, it has historically been felt that 
the public, not inventors, should pay the cost of maintain
ing this library. Therefore, only a modest fee was previ
ously assessed for the filing of patent applications. In 
1990, all of that changed. A law was passed which made 
the Patent Office a fee-funded agency. Fee levels were 
increased manyfold so that all of the operations of the 
Patent Office could be funded by the patent fees. 
Improved services and reduced turnaround times were 
promised in return for the higher fees. 

It was not long before Congress saw the fees raised 
from inventors as a source of revenues for other govern
mental functions not related to operation of the Patent 
Office. At first, the diversion was rather small amounting 
to only a few million dollars a year. The amount grew 
rapidly. By 1997, Congress was diverting $54 million of 
patent fees for other uses. In 1998, the President joined 
in the plundering of Patent Office fees and a whopping 
$92 million of fees were diverted for other uses. Presi
dent Clinton's proposed 1999 budget calls for diverting 
$116 million of inventor paid fees to other governmental 
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activities and proposes a patent fee increase in order to 
make up the increase in diverted funds! 

The amount of plundered fees represents a large 
portion of the Patent Office budget and has rendered the 
Patent Office virtually crippled. In order to adapt, the 
Patent Office has curtailed hiring of new patent exam
iners and eliminated training given to the few new exam
iners who have been hired. Work on the world's largest 
automation project, which was intended to make the Patent 
Office library available electronically, has been curtailed. 

Other actions taken by our government made the 
plundering of inventor paid fees especially harmful to 
inventors. In 1995, Congress changed the way in which 
the duration of a patent is calculated to include the time 
that a patent application is pending in the Patent Offic~in 
the patent's life. The inadequacy of the Patent Office 
budget has greatly lengthened the pendency of applica
tions in the Patent Office, reducing the life of the patents. 

While the action by Congress and the President is 
outrageous, it is even more difficult to understand why 
Representative Vernon Ehlers appears to be ignoring 
this issue. Representative Ehlers is a Ph.D. physicist 
who is highly regarded in Congress as the guru of science 
and technology issues. Recently, Representative Ehlers 
was quoted in The Grand Rapids Press as stating that 
research is the key to our competitive edge. While some
one with this outlook would be expected to vigorously 
defend the patent system, Representative Ehlers has 
been notably silent during the public debate over this 
issue. 

While there has been a lot of publicity lately on 
patent legislation, such as making the Patent Office a 
governmental corporation, these matters pale in com
parison to the budgetary damage being inflicted on the 
Patent Office. Unless our representatives wake up soon, 
the wide lead this country possesses in technology will 
evaporate. 

NOTICE 
The Detroit College of Law at Michigan State University is seeking adjunct instructors in Patent 
Law and other areas of intellectual property for its East Lansing campus. Applicants should have at 
least 5 years of practice experience and should submit a resume to: Associate Dean, Detroit College 
of Law at Michigan State University, 364 Law College Bldg., East Lansing, MI 48824-1300. 

NEWS FROM THE COUNCIL 

Council Meetings 

The Council reminds the membership that all section 
members are invited to attend Council meetings. Council 
meetings are generally held on the first Thursday of 
each month at .9:30 a.m. at the State Bar Building in 
Lansing. Dates and locations for upcoming meetings are 
listed in the IPLS Planning Calendar in each issue of 
Proceedings. 
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Submissions to Proceedings 

Articles of interest to the membership are actively 
solicited for publication in this newsletter. If you have 
recently researched a topic of interest to our member
ship please consider a submission. Submissions should 
be sent directly to the editor: William P. Dani, c/o Warner 
Norcross &Judd LLP, 900 Old Kent Building, 111 Lyon 
Street, N.E., Grand Rapids, MI 495J!3-2489. 
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FEATURED ARTICLES 

This issue includes four featured articles. The first article was written by Mitchell M. Musial II and was awarded Third 
Place in the 1997 Intellectual Property Law Section Essay Competition. The remaining articles were originally distributed 
at the Section's annual Spring Seminar. The Section would like to thank the authors for their permission to publish these 
articles. 

PROSECUTION HISTORY ESTOPPEL: POST HILTON DAVIS 

by Mitchell M. Musial II* 

I. INTRODUCTION 

On March 3, 1997, the United States Supreme Court 
issued its decision in VVarner-Jenkinson Co. v Hilton 
Davis Chemical Co.1 In a unanimous decision authored 
by Justice Thomas, the Court provided new guidance in 
applying the doctrine of prosecution history estoppel. 2 

The Court established a rebuttable presumption that 
prosecution history estoppel bars the application of the 
doctrine equivalents to a claim element added by an 
amendment during patent prosecution where the 
purpose of the amendment is not clear.3 This article 
explores the changes and uncertainties that have been 
created by this new presumption. 

The doctrine of prosecution history estoppel is an 
equitable doctrine for determining the scope of patent 
claims.4 This doctrine is commonly applied during patent 
infringement litigation in order to detennine the scope of 
equivalents under the doctrine of equivalents. 5 "The 
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essence of prosecution history estoppel is that a patentee 
should not be able to obtain, through litigation, coverage 
of subject matter relinquished during prosecution."' 
"The estoppel applies to claim amendments to overcome 
rejections based on prior art ... and to argnments sub
mitted to obtain a patent."' 

II. HILTON DAVIS 

A. The Decision 

In Hilton Davis, the United States Supreme Court 
created a rebuttable presumption that prosecution 
history estoppel bars the application of the doctrine of 
equivalents to an element that was added during patent 
prosecntion where the record fails to support a finding 
that the change was made for purposes other than 
patentability.' The patentee may rebut the presumption 
by showing the claim element was added for reasons 
other than patentability. 9 
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The Court, in rejecting Warner-Jenkinson's argu
ment that an estoppel applies regardless of the reason 
for an amendment during patent prosecution, noted that 
in prior Supreme Court decisions "prosecution history 
estoppel was tied to amendments made to avoid the prior 
art ... that arguably would have rendered the claimed 
subject matter unpatentable."10 The Court refused to 
adopt the rigid rule suggested by Warner-Jenkinson, 
stating it has "consistently applied prosecution history 
estoppel only where claims have been amended for a 
limited set of reasons.'' 11 

The Court gave great deference to the judgment of 
the Patent and Trademark Office, observing "if the PTO 
has been requesting changes in the claim l=guage with
out the intent to limit equivalents ... we should be 
extremely reluctant to upset the basic assumptions of 
the PT0." 12 Furthermore, the Court affirmed that the 
doctrine of equivalence may apply to a claim element that 
was added during patent prosecution, where the change 
was not made to avoid the prior art. JJ 

The first step in applying the newly forged doctrine 
of prosecution history estoppel is to place the burden on 
the patent-holder to establish the reason for amending 
the claims during patent prosecution.14 By placing the 
burden on the patent-bolder, the Court forces the pros
ecution histoty to perform one of its proper functions; 
give notice to the world as to the reason for the amend
ment.15 If the prosecution history establishes the reason 
for an amendment, the claims are more suited to take on 
their definition function. 

Next, the court plays the role offact finder in deter
mining whether the reason for the amendme~t is suffi
cient to overcome prosecution history estoppel. 16 The 
Court stated that prosecution history estoppel would 
"bar [the] application of the doctrine of equivalents to the 
element added by that amendment." 17 The word "bar" 
clearly indicates the Court has decided when a narrow
ing amendment has been made to avoid the prior art, 
there is a complete estoppel to the equivalents of that 
claim element. 

Where no explanation is established by the patent· 
holder, the court should presume that the Patent and 
Trademark Office had a reason related to "patentability" 
for amending the claim. 18 The Court, however, does not 
define the term "patentability" in its decision. Prose
cution history estoppel also bars the application of the 
doctrine of equivalents to an amended claim element 
where no explanation for the amendment is established. 19 

The presumption that the Patent and Trademark 
Office had a reason related to patentability is "subject to 
rebuttal if an appropriate reason for a required amend
ment is established.''" However, the Court did not pro
vide a standard for determining whether an appropriate 
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reason has been established. The Court stated the 
presumption "gives proper deference to the role of claims 
in defining an invention and providing public notice, and 
to the primacy of the PTO in ensuring that the claims 
allowed cover only subject matter patentable in a prof
fered patent application.'' 21 

The new guidelines in applying prosecution history 
estoppel are intended to place a limit on the doctrine of 
equivalents. 22 In doing so, conflict between the doctrine 
of equivalents and the Patent Act of 1952 is reasonably 
controlled. 23 The Supreme Court reversed and remanded 
the case to the Court of Appeals for the Federal Circuit 
to apply the requirements established as related to 
prosecution history estoppel. 24 

In a concuning opinion, Justice Ginsburg and Justice 
Kennedy caution courts applying the presumption, 
described in the Courts decision, to patents that have 
already been issued.25 The application of the new 
presumption should be considered fairly; a patentee may 
not have had notice at the time of patent prosecution that 
the new presumption would apply. 26 

B. Patentability 

There is some uncertainty as to what to Justice 
Thomas regarded the term "patentability" to include. 28 

The absence of a definition for the term "patentability" in 
the Hilton Davis opinion has resulted in a commonly 
asked question: "Does 'patentability' refer to 35 U.S.C. 
101, 102, and 103 only, or does it also include section 
112?" Patent attorneys, being the lexicographers that 
they are, are going to be fearful of an undefined term; 
patent attorneys make a living by defining things. 

The meaning of the term "patentability" is not so 
esoteric. :rurning to the Congressional Record, Congress 
provided a definition of "patentability" in the 1952 Patent 
Act.28 Senate Report No. 1979 states "the requirements 
for patentability [are] stated in sections 101, 102 and 
103."29 

Furthermore, in his opinion, Justice Thomas indi
cated that avoiding prior art is the watershed in the 
application of prosecution history estoppel. 30 "Where the 
reason for the change was not related to avoiding the 
prior art, the change may introduce a new elemen( but it 
does not necessarily preclude infringement by equiva
lents of that element."31 From the Congressional Record 
and the Court's decision, the term "patentability" will 
most likely be confined to the subject matter of Title 35 
Sections 101, 102 and 103. 

C. Application of The Estoppel 

Hilton Davis did not specifically address how a pat
entee should best indicate the purpose of an ameu:dment 
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to the claims. However, it is implied that this would be 
achieved by stating the reason in the response to an 
office action from the PTO. Furthermore, the examiner 
will state the reasons for the objections and rejections to 
a patent application in an office action which also become 
part of the record. Presumably, it is these documents 
that the Supreme Court was referring to in determining 
whether there is a sufficient reason to overcome a bar to 
the doctrine of equivalents.32 

The Hilton Davis decision clarified the doctrine of 
prosecution history estoppel by unambiguously stating 
that when an element has been added to avoid prior art, 
the patentee is barred from asserting the doctrine of 
equivalents to that element." However, this line.is not as 
bright as it may appear at first blush. The Courts rational 
in creating the new presumption of estoppel is to place 
limits on the application of the doctrine of equivalents.34 

An element may be drafted in varying degrees of scope, 
resulting in a required amendment in some claims and 
not in others.35 Giving the Court's opinion a narrow read
ing, an estoppel will apply to an element in an amended 
claim but not to an element of conceivably similar magni
tude in the allowed claims. In this instance, the Supreme 
Court's remedy for the doctrine of equivalents would be 
circumvented. 

The Court made no mention of new claims added in 
response to a rejection based on prior art cited by the 
examiner. Assuming a literal application of the Court's 
presumption of prosecution history estoppel, if a narrow
ing amendment is not made in response to a rejection 
based on prior art, then the doctrine of equivalents may 
be applied so long as an element of the same scope is not 
found in the new claims. 

Hilton Davis did not discuss or identify other types 
of amendments that lead to a finding of prosecution 
history estoppel. Actions such as cancellation of claims 
and failure to prosecute claims have also resulted in a 
relinquishment of subject matter barring the doctrine of 
equivalents." 

In directing lower courts to determine whether a 
sufficient reason exists to overcome a presumption of 
patentability, the Supreme Court provided little guid
ance." The traditional spirit of prosecution estoppel 
should guide lower courts in the determining whether 
the patentee's odyssey to overcome an estoppel is 
successful. If an amendment has been made to clarify 
the invention as opposed to avoid prior art, the journey is 
complete. 

D. Overcoming The Presumption 

In order to overcome tbe presumption of an estop
pel, the patent-holder must provide some evidence that 
establishes the purpose for a narrowing amendment that 
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is not related to patentability.38 An appropriate reason 
will not be found in the prosecution history of a patent 
when a responsive amendment is filed pursuant to a 
Section 101, 102, or 103 rejection without traverse. If a 
patentee acquiesces to the patentability rejection by 
amending the claims, the estoppel will stand. Alterna
tively, if a patentee can prove that although the exam
iner made a prima facie showing of an anticipation, and 
traversed the objection by clarifying the present inven
tion that also resulted in a narrowed claim, this may be 
sufficient to overcome the presumption of an estoppel. 

For example, a patentee has an invention comprising 
A, B and C. The examiner rejects patentee's invention 
based on a reference disclosing A, B and C. PatentJ:e 
successfully argues'that the reference also has D and E 
and cannot function without D and E and the reference 
does not have B. Furthermore, patentee argues the 
reference does not function as patentee's invention. 
Patentee then amends the claims of his patent to clarify 
B. These facts illustrate an amendment made to clarify 
the invention and not to avoid prior art. This may be the 
type of evidence required to overcome the presumption 
of an estoppel to equivalents of element B. 

The difficulty in presenting evidence to overcome a 
presumption is that the evidence should be present in 
the prosecution history. If there is a need to overcome a 
presumption of an estoppel, then it is obvious that this 
evidence does not exist in the record. In fairness, judges 
making a ruling on this presumption should consider 
Justice Ginsburg's concurring opinion, suggesting that a 
patentee may have prosecuted the case in litigation prior 
to the Hilton Davis decision.39 

Turning now to the evidentiary standard for over
coming a presumption. In patent law, the evidentiary 
standard requi~ed to overcome a presumption of validity 
or in determining an earlier date of inventorship is clear 
and convincing. 40 The clear and convincing standard 
creates a conviction in the mind of the fact finder that the 
truth ofthe fact asserted is highly probable.'! A reason
able conclusion would be that to overcome the presump
tion that an amendment was made for purposes of 
patentability, the evidentiary standard should also be 
clear and convincing. 

E. The Reasonable Competitor Standard 

Prior to the Supreme Court's decision in Hilton Davis, 
the legal standard for determining what subject matter 
was surrendered was objective, determined by what a 
reasonable competitor was entitled to conclude from the 
prosecution history.42 This standard may still exist in 
light of the Hilton Davis decision. Since the presumption 
of an estoppel may exist, it may be more clear to the 
reasonable competitor what a patent-holder may be 
entitled to claim. If the prosecution history does no! 
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support a reason for a narrowing amendment, a reason
able competitor may be entitled to conclude that an 
estoppel to the added claim element exists. 

F. Estoppel By Argument 

The Hilton Davis decision was specific as to the 
circumstances for applying the presumption of estoppel 
when a claim has been added in response to a prior art 
rejection. However, the Court did not put forth a 
presumption of estoppel when a claim element is distin
guished from the prior art in order to receive an allow
ance without amending the claims. 43 There is a strong 
probability that the Court's guidance will be expanded to 
include an element argued in distinction_oyer the prior 
art, resulting in a bar to the doctrine of equivalents for 
that element. 

Prior to the Hilton Davis decision, the Federal Circuit 
held that an argument made in order to distinguish over 
the prior art will create an estoppel. 44 In Texas Instru
ments, Inc v Internat'l Trade Comm'n, the paten
tee filed an application along with an inventor's disclo
sure stating that a "same side gating process" would not 
work." The Federal Circuit held that in view of the 
admission that a "same side gating process" would not 
work, Texas Instruments was barred from claiming the 
"same side gating process" as an equivalent.'" 

In Read Corp v Portee Inc, prosecution history 
estoppel was not applied where the element at issue, 
retractable wheels, was found in some prior art refer
ences and not in others. 47 The Federal Circuit concluded 
an estoppel could not have been created, since the state
ment referring to the retractable wheels could not have 
been the reason for the allowance. 48 In considering the 
argument made to the Examiner, the Federal Circuit 
held "[e]very statement made by a patentee during 
prosecution to distinguish a prior art reference does not 
create a separate estoppel." 49 How the courts will 
respond to "estoppel by argument" cases in view of 
Hilton Davis is uncertain. 

III. PRESERVING THE CLIENTS RIGHTS 

The strongest message sent by the Supreme Court 
in the Hilton Davis decision with regard to prosecution 
history estoppel is to give notice to the world the reason 
for your amendment. The Court in Hilton Davis clearly 
stated there is a presumption that the amendment was 
made for purposes of patentability. The Court did not 
state, however, what would suffice to overcome the 
presumption. A prudent patent practitioner should 
include a declaration in the responsive amendment 
stating the purpose for the claim amendment. If the claims 
have been amended to more clearly define the present 
invention, this fact should be stated in the response to 
the office action. A self serving declaration in a response 
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to an office action stating the amendments therein are 
for the purpose of clarifying the invention would of course 
be given no weight at all if the prosecution history reflects 
the claims had to be narrowed in view of prior art cited by 
the examiner. In the absence of a reason for a claim 
amendment, the alternative is to rebut the presumption, 
however it is not clear what is required to overcome the 
presumption. 

Suppose an examiner rejects claims based on a prior 
art reference and in order to place the claims in a condi
tion for allowance an element must be added to the claims. 
According to the Supreme Court, prosecution history 
estoppel is a bar to the application of the doctrine of 
equivalents to the added element. A strategic ~Jlroach 
might be to submit additional dependent claims that define 
the added element in various forms. This approach would 
operate to provide the effect of the doctrine of equiva
lents limited only be the imagination of the patent 
attorney. An ad hoc amendment approach with regard to 
the Hilton Davis decision may provide protection that 
will not be available during litigation. 

IV. CONCLUSION 

The Supreme Court has changed the rules of the 
game. The new rules elucidate the application of the 
doctrine of prosecution history estoppel while demand
ing strategic patent prosecution and litigation practice. 50 

From now until we hear again from the Supreme Court or 
Congress, when this equitable doctrine applies, a bar to 
the doctrine of equivalents results. 51 Hilton Davis estab
lished a rebuttable presumption that prosecution histmy 
estoppel bars the application of the doctrine of equiva
lents to a claim element added by amendment during 
patent prosecution where the purpose of the amend
ment is absent or fails to support a reason not related to 
patentability. 52 The patent-holder may overcome the pre
sumption of estoppel, however what evidence may be 
necessary to succeed is not know at this time. 

The Hilton Davis decision was very specific as to 
when prosecution history estoppel applies. 53 The courts 
may adhere strictly to the new application of prosecution 
history estoppel or expand the scope, believing the 
Supreme Court intended the courts to expand the scope, 
to apply the application of the doctrine in the equitable 
spirit from whence it came. 

ENDNOTES 

* Mitchell M. Musial II is a law student at Detroit College 
of Law at Michigan State University. 
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(1997). ("Where no explanation is established, however, 
the court should presume that the PTO had a substantial 
reason related to patentability for including the limiting 
element added by amendment.") 

28. S. Rep. No. 1979, 82nd Gong., 2d Sess. (1952), reprinted 
in 1952 U.S.C.C.A.N. 2394. 

29. Id. 

30. Warner-Jenkinson Co v Hilton Davis Chemical Co, 
117 S.Ct. 1040, 1050, 41 U.S.P.Q.2d (BNA) 1865, 1872 
(1997). ("Where the reason for the change was not 
related to avoiding the prior art, the change may intro
duce a new element, but it does not necessarily preclude 
infringement by equivalents ofthat element.") 

31. Id. 

32. Warner-Jenkinson Co, 117 S.Ct. 1040, 1051, 41. 
U.S.P.Q.2d (BNA) 1865, 1873 (1997). 

33. See supra note 18 and accompanying text. 

34. See supra note 22 and accompanying text. 

35. Modine Mfg Co v Internat'l Trade Comm'n, 75 F.3d 
1545, 1551, 37 U.S.P.Q.2d (BNA) 1609, 1612 (Fed. Cir. 
1996) e1When a limitation is included in several claims 
but is treated in terms of apparently different scope, 
there is a presumption that a difference in scope was 
intended and is real."). 
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36. Hayes Internat'l, Inc v Jessop Steel Co, 8 F.3d 1573, 
1578, 28 U.S.P.Q.2d (BNA) 1652, 1656 (Fed. Cir. 1993). 

37. Warner-Jenkinson Co, 117 S.Ct. 1040, 1051, 41 
U.S.P.Q.Zd (BNA) 1865, 1873 (1997). 

38. See supra note 20 and accompanying text 

39. See supra note 25 and accompanying text. 

40. Radio Corp of Am v Radio Eng'g Lab, Inc, 293 U.S.1, 
2, 55 S.Ct. 928, 928 (1934) ("Even for the purpose of a 
controversy with strangers, there is a presumption of 
validity, a presumption not to be overthrown except by 
clear and cogent evidence."); see also Price v Symsek, 
988 F.2d 1187, 26 U.S.P.Q.Zd (BNA) 1031 (1993) 
(Requiring a clear and convincing standard for establish
ing a date of conception). 

41. Colorado v New Mexico, 467 U.S. 310,316, 104 S. Ct. 
2433, 2437-38 (1984) (The phrase "clear and convincing" 
is defined as evidence which creates in the mind of the 
fact finder "an abiding conviction that the truth of [the] 
factual contentions are 'highly probable'."). 

42. Hayes Internat'l, Inc v Jessop Steel Co, 8 F.3d 
1573,1578, 28 U.S.P.Q.2d (BNA)1652, 1656 (Fed. Cir. 
1993) ("The legal standard for determining what subject 
matter was relinquished is an objective one, measured 
from the vantage point of what a competitor was reason
ably entitled to conclude, from the prosecution history, 
that the applicant gave up to procure issuance of the 
patent."). 

43. Warner-Jenkinson Co, 117 S.Ct. 1040, 41 U.S.P.Q.Zd 
(BNA) 1865 (1997). 

44. Southwall Technologies, Inc v Cardinal IG Co, 54 
F.3d 1570, 1583, 34 U.S.P.Q.2d (BNA) 1673, (Fed. Cir. 
1995) ("[A]ny argument made regarding the need to 
distinguish the prior art ... does create a separate 
estoppel1 regardless of other distinctions made"). 

45. Texas Instruments; Inc v lnternat'l Trade Comm'n, 
988 F.2d 1165, 26 U.S.P.Q.2d (BNA)1018 (Fed. Cir. 
1993) (In Texas Instruments the prosecution history of a 
process for encapsulating a semiconductor device was 
examined in order to determine the limitations of the 
doctrine of equivalents. Texas Instruments claimed that 
they were entitled to an equivalent of a "same side 
gating process" when Claim 12 of the patent in issue 
claimed an 11 opposite side gating process." Texas Instru
ments argued that no prosecution history estoppel exists 
because there is no basis in the file history to conclude 
that Texas Instruments gave up coverage of same side 
gated processes, The court stated that 11Texas Instru
ments correctly states that none of the references cited 
by the Examiner disclosed same-side gating and the 
inventors never meant in Claim 12 to add the opposite 
side gating limitation to distinguish and overcome a prior 
art reference."); 988 F.2d at 1174, 26 U.S.P.Q.2d at 1025 
(However, the court stated that "[u]nmistakable asser
tions made by the applicant to the Patent and Trademark 
Office in support of patentability, whether or not 
required to secure allowance of the claim, also may 
operate to preclude the patentee from asserting equiva
lency between the limitation of the claim and the substi
tuted structural process step."); Id. (The court deter
mined that the prosecution history of the patent in suit 
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shows that "the inventors placed special emphasis on 
locating the gate on the opposite of the mold from the 
semiconductor because- locating the gate on the same 
side of the mold did not work."); Id. (The court went on 
to state that the invention disclosure form submitted by 
the inventors explains that same side gating was known 
in the molding art and that the inventors were certain 
that same side gating could not achieve their desired 
invention.); Id (Based on these comments, the Federal 
Circuit held that: "TI cannot foreclose reliance upon its 
unambiguous surrender of subject matter."); 988 F.2d at 
1175, 26 U.S.P.Q.2d at 1026. 

46. Id. 

47, Read Corp v Portee Inc, 970 F.2d 816, 23 U.S.P.Q.2d 
1426 (Fed. Cir. 1992) (Read charged Portee with 
infringement under the doctrine of equivalenttt-stating 
that Portee's device infringed Read's patented device. 
During prosecution of the 1194 patent, the Examiner 
initially rejected all the claims under 35 U.S.C. § 103 for 
obviousness in view of various combinations of refer
ences. In response, Read added to Claim 2 a ~'set of 
wheels" limitation. In the Remarks accompanying the 
amendment, Read stressed the nonobviousness of the 
claimed invention based on numerous differences from 
the prior art including the 11closed" short end and the 
wheels limitation. The record disclosed that the Exam
iner, in a telephonic interview, agreed to allow the claims, 
if amended, to include limitations more particularly point
ing out the relationship of the width and height of the tall 
end portion of the frame to a payloader, in relation of 
where the short ends "closed" characteristics begin and 
end. With respect to the prosecution history estoppel, 
Portee argued that Read added the movable wheels 
limitation in response to the Examiner's rejection of 
several of Read's original claims which do not specify any 
wheels. However, the Examiner had cited prior art 
references that had retractable wheels and prior art 
references that did not have retractable wheels.); Id. 
(The court in Read stated: "[c]learly, adding a set of 
wheels to the claims, reasonable or not, could not have 
been the basis for allowance."); 970 F.2d at 824, 23 
U.S.I?.Q.2d at 1433 (The Read court further held that 
"[e]very statement made by a patentee during prose
cution to distinguish a prior art reference does not create 
a separate estoppel.''); Id. (During prosecution, Read 
pointed out differences not only respecting the wheels 
but other parts of the structure. The court stated that the 
features argued by Read were never asserted to be the 
basis for patentability. "Thus, there is no basis for an 
assertion that Read is seeking to recapture anything 
which was surrendered to obtain the patent, the essence 
of the prosecution history estoppel.") Id. 

48. Id. 

49. ld. 

50. Warner-Jenkinson Co v Hilton Davis Chemical Co, 
117 S.Ct. 1040, 1051, 41 U.S.P.Q.2d (BNA) 1865, 1873 
(1997). 

51. ld. 

52. Id. 

53. !d. 
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CHECKLIST FOR DUE DILIGENCE 
IN INTELLECTUAL PROPERTY TRANSACTIONS 

by Mary Ann Tucker 
The BFGoodrich Company 

INITIAL CONSIDERATIONS 
areas for investigation will be identified as 
the transaction progresses. There should 

A Priority Setting be no surprises for team members or "terri-
torial" barriers to achieving the shared goal. 

1. Is the transaction driven or limited by tech-
nology considerations? 5. Counsel clients to seek legal review prior to 

agreeing to terms. 
2. Amount and types of information. to be 

reviewed? Categorize and rank as to impor- II. DUE DILIGENCE FOR PARTICULAR 
tance. INTELLECTUAL PROPERTY ASSETS 

3. What resources are available for the review? A Patents 
What part of the review will be handled 
by other functions, e.g., outside counsel, 1. Identify all U.S. and foreign issued patents 
business management? and pending applications, both utility and 

design, used in or associated with the 
4. What time constraints exist? Establish acquired business. Provide copies of Seller's 

priorities early. prosecution histories. 

5. How much risk with regard to intellectual 2. Check title to and payment of maintenance 
property is management willing to take? fees for U.S. and foreign patents by search-

ing U.S. and foreign patent office records. 
6. What major products, processes, R&D 

projects, future or developmental products 3. Have the foreign patents been "worked" 
and businesses are involved? in countries requiring working? Provide 

documents. 
7. If third party experts will be used to evalu-

ate know-how or technology, how will this 4. Identify all opposition, reexamination, inter-
know-how be protected? ference, reissue, confirmation of scope, 

nullity, inter partes and post grant proceed-
B. Coordination with other functions ings. Provide infonnation and documents. 

1. Review of intellectual property must be 5. Identify Seller's unfiled invention records. 
coordinated with appropriate functions and Provide copies. 
geographic regions. 

6. Identify other R&D which may be appro-
2. Identify representatives of all functions that priate for future patent protection. 

will be on the team, e.g., business manage-
ment. law, financial, human resources, 7. Identify Seller's procedures for identifying, 
engineering and product development, harvesting and protecting inventions, in-
manufacturing, marketing, sales, R&D, real eluding procedures for determining that an 
estate, tax. invention should remain a trade secret, 

making foreign filing decisions, and ensuring 
3. The legal team should include intellectua 1 the timeliness of patent filings. 

property, business, anti-trust, tax, and 
where appropriate export, environmental, 8. Provide lab notebooks and other documents 
and securities law. Identify need for outside which are used for recording the date of 
specialists as soon as possible. inventions. 

4. Good communications is essential. The due 9. Identify key patents and their respective 
diligence process is dynamic. New tasks and inventors. Are these inventors still employ:ec! 
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by Seller? VV'hat is the term remaining on 
the key patents? 

10. Determine which patents cover which 
products. 

11. Does Seller mark the patented products? 
Provide samples of product marking. 

12. Identify all agreements dealing with 
patents, e.g., licenses or interference settle
ment agreements, whether Seller is licensee 
or licensor. Provide copies. Are they trans
ferable or assignable? Are consents neces
sary? Termination dates? Any-restrictions 
or limitations? Are improvements included? 
Non-compete obligations? 

13. Identify revenue streams or royalty obliga
tions associated with each license. 

14. Are there any restrictions or limitations on 
the use of the patent portfolio or third party 
ownership rights? Check for security inter
ests, e.g., financing agreements or collat
eral assignments, by searching U.S. Patent 
Office and applicable state records, and by 
obtaining comparable foreign searches. 

15. Provide all prior art searches, conclusions, 
reports and opinions, whether internal or 
external, that Seller possesses concerning 
the validity of its patents, the infringement 
of its patents by others, the infringement of 
third party patents by its products and the 
validity of such third party patents. 

16. How has Seller enforced its patents in the 
past? 

17. Provide copies of all correspondence relat
ing to patent disputes, cease and desist 
letters, letters alleging infringement, 
warning letters, service of notice, letters 
threatening lawsuits or other legal notices 
received or sent hy Seller. 

18. Identify all litigation involving the patents 
and provide copies of complaints, answers, 
motions, judgements and consent decrees, 
settlement agreements. 

19. Has Seller conducted any searches and/or 
analyses of competitors patents? Provide 
results. 

20. Does Seller conduct product clearance? 

0 II/ II · d 

Provide copies of clearance procedures and 
any results and/or opinions. 
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21. Provide all correspondence to or from Seller 
inquiring about a possible license or the 
status of a patent or patent application. 

22. Does any action need to be taken during the 
transition or due diligence periods to pro
tect the patents, e.g., paying maintenance 
fees or responding to Office Actions? 

23. Will imminent bar dates or disclosures of 
new products necessitate new filings in 
order to avoid loss of rights. 

B. Trademarks 

1. The term "trademark" includes trademarks, 
service marks, trade names and trade dress. 

2. Identify all federal, state and foreign trade
mark registrations and pending applications 
used in or associated with the acquired busi
ness. Provide copies of Seller's prosecution 
histories. What is the date of first use in 
interstate commerce for each trademark? 

3. Check title to and payment of renewal fees 
for federal, state and foreign trademarks by 
searching U.S. and foreign trademark office 
records, and applicable state records. 

4. Provide all Section 8 and 15 filings. 

5. Provide all registered user documents. 

6. Identify all opposition, cancellation, inter 
partes, concurrent use and registration 
proceedings. Provide information and 
documents. 

7. Identify Seller's procedures for selecting, 
clearing, using and protecting trademarks, 
including the procedure for deciding 
whether or not to seek registrations. 

8. Determine the products on which each 
trademark is used. Compare actual usage 
with registered goods and services. Pro
vide samples of the use of the trademarks. 

9. Provide copies of product advertising and 
other promotional literature. 

10. Check use on Internet of acquired business' 
name and key trademarks both by Seller 
and by others. 

11. Has there been any non-use of any trade-
marks? ForwhatJ)l!riods of time? > : 

~m:s sooz ·g ·po 



12. Identify all non-registered trademarks, the 
products on which these trademarks are 
used, and the breadth of such trademarks. 
Are these trademarks used in interstate 
commerce? 

13. Identify all products that are not covered by 
a trademark. 

14. Have there been any prior assignments of 
the trademarks? Have the assignments 
been recorded? Provide documents. 

15. Identify all agreements dealing with trade
marks, e.g., consent letters, mut"'"-1 use 
agreements, licenses or opposition settle
ment agreements, whether Seller is licensee 
or licensor. Provide copies. Are they trans
ferable or assignable? Are consents neces
sary? Termination dates? How is quality 
controlled? Any restrictions or limitations? 
Non-compete obligations? 

16. Identify revenue streams or payment obli
gations associated with each license. 

17. Are there any restrictions or limitations on 
the use of the trademark portfolio or third 
party ownership rights? Check for security 
interests, e.g., financing agreements or 
collateral assignments, by searching U.S. 
Trademark Office and applicable state 
records, and by obtaining comparable 
foreign searches. 

18. Provide all searches, conclusions, reports 
and opinions, whether internal or external, 
that Seller possesses concerning the valid
ity of its trademark registrations, the scope 
of rights, geographical limitations, expan
sion restrictions, the infringement of its 
trademarks by others, and infringement of 
third party trademarks by its activities. 
Consider obtaining a professional trademark 
search. 

19. How has Seller enforced its trademarks in 
the past? What is Seller's trademark notice 
policy? 

. 20. Provide copies of all correspondence relat
ing to trademark disputes, cease and desist 
letters, letters alleging infringement, letters 
threatening lawsuits, or other legal notices 
received or sent by Seller. 

21. Identify all litigation involving the trade
marks and provide copies of complaints, 
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answers, motions, judgements, settlement 
agreements. 

22. Does Seller conduct trademark clearance? 
Provide copies of clearance procedures and 
any results and/or opinions. 

23. Provide correspondence to or from Seller 
inquiring about a possible license or the 
status of a trademark registration or appli
cation. 

24. Provide renewal dates of trademarks. Does 
any action need to be taken daring the tran
sition or due diligence periods to proteJ,;t 
the trademarks, e.g. paying renewal fees or 
responding to trademark office correspon
dence. 

C. Copyrights 

1. Most of the considerations for copyrights 
also apply to mask works. 

2. Identify all copyrighted materials used in or 
associated with the acquired business. Pro
vide copies of applications and registrations. 

3. Check title to ~nd payment of renewal fees 
(for older copyrights) for copyrights by 
searching the U.S. Copyright Office records. 

4. Identify Seller's procedures for identifying 
copyrightable material, clearing, using and 
protecting copyrights, including procedures 
for deciding whether to mark materials and/ 
or filing registrations. 

5. Are work for hire provisions being followed? 
Provide documents. Has Seller obtained 
assignments of copyrighted works, e.g., blue
prints or software, from consultants and 
independent contractors? Provide copies. 

6. Has there been any modification of any 
original registered copyrighted work? 
Provide details. 

7. Have there been any prior assignments of 
the copyrights? Have the assignments been 
recorded? Provide documents. 

8. Identify all agreements dealing with copy
rights, e.g., licenses, whether Seller is 
licensor or licensee. Provide copies. Are 
they assignable or transferable? Are con
sents necessary? Termination dates? Any 
restriction or limitationsT 
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9. Identify revenue streams or payment obli
gations associated with each license. 

10. Are there any restrictions or limitations on 
the use of the copyright portfolio or third 
party ownership rights? Check for security 
interests, e.g., financing agreements or 
collateral assigoments, by searching the U.S. 
Copyright Office and applicable state 
records. 

11. Provide all searches, conclusions, reports 
and opinions, whether internal or external, 
that Seller possesses concerning the valid
ity of its copyright registratiQUs, the scope 
of rights, the infringement of its copyrights 
by others, and infringement of third party 
copyrights by its activities. 

12. How has Seller enforced its copyrights in 
the past? What is Seller's copyright notice 
policy? 

13. Provide copies of all correspondence relat
ing to copyright disputes, cease and desist 
letters, letters alleging infringement, 
letters threatening lawsuits and other legal 
notices received or sent by Seller. 

14. Identify all litigation involving the copyrights 
and provide copies of complaints, answers, 
motions, judgments, settlement agreements. 

15. Does any action need to be taken during tbe 
transition or due diligence periods to pro
tect the copyrights? 

D. Trade Secrets 

l. To tbe extent possible identify all trade 
secrets and know-how used in or associated 
with the acquired business. Particularly iden
tify confidential information that Seller 
acquired from a third party. 

2. Identify Seller's procedures for protecting 
both its own and third party confidential 
information from disclosure, e.g., site secu
rity, contractor and vendor access, sign in 
logs, badges, keys, marking documents, 
secure storage for documents, restricted 
employee access, monitoring obligations to 
third parties. 

:{. Identify Seller's procedures for approving 
release of information in marketing materials, 
technical publications, at seminars, or in 
other fora. 
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4. Identify all agreements dealing with trade 
secrets, e.g., license, secrecy, or non
analysis, whether seller is licensor or lic
ensee. Provide copies. Are they transfer
able or assigoable? Are consents necessary? 
Termination dates? Any restrictions or 
limitations? 

5. Are there any restrictions or limitations on 
the use of the trade secrets or third party 
ownership rights? Check for security inter
ests in specific trade secrets or "general 
intangibles", e.g., financing agreements or 
collateral assignments, by searching appli
cable state records. 

6. How has SeHer enforced its trade secrets in 
the past? 

7. Provide copies of all correspondence relat
ing to trade secret disputes, cease and 
desist letters, letters alleging misappropria
tion, letters threatening lawsuits and other 
legal notices received or sent by Seller. 

8. Identify all litigation involving trade secrets 
and provide copies of complaints, answers, 
motions, judgments, settlement agreements. 

9. Identify Seller's document retention policy 
and procedures. Is the acquired business 
following these procedures? 

10. Provide samples of Seller's employment 
agreements relating to intellectual property. 
Does the agreement contain non-compete 
provisions? Does Seller conduct employee 
exit interviews? Remind former employees 
of their confidentiality ohligations? Do former 
employees sigo a memo of the exit inter
view? 

E. Other Agreements Affecting 
Intellectual Property Assets 

1. Provide copies of all agreements dealing 
with intellectual property rights, sucb-as the 
following. 

2. Research (university) agreements rights 
in inventions and secrecy. 

3. Consulting agreements -rights in inven
tions, secrecy, non-compete. 

4. Joint venture agreements- rights in inven
tions, secrecy, nol't-compete. 
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5. Joint development agreements -rights in 
inventions, secrecy, non-compete. 

6. Sales, distributor or formulator agreements 
-particularly general or special warranties 
and/or indemnifications against patent in
fringement. 

7. Indemnification agreements. 

8. Tolling agreements- technical information 
restrictions, patent immunity. 

9. Government contracts- patents/datarights 
clauses, accounting/record keeping to track 
government funding or property used. 

10. Franchise agreements. 

11. Agreement negotiations in progress. 

III. OTHERCONSIDERATIONS 

A Anti-trust Considerations 

1. Determine whether the transfer of the 
intellectual property assets, e.g., value of 
the assets and the size of the parties, 
requires a Hart-Scott-Rodino filing. 

2. Determine whether the transfer of the 
intellectual property assets complies with 
the competition and licensing laws of the 
foreign countries where there are rights, 
e.g., is notification to the E.U. Commission 
required. 

B. Export Control Policy 

1. Identify Seller's export control procedures. 

2. Export licenses - including validated 
licenses required for sensitive technologies, 
e.g. for military use or dual use, and for 
unfavored regimes, e.g., Cuba, North Korea, 
Middle East, certain former Soviet Bloc 
countries. 

3. Export Administration Regulations (EAR) 
of the U.S. Department of Commerce (15 
C.F .R. § 370 et seq.), which implement the 
Export Administration Act (50 U.S.C. App. 
2401 et seq., as amended) and regulate com
mercial and dual use (commerciaVmilitaty) 
technology. 

4. International Traffic in Arms Regulations 
(!TAR) of the U.S. department of State (22 
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C.F.R. § 120 et seq.), which implement the 
Arms Export Control Act (22 U.S.C. § 2778) 
and regulate technology that is inherently 
military in nature. 

5. Committee on Foreign Investment in the 
United States filing where national security/ 
defense technology is involved (Exon-F1orio 
Amendment to Omnibus Trade Act of 1988). 

C. Record Keeping Practices 

1. Record retention policy and procedures. 

2. Record marking policy - required fQI 
government contracts. 

3. Agreement retention and maintenance 
policy and procedures. 

4. R & D notebooks, records and reports 

5. Computer databases and software. 

6. Unsolicited ideas policy, procedures and 
records. 

D. Intellectual Property Legal Services 

1. Seller's intellectual property legal function 
and staff - experience, organization and 
workload. 

2. Outside U.S. and foreign counsel used by 
Seller. 

E. Special Concerns of Buyer 

1. Avoid "infecting" Buyer's employees with 
Seller's technology if transaction does 
not close. Consider use of independent 
reviewers. 

2. Retaining key employees of acquired busi
ness and the know-how they possess. 

3. Difficulty in identifying and evaluating
assets due t~ lack of prior knowledge and 
expertise in the target technology. 

4. Ensuring confidentiality and non-use of 
transferred information, and non-compe
tition by Seller after the transaction. 

5. Ensuring intellectual property legal support 
from Seller during the transition period in 
order to preserve all rights. 
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F. Special Concerns of Seller 

1. Identification of intellectual property assets 
to be retained by Seller, which may be 
licensed to Buyer or assigned to Buyer and 
licensed back. 

2. Avoid giving Buyer confidential trade 
secret and know-how information until after 
the transaction closes. 

3. Ensuring confidentiality and non-use of 
retained information by Seller's former 
employees after the transaction. 

4. Potential warranty or indemnity liability for 
transferred technology. 

5. Continuing obligations under transferred 
agreements. 

6. Stepped transactions, e.g., 
parent>sub> ]V>divest. 

G. Post-Transaction Activities 

1. Due diligence memorandum and documen
tation. 

2. Post closing review. 

3. Recording assignments of U.S. and foreign 
intellectual property assets. 

4. Integrating the acquired business and intel
lectual property assets into Buyer. 

IV. CONTRACTUAL PROVISIONS FOR 
TRANSACTION AGREEMENTS 

A Definitions 

1. Definition and identification of the various 
types of intellectual property assets gener
ally is accomplished by the use of sched
ules. 

B. Transfer Provisions 
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1. Assignment to Buyer of all intellectual prop
erty assets and rights used in or associated 
with the acquired business. 

2. Assignment to Bnyer subject to reserved 
exclusive or non-exclusive license for Seller 
in afield. 

3. Exclusive license to Buyer in a field. 
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4. Non-exclusive (enabling) license to Buyer. 

5. Transitional license, e.g., trademark license 
to use existing inventory of labels, etc. 

6. Possible non-exclusive license or cross
licenses for improvements. 

7. Assignment to and assumption by Buyer of 
license rights and obligations held by Seller. 

8. Term and termination of patent and know
how licenses. 

C. Representations and Warranties 

1. The schedules list all material intellectual 
property assets used in or associated with 
the acquired business. 

2. Seller owns title to the scheduled intellec
tual property assets, subject only to identi
fied licenses granted to others; and there 
are no third party claims contesting Seller's 
ownership. 

3. Seller has the right to use all scheduled 
intellectual property assets in the acquired 
business and the right to disclose the trade 
secrets and know-how used in the acquired 
business; and there are no restrictions on 
the use of these assets that have not been 
disclosed. 

4. Use of the scheduled intellectual property 
does not violate any third party rights; and 
there have been no third party infringe
ment claims against the acquired business. 

5. Seller has no knowledge of any defects or 
other threats, pending or reasonably fore
seeable, that will cause the invalidity, 
unenforceability or other loss of any sched
uled intellectual property asset; and all 
patent, trademark and copyright registra
tions are currently in force. 

6. The Joss or expiration of any intellectual 
property asset or right will not have a mate
rial adverse effect on the acquired business 
or its operations. 

7. There are no royalty or other payment obli
gations associated with Buyer's use of the 
transferred intellectual property assets that 
have not been disclosed, and all payments 
are current. 
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8. There are no liens, security interests or 
other encumbrances on the transferred 
intellectual property assets. 

9. Seller has no knowledge of any infringe
ment or violation by third parties of the 
intellectual property assets transferred to 
Buyer. 

10. The usual contract warranties of "no 
breach" and "valid and in force", apply to all 
intellectual property licenses from third 
parties. 

11. Seller has not disclosed any trade segets or 
other intellectual property whose value is 
contingent upon confidentiality without 
securing an appropriate confidentiality 
agreement. 
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D. Other Provisions 

1. Mutual confidentiality as to all trade secrets 
and other confidential information. 

2. Allocation of rights and responsibilities for 
enforcement ohntellectual property rights 
and employee confidentiality agreements. 

3. Allocation of responsibilities for recording 
assignments and prosecuting and main
taining intellectual property assets. 

4. Arrangements for delivery of know-how. 

5. Arrangements for post-closing support and 
consulting necessary to transfer the tech;:_ 
nology. 

6. Dispute resolution provisions for intellec
tual property issues. 

LIVING WITH THE NEW RULE PACKAGE 

by Robert J. Spar 
Director, Special Program Law Office, USPTO 

Changes to Patent Practice and Procedure Effective 12/1/97. 

Final Rule, 62 Fed. Reg. 53131 (October 10, 1997); 1203 Off. Gaz. Pat. Office 63 (October 21, 1997) 

Section 1.53(d) change, 63 Fed. Reg. 5732 (Feb. 4, 1998); 1207 Off. Gaz. Pat. Office. 83 (Feb. 24, 1998) 

The following suggestions are made so as to avoid 
problems which we have noticed since the changes to 
the patent rules went into effect on December 1, 1997. 

1. Application Filing: 

(a) Use PTO transmittal forms (Rev 2/98) or 
modified forms that conform to ours. 

While applicants are llQ1 required to use the Office's 
application transmittal and fee transmittal forms, and the 
Office's forms may be modified, our forms contain infor
mation that we would like to have and can more easily 
recognize the presence of when submitted in the orga
nized manner of the form rather than submitted haphaz-
ardly on various papers. · 

(b) CPA Filing under§ 1.53(d): 

- File a CPA by a Fax transmission of the 2 page 
CPA Request Transmittal form. §1.6(d)(3). 

- Separately Fax any multi-page preliminary amend
ment. A transmission problem is less likely with the 
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two page CPA Request than with a multi-page paper. A 
preliminary amendment is not a time sensitive document 
like the filing of a CPA application and the preliminary 
amendment can come in after the CPA application is 
filed. 

When Fax filing, print a Fax transmission report 
within 1 day and save, so relief under§ 1.6(!) is possible 
if Fax is lost hy Office. 

Continuation CPA's are treated as an 
"amended" case by examiner so file any· desired pre
liminary amendment with the CPA Request, or soon. 
thereafter to avoid a first action final rejection. 

- CPA and Continued Prosecution Application 
are unique terms for a (new application) filing only under 
§ 1.53(d) (where parent becomes expressly abandoned), 
and such terms should NOT be used when a filing under 
§ 1.53(b) is desired, as the presence of one or both such 
terms will cause the PTO to treat it as a CPA filing under 
§ 1.53(d), and a petition (under§ 1.182) will be needed to 
convert it to a§ 1.53(b) filing. 
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The petition under 37 CFR 1.182 to convert a 
properly filed CPA to an application filed under 37 CFR 
1.53(b) must be filed expeditiously since the petition will 
not be granted if the CPA has been processed (and the 
prior application abandoned) at tbe time the petition and 
application file are before the deciding official for a deci
sion on the petition to convert. In such case, applicant's 
only recourse will be to file a continuing application 
under§ 1.53(b) ofthe CPA application. 

- If a Notice of Abandonment is received on an 
application that was refiled as a CPA- promptly check on 
the status of the CPA application with the Office. The 
Office will not issue a Notice of Abandonment on a prior 
application where a CPA application hasll.een properly 
filed even though the effect of the CPA is to expressly 
abandon the prior application. CPA filing will be acknowl
edged in the first Office action in the CPA. 

- Cases formerly filed under former Rule 60 (with a 
copy of the prior case) should now be filed under § 
1.53(b) and NOT as a CPA. 

(c) Inventorship: Always identify the inventors 
when filing an application, or as many as are known, even 
though only an alphanumeric identifier is required. § 
1.4l(a)(3). 

ff no inventors are set forth on filing the application, 
and the application is refiled prior to submission of an 
executed oath or declaration under§ 1.63, there will be 
no inventorsbip overlap to support a priority claim under 
35 U.S. C. 120and § 1.78, and a petition under §1.41(a)(2) 
will be required. 

(d) Small Entity Status: To obtain small entity 
status in a continuing (or reissue application)- continue 
the practice of specifically referring back to the small 
entity statement in the prior application and stating that 
small entity status is desired and appropriate in the 
continuing application. Reliance on payment of a small 
entity fee, as is permitted to establish status(§ 1.28(a)(2)), 
should be viewed as a fail safe mechanism rather than as 
the primary means to establish status. For example, reli
ance on a general authorization to pay any fees that are 
due would not, by itself, be sufficient to establish small 
entity status as only an authorization to pay small entity 
~would be sufficient to establish small entity status. 

(e) Filing Continuation or Divisional applica
tion under § 1.53(b) using a copy of a declaration 
from a prior application as permitted by § 
1.63(d)(l)(iv): 

(1) Reformat the application and supply a new 
set of claims rather than submit a copy of 
prior application and a preliminary amend
ment. Consider providing a statement of no 
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new matter and a marked-up copy (by hand 
or word processing compare function) show
ing changes, particnlarly for the claims. The 
marked-up copy of the claims, supplied as 
an extra paper, will aid the examiner in 
appreciating the current issues to be exam
ined. 

(2) Include a statement of incorporation by 
reference of the prior application in the 
application transmittal letter. If a page of the 
prior application is inadvertently omitted on 
submission to the Office of the continuing 
application, the omitted page can be rein
serted while retaining the original filing date. 

2. Appeals: 

(a) While appellant now has the right to file a Reply 
Brief (no longer limited to new points of argument raised 
in an Examiner's Answer) DO NOT also include amend
ments, or new evidence, in Reply Briefs. Reply Briefs 
that contain amendments or new evidence may not be 
considered to be Reply Briefs and may, therefore, be 
denied entry. As no extensions of time are permitted to 
the 2 months' period for the filing of a reply brief (§ 
1.136(a)(l)(ii)), the non-entered paper probably cannot 
be stripped of the amendment or new evidence and be 
timely refiled. Thus, you should submit any amendment/ 
evidence separately from the Reply Brief. This way the 
Reply Brief will be entered and considered independent 
of the entry of the amendment or new evidence. 

(b) Do not save the "best" arguments until filing of 
the Reply Brief even though all Reply Briefs must be 
entered and, therefore, you can get your "best" argu
ment in as the last word. If the arguments are, in fact, the 
"best," tlje examiner may exercise the option of reopen
ing prosecution to respond(§ 1.193(b)(l)). Even if the 
examiner does not reopen, the Board may remand the 
application to the examiner for a response to the new 
11best" arguments. 

(c) Even tlwugh new grounds of rejection are not 
permitted in an Examiner's Answer(§ L193(a)(2)), an 
amendment after final rejection(§ 1.116) that is entered 
will allow an examiner to apply any rejection in the 
final action against any of the claims so amended' "on 
appeal so long as applicant is notified of the rejection in 
the advisory action. 

3. Extension of Time Fees: 

(a) Continue to specifically request an extension 
of time under § 1.136(a) rather than rely upon a 
general authorization to charge fees as provided for in § 
Ll36(a)(3). There is always a chance that the Office may 
initially fail to recognize the presence of the general 
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authorization to charge fees depending upon which 
paper it appears in and where in the paper it has been 
placed. 

(b) Reliance on a constructive petition for extension 
of time in § 1.136(a)(3) will not work to provide 
copendency for the refiling of a continuing application, 
except where the refiling is by a CPA. A refiling under § 
1.53(b) is not a reply or other paper directed to tbe prior 
application as is required by§ 1.136(a)(3). 

(c) Deposit accounts may need closer atten· 
tion. If general authorizations are more broadly relied 
upon, such as for extension of time fees, unaccounted for 
obligations may exhaust the account. 

4. Revival: File petitions to revive under § 1.137 
(a) or (b) immediately. While the Office has: removed 
the one year limitation for filing unintentional petitions 
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to revive under § 1.137(h), eliminated the statement 
relating to promptly filing the petition, and has stated 
that the Office shall not generally question delays where 
tbe petition is filed within three months from first notifi
cation or within one year of the date of abandonment, you 
can expect tbat "unintentional" petitions to revive filed 
more than 3 months after abandonment will result in a 
request for an explanation for the delay. Further, imper
missible delay may be found in another forum where 
there is any delay in filing the petition even if the peti
tion was filed under circumstances where the Office 
would not generally raise an issue of delay. 

Further, for cases not subject to 20 year patent term, 
the later a petition to revive is filed under 37 CFR 1-
l.137(a) or (b), the longer is the period to be disclaimed, 
as a Terminal Disclaimer (TD) is now required for a 
petition filed under 37 CFR § 1.137(a) or (b), and the six 
(6) month window under (b) has been removed. 

HOW TO SET UP AND MANAGE 
INTELLECTUAL PROPERTY HOLDING COMPANIES: 

A DOMESTIC TRADEMARK HOLDING COMPANY EXAMPLE 

by Michael A. Lisi, Esq. 
© 1998 

Author's Note: Readers should note that the author is an attorney who practices primarily in the area of trademarks 
and licensing. Although the author has significant experience with holding companies, he is not a tax specialist. 
Readers and their clients should consult tax specialists before, during, and after proceeding with any holding company 
transaction. The opinions expressed in the article are the author's alone and do not reflect the opinions of his past or 
current employers or clients. 

L INTRODUCTION TO HOLDING 
COMPANIES- TAXES AND MANAGEMENT 
OF INTELLECTUAL PROPERTY RIGHTS 

The formation and operation of a company ("Holdco") 
to own intellectual property rights ("IPR") and then 
license their use to others within a corporate family (or to 
third parties) can yield two major benefits: (1) significant 
state income tax savings; and (2) increased incentive 
and ability to focus on effective management ofiPR. Any 
resulting tax savings can (and should) be put to use in 
better managing IPR. Many U.S. corporations employ 
this strategy.1 Whether a Holdco makes sense for a 
given company depends upon the nature and value of 
the IPR to be exploited in the transaction, how the 
company's operations, income and income tax liability 
are distributed in states across the U.S. (or across the 
world), the tax law and practice in each of these juris
dictions, and the relative risks and benefits of such a 
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transaction from both intellectual property and taxation 
perspectives. 

In the U.S., formation can be simple. The parent 
company ("Parent Co.") forms a subsidiary in a state with 
favorable tax treatment. 2 In a transfer intended to be a 
tax free exchange of property under Section 351 of the 
Internal Revenue Code, Parent Co. contributes all (or 
most) of its IPR to this subsidiary- Holdco- in exchange • 
for all of the shares of Holdco. A series of steps are 
taken, and certain agreements are concluded, including 
a comprehensive license agreement, to ensure the arm's 
length nature of the transaction. 

The basic operation of Holdco is also simple- Holdco 
licenses the right to use the IPR back to Parent Co. in 
exchange for payment of royalties. The royalty rate must 
be a true arm's length rate. Royalty income may be in· 
vested by Holdco (e.g., in securities ordebt instruments, : 
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or in direct loans to Parent Co., or sister subsidiaries) and 
later transferred via dividend up to Parent Co. Certain 
administrative services (e.g., benefits administration, 
financial services, tax return preparation) may be 
furnished by Parent Co. to Holdco to hold costs down and 
avoid duplication. For tax reasons and to protect the IPR, 
Holdco should have one or more qualified employees 
who actively manage the IPR. Other activities, such as 
ownership and management of real property, if feasible, 
can also add much needed substance to H oldco. 

The tax savings are generated at the state level. To 
avoid nexus and taxation in states other than its state of 
incorporation, Holdco must restrict its activities to the 
state of incorporation to the maximum extent possible. In 
general, royalty payments are an expense Ttl Parent Co. 
which reduce income in states where Parent Co. is sub
ject to income tax. At the same time, Holdco has been 
organized in a jurisdiction which does not tax royalty 
income, or which taxes Holdco' s income at an acceptably 
low level. 

To estimate the annual savings for a given company, 
multiply the annual revenues of the company by the 
company's most recent effective blended state income 
tax rate, then multiply again by the anticipated royalty 
rate. Select a royalty rate just below the company's net 
profit margin for maximum effect. In practice, to arrive at 
the true net savings, the product must be reduced by 
federal income tax on the royalties (net of the lost federal 
deduction for state taxes paid), state income taxes on 
Holdco in unitary tax states, the cost of setting up and 
operating Holdco, and any reserves set aside against 
possible future tax payments. In spite of these reduc
tions, the net savings can be quite significant. For many 
corporations which find it worthwhile to employ this strat
egy, the savings typically fund the IPR legal budget, 
often many times over. Of course, to save state taxes, 
Parent Co. must have already been in a profit situation 
and paying state taxes before creation of Holdco. 

The discussion in this paper is limited to formation 
and operation of Hold co in the U.S., with IPR situated in 
the U.S .. Although Holdco can be used to own and license 
foreign IPR, the laws of each foreign jurisdiction should 
be carefully considered before any transfer takes place. 
For example, some countries do not recognize or permit 
ownership of trademarks by holding companies, and, in 
contrast to the situation in the U.S., in some countries the 
assignment of trademarks or other intellectual property 
gives rise to the duty to pay stamp duties or other 
transfer taxes, without regard to the relationship 
between the assignor or assignee, or the nature of their 
exchange of assets for stock. 3 

II. AN ADVANCED LICENSING PROJECT
A CHECKLIST APPROACH 

As a licensing vehicle, Holdco will serve dual 
purposes equally well - remunerative exploitation of 
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IPR, and reduction of state income taxes. Those pre
cautions which make licensing most effective, also serve 
to enhance the effectiveness of tax avoidance. If done 
properly, setting up, operating and managing Holdco is a 
complex, cross-disciplinary exercise, yet one readily 
amenable to a systematic approach. Tax, intellectual prop
erty, corporate, administrative and accounting expertise 
and services, either within the corporation, or outside it, 
will be required, as will top-level approval at the execu
tive and board of directors level at Parent Co. at the 
outset, and at Hold co thereafter as well. Establishing a 
well defined "business purpose" for Holdco, carefolly 
adhering to the optimum form and substance of the trans
action, applying transfer pricing rules to all exchanges, 
and always observing corporate formalities, wi:!l help 
protect the IPR and sustain the resulting tax savings. 

A checklist for use in the formation and initial opera
tion of Holdco follows. It is intended to frame the major 
issues Parent Co. will face in considering this trans
action. After the checklist, the two major categories of 
risk inherent in formation and operation of Holdco are 
discussed, followed by some practical suggestions for 
reducing such risks. 

Checklist: 

A Tax 

1. Consult tax counsel for opinions and advice 
on: (a) advisability of formation ofHoldco; (b) 
the tax free status under IRC Section 351 of 
the asset transfer; (c) the best state for 
situs; (d) the optimum parameters for sub
stance of Holdco; (e) the best structure for 
the entire transaction; (f) which assets in 
which countries to include in the transfer 
and license back; (g) which other property 
or operations should be transferred to 
Holdco; and (h) the current and potential tax 
liabilities (e.g., federal income, state and local 
income or franchise, sales, use, payroll, 
transfer and property taxes) of Holdco, 
Parent Co., and any other entities involved 
in the transaction, especially under 
Geoffrey. 

2. If IPR located or registered outside the U.S. 
is to be included in the transfer to Holdco, 
ascertain tax liabilities inherent in such 
transfers in the affected jurisdictions. 

3. Retain and consult with valuation expert to 
value IPR and to recommend range of arm's 
length royalty rate(s). Alternatively, con
sider commissioning a full transfer pricing 
study. 
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4. Review final structure, agreements and 
substance and schedule periodic audits. 

B. Intellectual Property 

1. Consult intellectual property legal counsel 
for opinion on advisability of formation of 
Holdco, including: (a) possible prohibitions 
against holding company ownership of trade
marks in any affected jurisdiction; (b) the 
problem of assignment in gross; (c) the prob
lems of naked licensing and adequacy of 
quality control measures. 

2. Survey and schedule all assets, own§s and 
locations. 

3. Confirm scope and costs of transfer. 

4. Develop quality control program and proce
dures to ensure proper protection of IPR. 

5. Draft and execute assignments and license 
agreements. 

C. Corporate 

1. Articulate strong business purpose for 
Holdco. 

2. Determine state of incorporation, corporate 
name (reserve latter). 

3. Determine roster of directors and officers 
(be wary of giving Parent Co. full control 
of Holdco, i.e., retain some independent 
officers and directors). 

4. Draft and execute corporate formation docu
ments. Form corporation. Hold regular share
holders and board of directors meetings, 
always in state of incorporation of Holdco. 
Draft and execute Minutes, Resolutions, etc. 
and maintain accurate Minute Books. Ob
serve all corporate fonnalities scrupulously. 

5. Determine applicability of bulk transfer laws. 
Draft and execute asset purchase/transfer 
agree1nents. 

6. Determine banking and investment policies 
and adopt via appropriate Resolutions. Draft 
and execute credit or loan agreements and 
Note for intercompany loans. Consider 
securing loans with licensee's assets. 

7. Identify services to be exchanged and draft 
and execute necessary services agree
ments. 
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D. Administrative 

1. Determine staffing of Holdco- professional 
management versus "desk drawer" 
approach. 

2. Determine compensation, benefits and other 
Parent Co. plans or programs to be extended 
toHoldco. 

3. Determine location and layout of Holdco's 
physical office, and other tangible signs of 
substance. 

4. Restrict Holdco's activities to avoid nexus 
with other states. 

E. Accounting 

1. Determine proper methods to account 
for and book transfers, make appropriate 
entries. 

2. Determine proper methods to account for 
and book investments, loans, dividends, etc., 
make appropriate entries. 

3. Set up billing and payment procedures for 
all transfers of goods and services. 

4. Determine proper amounts and set op 
reserves to pay future tax liabilities in the 
event of successful audit challenges. 

5. Schedule and carry out regular financial 
audits. 

6. Make sure that Holdco incurs sufficient 
expenses to protect and enhance trade
marks over time (i.e., match expenses to 
income). 

Throughout the process described in the above 
checklist, and after Holdco is operational, care must con
tinually be taken to anticipate, understand and act to 
reduce two categories of risk : (a) the property risk that 
any right, title or interest in the IPR is jeopardized and 
lost; and (b) the financial risk that one or more tax 
agencies will find that Holdco owes tax on its royalty or 
investment income. Each category of risk is discussed in· 
torobelow. 

ill. RISK CATEGORY NO. l- THE PROPERTY 
RISK: ASSIGNMENTS IN GROSS, NAKED 
LICENSING AND ABANDONMENT 

A Overview 

The nature of the IPR transferred to Holdco deter
mines to a large extent the nature of the risk inberenbti-
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resulted in abandonment of a trademark and prevented 
the owner from prevailing in an infringement case. 

In the only case known to the author involving naked 
licensing asserted against a true holding company, in 
CNA Financial Corp v Brown, 922 F. Supp. 567 (M.D. 
Fla. 1996), the parent insurance company was set up as 
holding company, and it owned and licensed use of three 
service marks registered for use with various insurance 
services to several wholly-owned subsidiary company 
licensees. The subsidiaries were licensed by state 
agencies to operate as insurance companies, but the 
parent licensor was not. The court held that control over 
the subject insurance services rested, almost by defini
tion, with each state-licensed subsidiary company, and 
not with the licensor, with the result that the licensor, 
lacking the requisite quality control ov""' the services 
connected with its marks, forfeited its rights in the mark. 
The decision is a bizarre one, since there are cases which 
find adequate quality control to exist merely by virtue of 
the fact that the licensee is a wholly-owned subsidiary of 
the licensor, and others that hold that a licensor's 
reliance upon government standards which are bindillg 
upon the licensee provide for adequate quality control. 

The subsequent decision in the same case, CNA Finan
cial Corp v Brown, 930 F. Supp. 1502 (M.D. Fla. 1996), 
sheds more light on the result at trial. CNA filed a 
Motion for Reconsideration, a Motion to Amend the 
Judgment and several more Motions seeking to undo 
or modify the prior harsh result. In particular, CNA 
asserted that the Court had erred by summarily and 
erroneously finding that CNA lacked control over the 
nature and quality of services with which the subject 
trad.emarks were used, and that the defendant Brown 
had failed to carry his burden of proof on this issue. In 
evaluating these assertions, the same Comt recalled that 
the only evidence submitted by CNA on the question 
was a very brief, seemingly "rehearsed" recitation by a 
CNA vice president on direct examination that CNA did 
indeed exercise adequate quality control. The Court 
found more credible the same witness's admission on 
cross examination that the parent CNA had r•. , • abso
lutely, unequivocally, no control over insurance products 
... "Id at 1507. CNA tried to submit new arguments and 
evidence with its Motions, including asserting an infer
ence of control by virtue of the nature of the relationship 
of CNA with its subsidiaries, and from applicable insur
ance statutes, but the Court was unimpressed. The Court 
characterized CNA's submissions as a", .. barrage of 
authority that it failed to raise pretrial ... "and denied all 
of CNA's Motions. Id at 1508. In short, the result seems 
attributable to a failure of proof on CNA's part at trial. 

10. Internal Revenue Code Section 482 provides as follows: 

In any case of two or more organizations, trades or 
businesses (whether or not incorporated, whether or 
not organized in the United States, and whether or not 
affiliated) owned or controlled directly or indirectly by 
the same interests. the Secretary may distribute, appor
tion or allocate gross income, deductions, credits, or 
allowances between or among such organizations, trades 
or businesses 1 if he determines that such distribution, 
apportionment or allocation is necessary in order to 
prevent evasion of taxes or clearly to reflect the income 
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of any such organizations, trades, or businesses. In the 
case of any transfer (or license) of intangible property 
(within the meaning of sections 936(h) (3) (B)), the 
income with respect to such transfer or license shall 
be commensurate with the income attributable to the 
intangible. 

11. On July 1, 1994, the Internal Revenue Service issued 262 
pages of "final regulations" relating to intercompany 
pricing under Section 482 of the Internal Revenue Code 
and additional regulations concerning penalties, ·services, 
cost sharing, etc. have issued frequently ever since. Any 
company which licenses use of IPR to any related 
company (or provides goods or services), and either 
the licensor, licensee or the licensed IPR are situated 
outside the U.S., should seek expert assistance to deter
mine the applicability of and means of complying with 
federal transfer pricing rules. --

12. Other New York cases establish that the presumption of 
distortion is one that can be rebutted by the taxpayer by 
showing that transactions between the corporations are 
at arm's length: Matter of USV Pharm Corp, Tax 
Appeals Tribunal, July 16, 1992 (use of federal Section 
482 adjustments appropriate to show arm's length 
pricing); Matter of New York Times Co, Tax Appeals 
Tribunal, August 10, 1995; Matter of Standard Mfg Co, 
Tax Appeals Tribunal, February 6, 1992; Matter of 
Campbell Sales Co, Tax Appeals Tribunal. December 
2, 1993 (Tribunal will apply Section 482 principles in the 
absence of federal Section 482 adjustments). 

13. This third point, the mismatching of income and expenses, 
is the focal point of audit strategy in some states and 
arises as the central issue in the Burnham case, infra. 

14. It is standard practice for the valuation teams from the 
big accounting firms to generate work papers in connec
tion with valuation studies performed for their clients, 
and to collect and store the work papers for their future 
use and reference if necessary. However, the firms also 
restrict client and third party access to the work papers 
by means of binding confidentiality and non-disclosure 
provisions which typically appear in the original engage
ment contract with a given client. The Burnham case 
demonstrates one possible adverse consequence of such 
provisions for the client. 

15. In Georgia, in the case Aaron Rents Inc v Collins, 
Civil Action No. D-96025, Superior Court of Fulton 
County, Georgia, June 27, 1994, the Georgia Depart
ment of Revenue ("DOR") asserted that a Delaware 
trademark holding company was a sham corporation. 
The case involved application of a Georgia statue which 
permits the DOR to recompute a Georgia taxpaye't's het 
income in the event that the taxpayer engaged in an 
"arbitrary shift of income." The trial court found that the 
holding company served valid non-tax business purposes, 
including: 

Protecting and enhancing the value of the subject 
trademarks; 

Segregation of the parent company's trademarks from 
its other assets, pennitting quantification of the 
amount of money being made off the mark HAaron 
Rents;'' 
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Protecting the transferred intangibles against the 
claims of the parent company's creditors; and 

Giving the parent company greater flexibility to pursue 
other business strategies such as franchising, tax -free 
spinoffs, and raising additional capital. 

Further, the trial court found that the holding company 
carried on such legitimate business activities as: 

• Maintaining a separate corporate office in Delaware 
with separate bank accounts in its own name; 

• Contracting with others in its own name and holding 
itself out to others as a distinct and separate corpora
tion; 

• Incurring operating costs and collecting income and 
paying expenses; 

• Holding and managing intangible assets and invest
ments; 

• Making intercompany loans and holding unsecured 
promissory notes; 

Filing its own Delaware franchise tax returns; and 

Retaining its own officers and board of directors who 
held regular meetiJJgs. 

In short, the trial court held that the holding company 
was not a sham corporation, and that shifting trademark 
and other intangible assets to it, and payment of royal
ties, was not an "arbitrary shifting of income." Some 
regard the Aa.-on Rents case as another example of 
how to properly set up and operate a Delaware holding 
company. 

16. Sec Cowling, Nexus From Intangibles - Geoffrey, 96 
State Tax Notes 26 (1996). 

17. Toys 'R' Us maintained in the brief accompanying its 
petitiot~ for certiorari to the U.S. Supreme Court that the 
decision in Geoffrey has "staggering implications for 
taxpayers doing business across state lines.'' For 
example, in any Geoffrey state: 

An author paid royalties by a publisher from the sale 
of book in the state would be subject to tax; 
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Athletes receiving royalties for endorsement o• 
consumer products sold in the state would be subject 
to taxi 

• A producer paid royalties for broadcast of a syndi
cated television program in the state would be subject 
to tax; and 

• A manufacturer or publisher of computer software 
sold (i.e., licensed for use) in the state would be 
subject to tax, 

Fortunately, state Departments of Revenue do not have 
unlimited resources and so must choose their audit 
strategies and targets wisely. 

In one example of the predictions of Toys 'R' Us coming 
to pass~ Minnesota is reportedly using a Geoffrey inspired 
statute which provides that a company may have nexus 
with the state" ... without regard to physical presence 
... ,, if the company engages in "transactions with 
customers in [Minnesota) that involve intangible 
property and result in income t1owing to the person from 
within this state ... " [Minn. Stat. Ann. Sections 
290.015.l(b) and 290.015.1(C)(3)) to assert nexus exists 
for out-of-state financial institutions with credit card or 
loan customers in Minnesota. 

The best and most up to date surveys ofthe various state 
statutes, rules, regulations, litigation, and audit programs 
tend usually to come out of the multistate tax depart
ments of the big accounting firms. Unfortunately, these 
survey reports usually only circulate to clients, but on 
occasion, they may be shared at conferences or work¥ 
shops open to the public. 

There are, however, a number of publicly available papers 
and articles discussing the. Geoffrey case and its after
math. See, for example, Stevens, Geoffrey v. South Caro
lina: Is the Camel's Nose Under the Tent?, Multistate 
Tax p. 349 (Tax Management Inc. 1995) (a gleeful recap 
by the original attorney for the state of South Carolina in 
the case); Cowling, Nexus From Intangibles - Geoffrey, 
96 State Tax Notes 26 (1996); Blum & Kander, New 
Threats to Delaware Holding Companies - And How to 
Deal With Them, 8 Practical Tax Lawyer 75 (Summer 
1994); and Fatale, Geoffrey Sidesteps Quill; Cmtstitu
tional Nexus, Intangible Property and the State Taxation 
of Income, 23 Hofstra L. Rev. 407 (Winter 1994). 
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ANNUAL MEETING 

The Section's annual Spring Seminar is scheduled for Monday, March 23, 1998 at the 
Kellog Center in East Lansing. The registration fee for the Seminar is $40.00 ($15.00 for law 
student members). You should receive a registration form by separate mail. If you do not 
receive a registrl!l:ion form by March 13, 1998, please contact Norm Simms at (51'72..636-2890. 

The Seminar will begin with a registration period extending from 9:30 to 10:00. Two 
concurrent breakout sessions will follow at 10:00. Gordon Petrash, Global Director, Intel
lectual Asset and Capital Management for The Dow Chemical Company, will present 
"Business Perspective on Intellectual Capital." Simultaneously, Michael Usi, will present 
"How to Set Up and Manage Intellectual Property Holding Companies." 

These two concurrent sessions will be followed immediately at 11:00 by two additional 
concurrent breakout sessions. Bob Spar of the United States Patent Office will present "New 
Patent Office Rules" and Mary Ann Tucker, Vice President and Associate General Counsel for 
The B.F. Goodrich Company, will present "Due Diligence in Intellectual Property Trans
actions." 

A reception with open bar will begin at noon. The reception will run untill2:30 and will be 
followed by lunch. The luncheon speaker is Stephen Calkins, Professor of Law, Wayne State 
University Law School; Special Counsel, Covington & Burling, Washington D.C. (Formerly 
General Counsel, FederalTrade Commission). Mr. Calkins' presentation is entitled "Antitrust 
Enforcer Returns to the Academic World: Reflections on Current Antitrust and Intellectual 
Property Issues." 

A panel discussion entitled "litigation to Protect Trade Secrets When Former Employees 
Work For Competitors" will be held from 2:00 to 4:00. The panel will include Eugene Driker of 
Barris, Sott, Denn & Driker, PLLC; Bruce Kanuch, Managing Counsel, Patent Department, 
The Dow Chemical Company; and John Rahie, Legal Department, General fv1:otors Corpora-
tion. ' 

SUMMER WORKSHOP 

The 1998 Summer Workshop is scheduled for July 23-25 at the Grand Hotel on Mackinac 
Island. More information will be provided in the next issue of Proceedings. Please mark your 
calendar now. 

306 IDWNSEND STREET, LANSING, MICHIGAN 48933 
517 • 372. 9030 
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A VIEW FROM THE CHAIR 

by FrederickS. Burkhart 

TO: An Open Letter to All Members of the Intel
lectual Property Law Section of the State Bar 
of :Michigan 

FROM: FrederickS. Burkhart 
Chair 

RE: A VIEWFROMTHECHAIR 

Here they go again. First, Congress and the 
President decide to steal from the 1998 budget of the 
Patent and Trademark Office (they call it "withhold
ing") a whopping $97 million of fees paid by inventors. 
No sooner is this accomplished than the Commissioner 
of Patents and Trademarks announces that the paper 
files used by examiners and the public at the Patent and 
Trademark Office will be eliminated by the year 2001. 
I doubt that any knowledgeable practitioner believes 
that this action can be taken without seriously jeopar
dizing the quality of access to patent information. Yet 

the interests of the intellectual property community 
and the clients they serve appear to be far from the 
minds of the politicians. 

What is going on here? I believe that the second 
action is a direct result of the first. The PTO must cut its 
budget as a result of the first action; so it is destroying a 
valuable asset which is costly to maintain. If my theory 
is correct, then it confirms my belief that the Washing
ton establishment has little regard for the interests of 
the truly productive members of our society. Why <:.Jl!e 
would they take an action so detrimental to inventors? 
If $97 million is needed for running the federal govern
ment, why do Congress and the President not raise the 
taxes of the general public? The answer, of course, is 
that it is much easier to take the money from a portion 
of the population which is too small to matter politically. 
In doing so, I believe that the polls are making a terrible 
mistake. Although relatively few in number, our inven
tors determine whether we remain a technological 
leader or become a laggard. If only we could get our 
leaders in Washington to understand that. 

NEWS FROM THE COUNCIL 

Council Meetings 

The Council reminds the membership that all 
section members are invited to attend Council meet
ings. Council meetings are generally held on the first 
Thursday of each month at 9:30a.m. at the State Bar 
Building in Lansing. Dates and locations for upcoming 
meetings are listed in the IPLS Planning Calendar in 
each issue of Proceedings. 

Submissions to Proceedinc;s 

Articles of interest to the membership are actively 
solicited for publication in this newsletter. If you have 
recently researched a topic of interest to our member
ship please consider a submission. Submissions should 
be sent directly to the editor: William P. Dani, c/o 
Warner Norcross &Judd LLP, 900 Old Kent Building, 
111 Lyon Street, N.E., Grand Rapids, MI 49503-2489. 

1998 IPLS Law Student Paper Contest 

The Intellectual Property Law Section of the State 
Bar of Michigan invites law students to submit an 
original article on any intellectual property law issue 
of interest. 

AFirstPlaceAward of$1,000, a Second Place Award 
of $750.00 and a Third Place Award of $500.00 will be 
awarded at the Michigan State Bar meeting in Lansing 
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in September, 1998. The award winning articles will also 
be published in the Proceedings of the Intellectual Prop
erty Law Section. Joint authors will share each award. 

To qualify to submit a paper you must be (1) a 
current student at a Michigan law school (Dec. 1997 
grads qualify).; (2) a current student at any law school 
and a Michigan resident; or (3) a current student at any 
law school and working for a Michigan law firm, corpora
tion or judge (summer clerkships included). All articles 
must be postmarked by August 15, 1998 and must in
clude the law student's name, current address, current 
telephone number and college or university attended. 
All articles must be typed, double-spaced and submitted 
on letter-sized (8-1/211 x 11 11) plain, white paper in tripli
cate with margins of no Jess than 111 each. All articles 
must contain proper citations including endnotes. All 
articles shall become the property of the State Bar of 
Michigan, and the Intellectual Property Section reserves 
the right to make editorial changes for publication. 

Please mail all articles to Sharon K Severance, 1998 
Intellectual Property Law Section Essay Competition, 
c/o Dow Coming Corporation, Patent Department Mail 
No. C01232, 2200 W. Salzburg Rd., Auburn, MI 48686. 
If you have any questions regarding the contest you can 
contact Sharon at (517) 496-8120 or E-mail at 
skseverance@dcm.e-mail.com 
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IPLS PlANNING CALENDAR 

WHAT WE'VE DONE ... WHAT WE'LL DO 

July, 1997 Proceedings, Vol. 9, No.3 February,l998 Proceedings, Vol.lO, No.1 

July 10, 1997 IPLS Council Meeting, State Bar February 5, 1998 IPLS Council Meeting, State Bar 

Building, Lansing Building, Lansing 

July 31-Aug. 2, 1997 Summer Workshop, Mackinac February 5, 1998 IPLS Council Meeting, State Bar 

Island 
Building, Lansing 

IPLS Council Meeting, State Bar 
March 23, 1998 Spring Seminar, Kellogg Center, 

Aug. 7,1997 East Lansing 
Building, Lansing 

Annual Meeting, Coho Hlill, 
Apr. 2, 1998 IPLS Council Meeting, State Bar 

Sept. 17-19, 1997 Building, Lansing -· 
Detroit 

October 2, 1997 IPLS Council Meeting. State Bar 
May, 1998 Proceedings, Vol. 10, No.2 

Building, Lansing May7,1998 IPLS Council Meeting, State Bar 

November,1997 Proceedings, Vol. 9, No.4 
Building, Lansing 

June 4, 1998 IPLS Council Meeting, State Bar 
November 6, 1997 IPLS Council Meeting, State Bar Building, Lansing 

Building, Lansing 
July 23-25, 1998 Summer Workshop, Mackinac 

December 4, 1997 IPLS Council Meeting, State Bar Island 
Building, Lansing 

January 8, 1998 IPLS Council Meeting, State Bar 
Building, Lansing 

FEATURED ARTICLES 

This issue includes two featured articles. The first article was written by Timothy D. Macintyre and was awarded 
Second Place in the 1997 Intellectual Property Law Section Essay Competition. The second featured article was 
prepared by Cary W. Brooks, Mark P. Calcaterra, Thomas G. Pasternak, and Jeffrey A. Sedlar for publication in "The 
State of the Law" published and presented by The Institute of Continuing Legal Education and The State Bar of 
Michigan. 

RELUCfANCE TO ARBITRATE PATENT DISPUTES: 
THE ISSUE OF PATENT VALIDTIY 

byTimothy D. Macintyre 
Wayne State University School ofl.aw 

There is increasing competition among corpora
tions to invest in and develop technological advances. 
Corporations need to protect their legal rights in these 
technological advances, and as a result there is increased 
growth each year in the number of patents sought and 
issued in the United States and throughout the world.1 

The prevalence of such newly-developed inventions also 
increases the likelihood of patent disputes. However, 
the federal court system is ill-equipped to handle 
complex patent disputes.' 
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The United States patent system stems from Article 
I, section 8, clause 8 of the United States Constitution 
which empowers Congress to "promote the Progress 
of Science and useful Arts, by securing for limited Time 
to Authors and Inventors the exclusive Right to their 
respective Writings and Discoveries."3 Pursuant to this 
authority, Congress granted inventors exclusive rights 
to their inventions for 20 years in the form of patents 
and established the United States Patent and Trade
mark Office to administer the patent process.' .An 
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invention has four basic requirements for patentability: 
(1) patentable subject matter, (2) utility, (3) novelty, 
and (4) non-obviousness. 5 When someone is accused of 
infringing a patent, the court must determine whether 
the defendant has made, used or sold the patented 
invention within the United States during the term of 
the patent and without a license. 6 Commonly, a patent 
dispute will focus on three primary issues: (1) the valid
ity of the patent, (2) whether the defendant's actions 
constituted infringement of these patent rights, and (3) 
what, if any, are the remedies that the patentee is 
entitled. Typically, patent disputes often involve highly 
sophisticated technical issues in addition to complicated 
legal issues. As a result, the length, cost and quality of 
judgment of resolving patent disputes thrQJJgh litigation 
are problems associated with the federal court system. 7 

First, the average patent case takes more than five 
years to be adjudicated in the federal judicial system.' 
Several factors contribute to the length of patent litiga
tion. First, the complex nature of the issues facilitate 
extensive discovery.' Additional trial time is also needed 
to explain and teach these complex issues to the trier of 
fact. 10 Second, the patent owners can only exercise their 
exclusive rights for 20 years, and thus the patent asset 
steadily decreases in value with the passing of time. 11 

As a result, at least one of the parties typically has 
increased incentive to delay court proceedings through 
the use of abusive discovery requests, excessive mo
tions and subsequent appeals and thereby reduce the 
value of a patent. Thus, a patent is of minimal economi
cal valne if the patentee cannot enjoin a competitor from 
manufacturing and marketing an inftinging product in a 
timely manner. 

Second, although most litigation is expensive, patent 
litigation is extremely costly. Most patent cases cost a 
minimum of $500,000 to litigate, with the average party 
to a patent suit spending over $1,000,000 in litigation 
expenses.12 Significant financial implications surrounding 
valid patent rights in commercially viable inventions 
also results in zealous lawyering. Frequently, this 
zealous behavior results in unnecessary, and thus 
costly legal maneuvers. In particular, extensive dis
covery activities contribute to high legal expenses. 13 

Extensive discovery coupled with the complexity of the 
technical issues, resu Its in exorbitant costs for patent 
litigation. 

'Third, the quality of judgment rendered in patent 
litigation is an area for concern. Most judges do not 
have the technical background, such as in engineering 
or science, to easily understand many of the issues 
raised in patent disputes. 14 Furthermore, the infre
quency in which any particular judge has a patent case 
on their docket contributes to a lack of familiarity with 
patentlaw.15 !tis even more problematic to have a jury 
as the trier of fact, rather than a judge, for resolving the 
complex, technical issues involved in patent litigation. 
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Then•iore, more so than other types of disputes, the 
fairness of the judgment in a patent dispute is an area 
for concern. 

Due to the inadequacies of resolving patent 
disputes in the federal courts, the use of alternative 
dispute resolution mechanisms in addressing patent 
issues has become more prevalent. Beginning in 1982 
with Congressional initiatives advancing patent arbitra
tion, specific arbitration practices have developed to 
resolve patent disputes. 16 For example, to facilitate the 
use of arbitration the American Arbitration Association 
drafted and adopted the Patent Arbitration Rules. 17 

Generally, the use of arbitration in resolving patent 
disputes is an effective and beneficial mechanism. How
ever, there are also characteristics of patent Taw that 
decreases the effectiveness and viability of using arbi
tration to resolve patent disputes. This paper will discuss 
issues concerning the determination of patent validity 
in arbitration proceedings and make recommendations 
that will enhance the role of arbitration in resolving 
patent disputes. 

Arbitration is a private dispute resolution proce
dure, designed by the parties to serve their particular 
needs. Arbitration resembles court adjudication in that 
proofs and arguments are submitted to a neutral third 
party who has power to issue a binding decision. On the 
other hand, arbitration differs from litigation in that 
proceedings may be informal with no or minimal dis
covery, tl1e rules of evidence are not strictly applied and 
arbitrators are not required to provide an opinion dis
cussing their decision. The above description merely 
provides a general characterization of arbitration. 18 

Generally, arbitration is not a well defined process 
because it is modified to meet the particular needs of 
the parties. 

Prior to 1982, patent disputes could not be resolved 
through arbitration. Early court opinions held that agree
ments reached through arbitration were unenforceable 
because they were against the public interest.19 These 
courts reasoned that since a patent is viewed as a 
"pseudo-contractual" relationship between the inventor 
and the public, the federal courts should make all deci
sions conceming this public interest. Considering the 
growth and acceptance of alternative dispute resolution 
throughout the legal community, as well as an interest 
in relieving some burden on overworked federal courts, 
in 1982 Congress passed the Patent Arbitration Act. 2o 

The statute expressly states that patent disputes may 
be arbitrated.21 Yet even with the Congressional 
endorsement, it remained uncertain how, and if, parties 
would utilize arbitration. 

Patent disputes can result in arbitration either by 
voluntary agreement between the parties to arbitrate or 
by a binding arbitration clanse in a contractual agree
ment.'' Patentin:tiingement snits, similar to tort l!cCtions, 
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are generally not instituted until someone has caused 
some harm to the patent holder.23 Without a contractual 
agreement between the parties at the time of the harm, 
the parties must voluntarily agree to arbitration." Alter
natively, once a party has been granted a patent by the 
Patent and Trademark Office, other parties may enter 
into licensing agreements with the patentee to use the 
patented technology. In this situation, disputes relating 
to the patent may be governed by the licensing agree
ment and therefore an arbitration clause.25 These are 
the two most common avenues for patent disputes to 
result in arbitration under the Patent Arbitration Act. 

The Patent Arbitration Act differs in a few key 
respects from the general Federal Arbitration Act. First, 
unlike other arbitration awards, awards gove1'1led by 
the Patent Arbitration Act are not enforceable until 
written notice of the award is filed with the Commis
sioner of Patents and Trademarks. 26 Second, the Act 
allows confirmed arbitration awards to be modified under 
circumstances that differ from traditional arbitration 
practices27 Aside from these differences, the Patent 
Arbitration Act incorporates the Federal Arbitration 
Act.28 

Effective use of arbitration can provide parties to 
patent disputes various advantages over litigation." 
Many of the advantages inherent in the arbitration 
process are not specific to patent disputes. For instance, 
the flexibility of the proceedings and increased oppor
tunity to preserve commercial relationships are advan
tages generally associated with arbitration. On the other 
hand, four advantages of the arbitration process that 
are particularly significant in patent disputes are the 
increased cost savings, a defined time frame, confiden
tiality of the proceedings and the improved quality of 
judgment.30 

Time and cost savings are generally attributable to 
arbitration. In patent disputes, the savings are magni
fied when compared to the excessive time and cost of 
litigating patent disputes. Savings are achieved through 
control and curtailment of excessive discovery and 
through arbitration clauses designed to expedite and 
manage the arbitration process.31 

The predictability of when a dispute will be resolved 
allows for better business management. Not only can a 
corporation improve resource availability for potential 
liability through budgeting, but it can also better plan to 
produce new products and related manufacturing 
facilities that cost millions of dollars and take years to 
build.32 In contrast with the uncertainty and long delays 
of the federal court system, arbitration provides quicker 
and cheaper resolution of patent disputes that can be 
the difference between planning for the future or going 
out of business. 

In addition, the privacy of arbitration proceedings is 
beneficial to corporations trying to protect trade 
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secrets, financial data or other technology related infor
mation that is commonly involved in patent disputes. 
Unlike litigation, there is no constitutional requirement 
for arbitration to be open to the public." Therefore, the 
closed nature of arbitration proceedings coupled with 
the lack of a written opinion from the arbitrator, 
ensures confidentiality of corporate information. 

Finally, parties can better improve the quality of the 
judgment by selecting arbitrators with an expertise in 
the technology area of the dispute, as well as with an 
understanding of the relevant patent law.34 Selecting 
experienced arbitrators enables the arbitrators to better 
understand the issues of the dispute, and thus more 
fairly resolve it in an efficient manner. 

Despite the inherent advantages of the arbitration 
process, many patent holders are reluctant to arbitrate 
patent disputes on the issue of validity. 35 Patent applica
tions are subject to rigorous exams by the Patent and 
Trademark Office before being issued. Yet the validity 
of a patent is often open to attack, and having a patent 
declared invalid is a very common and successful means 
of defending an infringement suit. Defendants are 
entitled to attack the validity of a patent after an earlier 
court decision finding the patent valid. However, an 
earlier decision on patent validity can be an effective 
deterrent to potential future infringers. Although 
obtaining a court's determination is a costly alternative, 
patent holders believe these costs are offset by the 
deterrent effect on potential infringers and a reduction 
in future legal expenses. Both an issued patent and an 
arbitrator's findings as to patent validity have evidim
tiary value in future court proceedings, and yet patent 
holders prefer to get a federal court's determination on 
the issue of patent validity.36 Three factors contributing 
to this reluctance to arbitrate the issue of patent validity 
are that: (1) the Patent Arbitration Act allows confirmed 
arbitration awards to be modified under certain circum
stances; (2) it is unclear whether an arbitrator's findings 
on patent validity can subsequently be challenged by 
the parties; and (3) the language of §294(c) is unclear 
whether a patentee is bound by an arbitrator's findings 
of invalidity in subsequent legal proceedings against 
third parties. 

First, in the event that a patent which is the subject 
of an arbitration award is subsequently determined h;, 
be invalid and if the parties had so previously agreed, a 
confirmed arbitration award can be modified." This 
statutory exception is unique to patent arbitration and 
inconsistent with traditional arbitration. An arbitration 
award is usually final, with very limited grounds for 
review by any appellate process." Therefore, this 
modification exception provides patent arbitration a 
unique tool for resolving patent disputes that is absent 
in a litigation forum. This can best be illustrated by the 
following example: 
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patentee successfully obtains judgment against 
defendant X for infringing a patent on widgets 
and thus enjoins defendant X from ever making, 
using or selling widgets. 

subsequently, a court finds patentee's patent 
on widgets invalid in an infringement action 
brought by the patentee against defendant Y. 

Although the patent covering the widgets has been 
held invalid, defendant X is still bound by the courts 
earlier decision and cannot make, use or sell widgets for 
the remainder of the injunction (ie. what would have 
been the remainder of the patent term on the 
widgets). 39 However, if the patentee and defendant X 
had arbitrated their dispute with an agreement which 
allowed for modification under §294(c), rather than 
litigated, there is a more fair resolution of this dispute. 
From the time the widget patent was held invalid, the 
arbitration award against defendant X is modified to 
allow the defendant to make, use or sell widgets. As a 
result, the former patentee of the widgets is no longer 
receiving benefits from an invalid patent and defendant 
X is no longer bound by a judgment premised on an 
invalid patent. 

Reducing the tisk of functioning under restrictions 
based on an invalid patent is sufficient incentive for 
potential defendants to an infringement action to prefer 
to arbitrate patent disputes, rather than use litigation. 
On the other hand, this feature of arbitration may deter 
patent holders from arbitrating patent disputes. How
ever, this slight deterrent should not outweigh the 
multitude of advantages, as discussed above, of the 
arbitration process. Assuming there is an arbitration 
clause, it is recommended that parties to a licensing 
agreement for patent rights incorporate into their agree
ment provisions that requires the parties to utilize the 
modification exception. Likewise, parties who volun
tarily enter into agreements to arbitrate patent disputes, 
especially defendants, should stipulate to the use of the 
modification exception under §294(c). 

Second, the Federal Circuit has yet to rule on the 
issue of whether a party to an arbitration award can 
challenge the arbitrator's findings on a patent's valid
ity. 40 Based on previous patent jurisprudence, it is likely 
that the Federal Circuit will hold that a party cannot 
challenge the arbitrator's finding. 

In Lear v Adkins, the Supreme Court held that a 
licensee of a patent may challenge validity of that 
licensed patent in court, notwithstanding the licensing 
contract. 41 The Supreme Court indicated that a "strong 
federal policy fa voting free competition in ideas which 
do not merit patent protection" outweighs the binding 
effect of contractual provisions between the parties of 
the license agreement42 Thus, the "Lear Doctrine" 
broadly stands for a policy that the public has strong 
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interest in the determination of the validity of patents, 
and that such determination is only properly conducted 
in the federal courts. The public policy concerns invoked 
by the Supreme Court in Lear may also lead a court to 
conclude that a party to an arbitration award can also 
challenge an arbitrator's findings on patent validity in a 
federal court. 43 

On the other hand, the Federal Circuit has recently 
stated policy concerns that conflict with the rationale of 
the "Lear Doctrine". In Foster v Hallco Manufac
turing, the Federal Circuit held that the prohibition 
against license estoppel from Lear did not abrogate the 
general principles of res judicata with respect to a 
consent decree addressing patent validity. 44 The strong 
public policy interest in settlement of litigation via a 
binding consent judgment that is embodied in the 
principle of res judicata overrides the public policy 
expressed in Lear.45 Therefore, the settlement agree
ment between the parties addressing the issue of patent 
validity could not subsequently be challenged by a party 
to the agreement following a binding consent judgment. 

The Federal Circuit will likely extend the reasoning 
from Foster, and t1111s hold that parties to arbitration 
may not re-litigate the issue of patent validity. The 
Federal Arbitration Act signified congressional approval 
for a public policy favoring the use of arbitration in 
settling disputes. 46 Furthermore, the enactment of the 
Patent Arbitration Act extended this policy to the area 
of patent disputes. A public policy favoring arbitration 
coupled with a public interest in finality of settlements 
stated in Foster, outweigh the policy considerations 
embodied in Lear precluding restrictions on attacks on 
patent validity. In Foster, the court specifically noted 
that the policies relating to principles of res judicata 
were absent in the Lear setting." Similarly, policies 
relating to the use of arbitration were also absent in 
Lear, at1d thus it is likely that the Federal Circuit will 
apply the same reasoning to find that the policies favor
ing arbitration outweigh those policies embodied in the 
~'Lear Docttine". 

Failure to resolve this issue in favor of arbitration 
creates a disincentive for patent holders to arbitrate 
disputes. Many of the benefits of arbitration over litiga
tion are lost if the patentee receiving a favorable arbitra
tion award must in tum defend an attack on the v~lk(ity 
of their patent by the same defendant in federal court. 
For instance, time and cost savings attributable to arbi
tration are lost in unnecessary, subsequent litigation. 
Therefore, consistent with the reasoning of Foster, 
the Federal Circuit should prohibit defendants from 
challenging an arbitrator's award sustaining the validity 
of a patent. 

Third, the language of §294 is not clear as to whether 
a patentee is bound by an arbitrator's findings of 
invalidity in subsequent proceedings againstthird 
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parties. 48 In litigation, the collateral estoppel effect for 
the issue of patent validity was addressed in the 
Supreme Court decision Blonder-Tongue v Univer
sicy of Illinois Foundation." In Blonder-Tongue the 
court held that, despite the lack of mutuality between 
the parties, a prior determination of patent invalidity 
may be asserted as a defense to a subsequent attempt 
to enforce the patent, unless patentee demonstrates 
that it was somehow denied full and fair opportunity to 
litigate in the first action. 50 Conversely, a court's decision 
upholding a patent's validity can always be challenged 
by third party in later infringement suits. Basis for this 
collateral estoppel principle is derived from and consis
tent with the unique feature of a patent being a grant by 
the public to an inventor. '!bus, in addition to the parties 
to a particular patent dispute, the public also has an 
interest in the resolution of the validity of every patent. 
This public interest in sustaining only legitimate patent 
monopolies coupled with the judicial economy realized 
by the court system, are primary rationales given by 
the Court in Blonder-Tongue for its collateral estoppel 
principles.51 Similar rationale could be extended to 
enforce arbitration awards holding patents invalid against 
third parties. 

However, §294(c) expressly states that an arbi
tration award "shall be final and binding between the 
parties but shall have no force or effect on any other 
person"." This explicit language of the statute is con
sistent with traditional arbitration which only binds the 
parties to the arbitration. Courts must be careful not to 
judicialize the arbitration process. If Blonder-Tongue 
was extended to arbitration awards, then every patentee 
who received an adverse arbitration decision on the 
issue of validity would argne that they were denied "a 
full and fair opportunity" to litigate the issue during the 
arbitration process." As a result, in each snbseqnent 
infringement action against a third party, when that 
third party asserts the defense of invalidity of the patent 
then the patent holder would likely challenge the 
earlier arbitration proceedings. The court would be 
required to investigate and probe into earlier arbitration 
awards. Confidentiality of arbitration proceedings would 
be compromised. In addition, concern over the proce
dural fairness of the arbitration process might lead to 
more "court-like" procedures that would in turn detract 
from the flexibility offered by the arbitration process. 
Rather than risk this judicialization of the arbitration 
process, Congress should reinforce its intentions for 
this express language of the Patent Arbitration Act. 

Limiting the collateral estoppel effect of arbitration 
awards to the parties increases the likelihood that a 
patent holder will choose to resolve a dispute by arbi
tration, rather than by litigation. The reduction of 
procedural safeguards employed in the arbitration 
process directly results in much of the time and cost 
savings realized by parties nsing arbitration. Withont 
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the risk of being bound by an arbitrator's findings of 
invalidity as to third parties, a patentee is more likely to 
chose a dispute resolution mechanism with fewer safe
guards, such as arbitration. Conversely, if the patentee 
is going to be bound by an arbitrator's finding of 
invalidity as to third parties, then they are more likely 
to reqnire that the arbitration process employ more 
procedural safeguards. Employing additional procedural 
safeguards in the arbitration process begins to resemble 
litigation, and thus diminishes many of the benefits 
associated with arbitration. In addition, without an 
opportunity to appeal an adverse arbitration decision on 
patent validity that will bind other third parties, a 
patentee may entirely avoid arbitration and opt for 
litigation. Therefore, the principles embodied in 
Blonder-Tongue should be abandoned in the arem\of 
arbitration to encourage patent holders to utilize the 
arbitration process. 54 

Decisions to arbitrate patent disputes often revolve 
around the issne of patent validity. Relnctance to 
arbitrate patent validity can be reduced if (1) the parties 
are aware of and ntilize the modification exception of 
§294(b), (2) the Federal Circuit adopts a holding that 
prohibits defendants from challenging an arbitrator's 
award sustaining the validity of a patent, and (3) 
Congress clarifies the langnage of §294 (c) to only bind 
the parties by an arbitrator's finding of invalidity. 
By reducing this reluctance, parties involved in patent 
disputes are more likely to take advantage of the arbi
tration process, and thus avoid the problems of liti
gating a patent dispute in the federal court system. 
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I. INfRODUCTION 

The following is a summary of recently reported 
intellectual property cases having a connection with the 
State of Michigan, including cases decided by the United 
States Court of Appeals for the Federal Circuit, the 
United States Court of Appeals for the Sixth Circuit, 
Michigan federal district courts, and Michigan state 
courts. The newly enacted Economic Espionage Act 
also is summarized, as is a significant Supreme Court 
decision.! The Economic Espionage Act of 1996 will first 
be summarized, followed by a discussion of the copy
right cases. The trademark/trade secrets/unfair 
competition cases will then be discussed. Finally, the 
patent cases will be presented, including a discussion of 
the U.S. Supreme Court decision in Warner-Jenldnson 
Co. v Hilton Davis Chern. Co., 117 S. Ct. 1040, 137 
LEd.2d 146, 41 USPQ2d 1865 (1997). 

II. SIGNIFICANTLEGISIATION 

Economic Espionage Act Of 1996 (H.R. 3723, 
104 Congress, 2d Session) (18 U.S. C. §§1831-
39) 

President Clinton signed the Economic Espionage 
Act on October 11, 1996, making theft or misappropria
tion of trade secrets a federal crime. New 18 U.S.C. 
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§1831 is specifically directed to trade secret misappro
priation that is intended to benefit any foreign govern
ment, instrumentality or agent, and imposes fines of up 
to $500,000 and/or imprisonment of up to 15 years for 
individuals, and fines of up to $10,000,000 for organiza
tions. New 18 U.S.C. §1832 is more generally aimed at 
misappropriation of trade secrets, subjecting individu
als to criminal·fines and up to 10 years imprisonment, 
and organizations to fines up to $5,000,000. The legisla
tion also provides for the criminal forfeiture of property 
used in or derived from the misappropriation of a trade 
secret, and for court orders to preserve confidentiality 
of trade secrets. The fines and penalties are imposed on 
an individual or organization who "without authorization 
copies, duplicates, sketches, draws, photographs, ... or 
conveys a trade secret." The act defines the term "trade 
secret" as meaning "all forms and types of financiaL 
business, scientific, technical, economic, or engineer
ing information, including patterns, plans, compilations, 
... whether or how stored, compiled, or memorialized 
physically, electronically, graphically, photographically 
or in writing." 

ill. COPYRIGIITCASESWfTII 
A MICIDGAN CONNECTION 

A number of copyright cases with a Michigan 
connection were decided this year ~The United States 
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Court of Appeals for the Sixth Circuit rendered many of 
these decisions. Additionally, the Michigan Court of 
Appeals considered copyright related issues. 3 It should 
also be noted that in 1996 the Federal Government 
enacted The Anticounterfeiting Consumer Protection 
Act (S. 1136), amending inter alia, 18 U.S.C. §1961, 
defining RICO offenses to include trafficking in counter
feit items under 18 U.S.C. §§2318, 2320, and to include 
criminal infringement of copyright under 18 U.S.C. 
§2319 and 17 U.S. C. §506(a). The Act also amended 17 
U.S.C. §603(c), requiring Customs to destroy seized 
counterfeited goods in many situations. 

Princeton University Press v Michigan· Document 
Services, Inc., 74F.3d 1528,40 USPQ2d 1641 
(6th Cir. 1996) (en bane) (.J. Nelson)" 

In this action involving copyright infringement, the 
central issue was the 'fair use" defense of 17 U.S.C. 
§107 to a claim of copyright infringement. Section 107 
specifies that: "The fair use of a copyrighted work ... for 
purposes such as criticism, comment, news reporting, 
teaching (including multiple copies for classroom use), 
scholarship, or research, is not an infringement of copy
right." Here, the infringement consisted of the repro
duction of segments of copyrighted books, without 
permission from the copyright holders, for inclusion in 
"course packs." The course packs were prepared to suit 
the request of a professor and sold to students for use 
in university course reading assignments.' 

Princeton University Press brought suit in the 
Eastern District of Michigan, and the trial court granted 
summary judgment its favor. On appeal, a panel of the 
Sixth Circuit reversed, finding that the use did consti
tute a "fair use." The panel decision was vacated and 
designated for en bane review. 

The court's fair-use evaluation concentrated on the 
fourth statutory factor ("the effect of the use upon the 
potential market for or value of the copyrighted work"). 
17 U.S. C. §107(4). 'The court drew a distinction between 
use of the course packs by the students and the 
commercial use by Michigan Document Services as a 
duplication for sale for profit maximization. Michigan 
Document Services gained a competitive edge over other 
copyshops by not paying royalties. Weighing this use 
against the allowed fair uses in section 107, the court 
looked to the legislative history of the law and focused 
on certain "Classroom Guidelines" identified in the 
Congressional Record, characterizing them as part of 
Congress' understanding of "classroom use" type fair 
use. Defendant's acts were considered well beyond 
anything envisioned by Congress. 

In assessing the effect on the potential market, the 
court concluded that the royalty revenue strean1 would 
dry up and the value of the works would he diminished 
if all copyshops refused to pay royalties. Michigan 
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argued that market harm should be measured by lost 
book sales, not course pack permission fees. The court 
noted that this argument had previously been rejected 
by the Second Circuit.5 In concluding that the 
defendant's use was not a fair use, the court stressed 
that publishers "obviously need economic incentives to 
publish scholarly works, even if the scholars do not 
need direct economic incentives to write such works." 
74 F.3d at 1649. 

The decision was accompanied by three separate 
dissents. Judge Martin considered the fair-use defense 
in light of the total public benefits intended by copy
right law and asserted that the benefits outweigh any 
adverse economic impact on Princeton University Press. 
Judge Merritt noted that "the custom of making-copies 
for classroom use began ... forty years ago and is now 
well established. I see no justification for overturning 
this long established practice." 74 F.3d at 1652. 

IV. TRADEMARK/TRADE SECREfS/ 
UNFAIR COMPETITION CASES 
WITII A MICHIGAN CONNECllON 

Several trademark trade secrets/unfair competition 
cases were decided with a Michigan connection. Inter
estingly, three of them involved trademarks related to 
telephone numbers. 

The llpjohn Co. v American Home Products Corp., 
No. 1:95:CV:230 1996 U.S. Dist. Lexis 8049 
(Jv.D.Mich. AprilS, 1996) (.C.J. Eslen) 

The Upjohn Company sued American Home 
Products Corp. (AHP) (doingbusiness as Wyeth-AYest 
Laboratories) for trademark infringement and unfair 
competition. Upjohn marketed its female hormone 
products under the registered mark PRO VERA, which 
is a derivative of progesterone, a naturally occurring 
protein. PROVERA was the leading brand of MPA 
(medroxyprogesterone acetate). AHP marketed a 
product known as PREMPRO, a regimen of estrogen 
tablets and MPA tablets packaged together and sold 
under a single prescription. It applied for a trademark 
on PREMPRO, and Upjohn filed suit for unfair competi
tion and trademark infringement, seeking a preliminary 
injunction. 

The court granted the injunction, evaluatin~ot t\Ie 
four standard preliminary injunction factors: likelihood 
of success, irreparable harm, harm to third parties, and 
public interest. It found a likelihood of success on the 
merits based on the eight factors laid out in Wynn Oil 
Co. v American Way Service Corp., 943 F.2d 595 
(6th Circuit 1991). 'While physicians and pharmacists 
were viewed as sophisticated consumers, patients were 
not. Nonetheless, since medical products were being 
purchased, not consumer products, this factor weighed 
against likelihood of confusion, __ The mark was follond to 
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be strong. The products were seen as related, and the 
marketing channels the same. Some evidence of actual 
confusion was presented, although not conclusive. 
There was no showing of bad faith. On the balance, the 
court found that Upjohn met its burden of showing a 
likelihood of confusion, and noted that close cases are 
found in favor of the senior user. Upjohn demonstrated 
irreparable harm due to the loss of control of its repu
tation and goodwill. AHP's sunk costs in its mark were 
seen as its own fault in choosing a mark which it could 
easily have avoided. The balance weighed in support of 
the preliminary injunction, and it was granted. 

1be Sports Authority, Inc. v Abercrombie & Fitch, 
Inc., No. 95-73604, 1997 U.S. Dist. Lt>xis 7502 
(E.D.Mich. March 25, 1997) (.!. Coho) -

The Sports Authority, Inc. sued Abercrombie & 
Fitch, Inc. for trademark infringement, unfair compe
tition, dilution, and false advertising arising out of 
Abercrombie's use of the word "authority" on tags, 
labels, and logos. Abercrombie moved for summary 
judgment, arguing that its use of "authority" was 
descriptive and that there was no likelihood of confu. 
sion created by its use of the word. 

Abercrombie, now owned by the Limited, was 
established in 1892 and historically sold higher end 
outdoor clothing and equipment, recently changing its 
focus to merchandise for younger consumers. Sports 
Authority sold sporting goods of all kinds, and has 
various registered trademarks that include the word 
"authority," including a registration for use of the word 
on apparel. Sports Authority's claim arose from 
Abercrombie's use of "authority" on its tags, for 
example, it called itself "the original authority of quality 
craftsmanship." Sports Authority claimed that this use 
implies that it is the sponsor of Abercrombie's 
merchandise. 

The district court first held that Sport's Authority 
survey evidence was deficient. There was no indication 
as to how the relevant population was defined; leading 
and biased questions were used. For purposes of the 
summary judgment motion, the mark was presumed 
to be not descriptive. In assessing the likelihood of 
confusion the court used the eight factor test. In evalu
ating the strength of the mark, the court considered 
Abercrombie's argument that it was entitled to make 
fair use of an incontestable mark to describe its history 
and reputation. The Lanham Act allows such fair use of 
incontestable marks in a descriptive manner. The court 
held that although Abercrombie principally used the 
mark in a descriptive sense, some of the uses might 
create a likelihood of confusion. 

Turning to the remaining factors, the court found 
the goods to be somewhat related but the uses not 
similar. Sports Authority used the phrase exclusively in 
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advertising, while Abercrombie used it on garments 
below its more prominently displayed store name. The 
channels were the same. There was no evidence of 
devious intent. 

Based on consideration of all of these factors, the 
court concluded that there was no genuine issue of 
material fact that a likelihood of confusion existed, and 
granted summary judgment in favor of Abercrombie. 

Mexican Food Specialties, Inc. v Festida .Foods, 
Ltd., 953 F.Supp. 846 (E.D.Mich 1997) 
(.!. Gadola) 

Mexican Food Specialties, Inc. (MFS) moved to 
preliminarily enjoin Festida Foods, Ltd. and other 
related defendants from using and distributing prodUCts 
using an infringing trade dress. MFS sold speciality 
Mexican foods, including tortillas. In 1988 it began 
using the trademark "Don Marcos" along with certain 
trade dress. Defendant Berne'a Food Service Inc. was 
MFS' exclusive distributor in Michigan. In 1996 MFS 
terminated Berne' a as a distributor. Berne' a then began 
distributing Festida's products, including "Don Raul" 
tortillas. MFS claimed that the Don Raul trade dress 
infringed the Don Marcos trade dress. 

Many elements were common to the two compa
nies' trade dress, including such features as the use of a 
plastic bag with a clear central band between colored 
top and bottom bands, with similar colors and ratios of 
the sizes of the bands; a male figure wearing a sombrero; 
stalks of wheat or com on each side of the male figure; 
and the word "Don." Differences include the fact that 

· the MFS package had a young boy in a sombrero, 
Festida's, an adult, and, in the MFS packaging there is a 
green band at the top and red and along the bottom, 
while Festida had either a red top and bottom border or 
a green top and bottom border depending on whether 
the tottilla was corn or flour. 

The court evaluated the four standard preliminary 
injunction factors, and first noted that, to establish trade 
dress infringement, MFS would have to prove that the 
features of its trade dress were inherently distinctive or 
have acquired secondary meaning, were not functional, 
and that a likelihood of confusion existed. Noting little 
Sixth Circuit Jaw on this issue, the court looked to Fifth 
and Second Circuit law to note that typically trade dress 
is distinctive and the real issue is likelihood of confu
sion. Here, the court found the trade dress distinctive 
based on the combination of the elements and the total 
impression given the observer. 

In evaluating likelihood of confusion, the court used 
the eight factor test. The court noted the sales volume 
of the Don Marcos products, $1.5 million per year for 
eight years, the relatedness of the goods, the striking 
similarities in various details of the dress, the similarity 
in overall appearance, the minimal .differences, and th<tt 
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the similarities probably were not coincidental. Thus, 
there was a likelihood of confusion. As to irreparable 
harm, it was presumed based on the finding of the 
likelihood of confusion. Harm to third parties was seen 
as minimal, as the public could buy any product that did 
not infringe the MFS trade dress. The relevant public 
had an interest in not being confused. Because all of the 
prerequisites for a prelimina1y injunction were present, 
the court enjoined Festida eta!. from use of the infring
ing trade dress. 

Holiday Inns, Inc. v 800 Reservation, Inc., 86 
F.3d 619, 39 USPQ2d 1181 (6th Circuit 1996) 
(J. Daughtre_y) 

Holiday Inns, Inc. sued 800 Reserv<t!ton, Inc. and 
other related defendants, alleging that their use of the 
number 1-800-H[zero].LIDAY constituted trademark 
infringement and unfair competition in light of Holiday 
Inns' 1-800-HOLIDAY number. The District Court for 
the Western District of Michigan granted Holiday Inns 
partial summary judgment for trademark infringement 
and unfair competition under the Lanham Act and 
permanently enjoined 800 Reservation, Inc. from using 
the number. Defendants appealed the grant of 
summary judgment to the Sixth Circuit. 

Holiday Inns used its "vanity" number for reserva
tions and information. The number is not a registered 
trademark, however, it is included in virtually all of 
Holiday Inns' advertising. Defendant Call Management 
operated a service bureau to assist business customers 
in obtaining and processing 1-800 numbers. Consumers 
frequently misdial vanity numbers, the most common 
mistake being substituting the number 0 for the letter 
0. Most businesses subscribe to both versions of a 
number to ensure that they receive all calls. Holiday 
Inns did not. Defendant Call Reservations reserved the 
complementary number, admitting during the litigation 
that the sole purpose was to intercept misdialed calls 
from consumers attempting to reach Holiday Inns. 

The Sixth Circuit reversed the finding of summary 
judgment under the plain language of the Lanham Act. 
Section 32 forbids the use in commerce of any repro
duction, counterfeit, copy, or colorable imitation of a 
registered mark which is likely to cause confusion. 
Section 43 (a) produces a cause of action against a 
person who uses in commerce any word, term, name 
symbol, or device or any false designation of origin, 
false or misleading description of fact, or false or 
misleading representation of fact. Here, defendants 
never used Holiday Inns' trademark, nor any facsimile 
of Holiday Inns' marks. They further did not create 
confusion, the confusion already existed among the 
misdialing public. Even the district court admitted in its 
opinion that the defendants did not violate the letter of 
the law, rather, stating that they took advantage of 
confusion that already existed in a "parasitic" manner, 
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violating the spirit of the Act. Thus, as a matter of law, 
the court found that there could be no Lanham Act 
violation, as the defendant neither used the offending 
mark nor created the confusion. 

Miss Dig System, Inc. v Power Plus Engineerlnlf? 
Inc., 944 F.Supp. 600 (E.D. Mich. 1996) 

. (,!. Gilmore) 

Miss Dig System, Inc., a not-for-profit organization 
that locates and maps underground public utility lines to 
prevent property damage, sued Power Plus Engineer
ing, Inc., claiming trademark misappropriation and 
unfair competition. Miss Dig had a registered trade
mark "Miss Dig," and used a local southeast Michigan 
telephone number (810-647-7344}, the numbeFScorre
sponding to "Miss Dig." Power Plus acquired the toll 
free version ofthe same phone number (800-647-7344) 
for use with its excavation business. The court con
sidered a motion for summary judgment. 

1be central issue was whether there was use of the 
actual alphanumeric translation that forms the trade
mark. Plaintiff argued that even though there are 
several thousand alphanumeric translations from the 
actual telephone numbers, defendant purchased the 
numbers in a blatant attempt to derive business from 
plaintiffs great expenditures in marketing its alpha
numeric telephone number. 

The court applied the Holiday Inns reasoning, and 
denied tl1e motion. It noted tl1at the facts of Holiday 
Inns differed in only one significant respect, the man
ner in which the defendants managed to intercept tele
phone calls intended for the respective plaintiffs. In 
Holiday Inns, the defendant derived its business from 
persons who misdialed a telephone number actually 
belonging to the plaintiff. Here, defendants derived their 
business from individuals who correctly dialed a tele
phone number that they mistakenly believed belonged 
to Miss Dig. This difference did not distinguish Holiday 
Inns, which the court said established the proposition 
that a defendant who adopts a telephone number which 
permits it to intercept calls intended for the plaintiffs 
alphanumeric telephone number is not liable for trade
mark infringement or unfair competition under the 
Lanham Act if that defendant merely acquires and uses 
the telephone number and never undertakes any 
promotion of an alphanumeric translation of thatnamber 
that incorporates and displays the plaintiffs trademark. 
The controlling factor is simply whether the defendant 
promotes itself using an alphanumeric translation of its 
telephone number that incorporates and displays the 
plaintiffs trademark. 

lf-Haul, International, Inc. v Ed Kresch., 943 
F.Supp. 802 (E.D.Mich. 1996) (,!. Gadola) 

In an action by U-Haul, International, Inc. for trade· 
mark infringement and unfain:ompetition against one 
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of its former dealers, U-Haul argued that its service 
mark was violated by Kresch's use of three telephone 
numbers that were similar to U-Haul's vanity number 
1-800-GO-U-HAUL (1-800-468-4285). Each number 
could be translated into the following alphanumeric 
messages: 

1-800-G (zero)-U-HALL 

1·800-GO-U-HALL 

1-800-G(zero)-U-HAUL 

1-800-408-4255 

1-800-468-4255 

1-800-408-4285 

U-Haul terminated Kresch's franchise as a result of the 
disagreements over the Defendants' use of the comple
mentary numbers. 

The court also relied on Holiday Inns, and found it 
noteworthy that the Sixth Circuit found it important 
that Holiday Inns, like U-Haul in the instant case, "had 
neglected to take the simple precaution of reserving its 
complementary number- a practice which many of its 
competitors have chosen to take." 943 F Supp. at 806. 
U-Haul could not credibly distinguish Holiday Inns, 
the court found that there was no genuine dispute of 
material fact to be resolved, and granted the defen
dants' motion for summary judgment. 

Advance Watch Co. v Kemper National Insurmwe 
Co., 99F.3d 795,40 l18PQ2d 1545 (6th Circuit 
1996}(J. Jordan. bv desidnatioo) 

Advance Watch sued its insurance cru·tier, alleging 
that it was bound to defend and indemnify Advance in a 
case brought against Advance by A.T. Cross Company 
for trademark and trade dress infringement. The 
District Court for the Eastern District of Michigan 
granted summary judgment for Advance. Kemper 
appealed to the Sixth Circuit, the issue being whether 
trade dress infringement constitutes misappropriation 
of advertising ideas or of a style of doing business within 
the meaning of an advertising injury policy provision. 

Cross sued Advance over writing instruments 
marketed by Advance under a license agreement with 
Pierre Cardin. Cross claimed that the Pierre Cardin
labeled writing instruments advertised and sold by 
Advance were reproductions of Cross writing instru
ments. Cross alleged trade dress and trademark 
infringement, unfair competition, and trademark 
dilution. Advance tendered the Cross action to 
Travelers and Travelers declined coverage. Advance 
settled the Cross action by altering the design of its 
writing instruments. 

Advance's commercial general liability policy with 
Travelers (Kemper was merely Advance's carrier when 
the litigation commenced and its role was not at issue on 
appeal) contained a section titled "Personal and Adver
tising Injury." Travelers was required to defend and 

011/09 'd 193S'ON 

14 

indemnify Advance for liability involving an "advertising 
injury," defined as an injury arising out of various 
actions, including "misappropriation of advertising ideas 
or style of doing business." The policy did not mention 
trademark or trade dress infringement. 

The Sixth Circuit noted first that under Michigan 
law an insurer has a duty to defend if the charges against 
the insured arguably fall within the language of the 
policy. It held, contrary to the district court, that the 
tern1 misappropriation is not ambiguous and does not 
refer to a category or grouping of conduct which 
includes trademark or trade dress infringement. 
Because recognition of trademark and trade dress 
infringement as a distinct category of actionable 
conduct is so common, the Court held, if Traveler h1ia 
intended to provide coverage for such liability, it would 
have referred to it by name in the policy. Since the 
gravamen of Cross' complaint was that Advance's 
writing instruments infringed the Cross' design, a trade
mark and trade dress claim, the substance of the claim 
was not misappropriation . Thus, as a matter of law, the 
Travelers' policy in its advertising injury provisions did 
not cover liability of the kind asserted in the Cross 
action. The Court accordingly reversed the district court 
and held that Travelers was entitled to a summary 
judgment of no duty to defend. 

The Court further noted that the policy provokes 
coverage for advertising injury caused by an offense 
committed in the course of advertising. Some nexus is 
required between the grounds for asserted liability and 
advertising activities. Here, none existed, as it was not 
Advance's advertising which provoked the claim, it was 
the writing instruments shown in the advertising. 

All Video, Inc. v Hollywood Entertainment_ 929 
F.!:iupp. 262 (E.D. Mich. 1996) (J. Gadola) 

All Video, 'Inc. sought a preliminary injunction to 
prevent Hollywood Entertainment from operating video 
stores under the name "Hollywood Video" in the State 
of Michigan or at least in southeast Michigan. Holly
wood Entertainment used the mark nationally. All Video 
used it locally in metro Detroit. Hollywood Entertain
ment owned a senior registered service mark for the 
name "Hollywood Video Superstore," All Video, Inc., a 
later-registered mark for the name "Hollywood Video." 

The court considered the standard four factors in 
deciding whether to grant a preliminary injunction. As 
to likelihood of success, the court noted that there was 
no question that confusion was likely. The issues were 
whether plaintiffs adoption of the mark was without 
notice of defendant's prior use, whether plaintiffs stores 
were in existence on the date defendant applied for its 
senior registration, and what the geographical area was 
for the stores as of that date. Plaintiffs affidavit estab
lished that it was unaware of defendant's mark. On!~ 
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the stores in existence as of defendant's application 
date were protected under the Lanham Act, so three of 
plaintiff's stores were not protected, and plaintiff could 
only exclude defendant from areas where plaintiff 
actually used the mark. The court found that Plaintiff 
had a high probability of being able to obtain a perma· 
nent injunction within four miles of any of its stores, 
with the exception of those three. As to irreparable 
injury, it would exist due to customer confusion. No 
consumers would be hurt by the injunction, and there is 
a public interest in preventing unfair business practices. 
On the balance of these factors, defendant was enjoined 
from operating stores within four miles of any of 
plaintiff's stores, with the exception of those estab
lished after defendant's filing date. Guidaoce also was 
given as to acceptable advertising. 

1Wo Men and a Truck/International, Inc v Two 
Men and a Truck/Kalamazoo, Inc., 949 J<:Supp. 
500 (w.D. Mich. 1996) (,/. Quist) 

TWo Men and a Truck/International, Inc., et al., a 
national franchisor of moving service businesses, sued 
Two Men and a Truck/Kalamazoo, Inc., et al., fran
chisee, for continued operation after termination of the 
franchise agreement, and moved for summary judg
ment 

In analyzing the issue of trademark infringement 
and unfair competition, the court considered the 
common law of Michigan and Indiana as well as the 
Lanham Act, as the analysis under each was similar, 
centering on the likelihood of confusion. Since defen
dants continued operation of their business utilizing 
plaintiffs' trademarks, there was a likelihood of con
fusion. Common sense indicated that there would be 
confusion as the public would see no difference and 
assume that they were dealing with a franchised opera
tion. The court also considered issues of franchise law 
and determined that defendants were not entitled to 
rescission of the contract to avoid liability since they 
were in default at the time that they demanded rescis
sion. The court also rejected defendants' request for 
declaratory judgment that the mark "Two Men and a 
Truck" was invalid. Defendant was estopped from 
making such a challenge due to the acknowledgment in 
the franchise agreement that plaintiffs owned the mark. 
On the balance, the motion was granted. 

American Express Company v CFK., Inc., 947 
F.Supp. 310, 41 USPQ2d 1756 (E.D. Mich. 
J 996) (C.J. Cook) 

American Express Company has used the slogans 
"Don't Leave Home Without [It] [Them] [Us]" since 
197 4. Tiw slogans are registered service marks. It sued 
CFK for trademark dilution for its use of "Don't Leave 
Home Without Us." Under the Federal Trademark Dilu
tion Act, 7 a plaintiff must prove that (1) its mark is 
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distinctive and famous;' and (2) the defendant's use of 
the same or a similar mark creates a likelihood of 
dilution through tamishment or blurring. 

In considering a summary judgment matter of an 
injunction, the court noted that the marks have repeat
edly been in use for over 20 years and that substantial 
money was expended to promote them. They also are 
widely recognized and are registered. A review of all 
the factors led to court to conclude that the marks were 
distinctive and famous. 

The court next noted that, for there to be a finding 
of dilution, the consumer must have a reasonable basis 
upon which to (1) associate the disputed mark with the 
plaintiff, and (2) not be confused into thinking that the 
plaintiff is the source or sponsor of the challenged 
goods. This difference distinguishes a dilution claim 
from an infringement claim based upon likelihood of 
confusion. Even though the likelihood of confusion may 
be low, dilution lessens the impact of the plaintiff's 
mark, through tarnishment or blurring. Here, American 
Express did not contend that CFK's use of the slogan, 
"Don't Leave Home Without me Pocket Address Book" 
would tarnish its commercial image. Rather, American 
Express apparently contended that any use by CFK of a 
similar mark blurred the impact of its slogan. 

The court found that this interpretation of 15 U.S.C. 
§1127 would amount to a standard of strict liability and 
would contravene the specific langoage in the statute. It 
instead applied a six factor test for dilution from Mead 
Data Control, Ine. vToyota Motor Sales, U.S.A., 
Inc. 875 F.2d 1026, 1035 (2d Cir. 1989) to determine 
the existence of dilution.' The court found that there 
were genuine issues of material facts that would affect 
Plaintiffs dilution claim relating to the similarity of the 
products/services, sophistication of the consumer, 
predatory intent and renown of the junior mark, the 
court denied Plaintiffs motion for partial summary judg
ment. 

General Motors Corp. eta/ v Jose Ig11acio Lopez et 
al, 948 F. Supp. 670 (E.D. Mich. 1996) (.L 
Etimunds): and 948 F. Supp 684, 41 USPQ2d 
1490 (E.D. Mich. 1996) (.L Edmundfi.) 

Two published cases in the dispute between 
General Motors et al and Jose Ignacio Lopez et al that 
involve substantive issues related to intellectual prop
erty were: General Motors Corp. et al v Jose Ignacio 
Lopez et a! , reported at 948 F. Supp. 670 (E.D. Mich. 
1996) (hereafter referred to as "LOPEZ I'') and 948 F. 
Supp 684 (E. D. Mich. 1996) (hereafter referred to as 
"LOPEZ II"). TI1e Plaintiffs were General Motors Corp. 
(GM) and Adam Opel, and the Defendants included: 
VolkswagenA.G. (VW); Volkswagen of America; Jose 
Ignacio Lopez, a former group vice president at GM; 
and the "Lopez Group" including several individuals 
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who worked at GM or its subsidiaries until March of 
1993 when they left and joined VW. 

TI1e Plaintiffs' complaint alleged actionable offenses 
through the following counts: (1) Racketeer Influenced 
and Corrupt Organizations Act (RICO), based on the 
predicate acts of wire fraud, interstate and foreign travel 
to aid racketeering, tampering with witnesses, and trans
portation and receipt of stolen goods; (2) conspiracy to 
violate RICO; (3) Lanham ACT'; (4) Copyright Act; (5) 
fraud; (6) breach of fiduciary duty; (7) conversion; (8) 
misappropriation of trade secrets; (9) conspiracy; and 
(10) unjust enrichment. LOPEZ I involved a motion to 
dismiss counts 1 and 2, and LOPEZ II involved a motion 
to dismiss counts 3 and 4. Both motions were_.denied. 

The Plaintiffs alleged: that at least as early as 
August 1992 until March 1993, and while Lopez was a 
high level GM executive, Lopez secretly communicated 
with VW representatives and agreed to leave GM and 
join VW; that Lopez agreed to bring confidential 
business plans and trade secret information with him; 
and that Lopez worked with the other Lopez Group 
Defendants to secretly collect confidential documents, 
transparencies, and computer diskettes including: 
listings of GM and local components by world wide 
supplier, price, terms, conditions, and delivery 
schedules including a copy of GM's Product Purchasing 
System (PPS) and GM Europe's European Purchasing 
Optimization System (EPOS); plans for "Plant X," the 
factory of the future; future auto plans to the year 2003; 
and future strategies for purchasing. Plaintiffs also 
alleged that the Defendants had stolen over 20 cartons 
of documents, copied the documents, entered them 
into VW computers, and then proceeded to shred the 
documents and cover up the theft. 

In LOPEZ I, the Defendants moved to dismiss the 
RICO claims on the basis that the Plaintiffs had not 
plead that the Defendants conducted a "pattern" of 
racketeering activity and thus did not meet RICO's 
continuity requirement. The court found that the 150 
predicate acts set forth in the complaint, including: 
violations of wire fraud; interstate and foreign travel to 
aid racketeering; tampering with witnesses; transpor
tation and receipt of stolen goods: all spanning a period 
of at least sixteen months met the continuity require· 
ment of RICO. The court also rejected the Defendants' 
arguments that the counts should be dismissed on 
issues related to: (1) enterprise; (2) conspiracy; (3) 
direct injury; (4) extraterritorial conduct and effects; (5) 
operation and management; and (6) aiding and abetting 
under RICO. 

In LOPEZ II, the Defendants moved to dismiss 
count 3 of the complaint which alleged that the 
Defendants' actions constituted unfair competition and 
violated the substantive terms of the Paris Convention, 
an international agreement incorporated into Section 44 
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of the Lanham Act. Defendants contended that the 
Lanham Act does not incorporate any substantive provi
sions of the Paris Convention and that the Paris 
Convention only requires that signatory nations 
provide the same trademark protection to foreign 
citizens that they provide to their own citizens. The 
Defendants also argued that the Lanham Act does not 
reach extraterritorial acts. However, the court rejected 
the Defendants' arguments holding that the sub
stantive provisions of the Paris Convention on unfair 
competition are incorporated into Section 44 of the 
Lanham Act. The court stated that Congress has the 
power to regulate even entirely foreign commerce where 
it has a substantial effect on commerce between the 
states or between the United States and foreign 
countries, and thus the Lanham Act reaches extra
territorial acts. 

V. PATENT CASES WITH A 
MICIDGAN CONNECTION 

The patent cases decided during the past year 
include many with a Michigan connection, including 
several decisions from the United States Court of 
Appeals for the Federal Circuit10 and a United States 
Supreme Court decision included here because of its 
substantial significance to the practice. 

Warner-Jenkinson Co. v Hilton Davis Chem. Co., 
117 S. Ct. 1040, 137 LEd.2d 146, 41 USPQ2d 
1865 (1997) (Justice Thomas> 

In a unanimous decision, the Supreme Court 
resolved most of the questions about the doctrine of 
equivalents raised by the Federal Circuit's en bane 
decision in 1995, and declined to kill it, leaving 
Congress to do so if it chose. The court upheld most of 
the Federal Circuifs ruling, but reversed and remanded 
based upon a )lewly ruticulated rule for prosecution 
history estoppel. The Court recognized that there may 
be a variety of reasons that an amendment to a claim 
may be made, including reasons other than avoiding 
prior art. However, the new rule creates a rebuttable 
presumption that a claim amendment is related to 
patentability, unless the patent holder is able to estab
lish a different reason. A court would then decide 
whetl1er the patent holder's reason is sufficient to over
come prosecution history estoppel as a bar to the 
application of the doctrine of equivalents to the element 
added by the amendment. The rebuttable presumption 
is intended to give proper deference to the role of 
claims in defining an invention and providing public 
notice. 

In the facts of the case, Hilton Davis Chemical 
Company (HD) filed a patent infringement suit alleging 
that Warner-Jenkinson's dye filtration process, oper
ating at a pH of 5.0, infringed a HD patent under the 
doctrine of equivalents. The liD--patent claimed <l 
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process for making purified food dyes using a porous 
membrane operated at a pH range of 6.0-9.0. The pH 
range was added during prosecution in response to a 
prior art rejection citing a reference disclosing a filtra
tion process operating at a pH above 9. 0. No reason was 
given in the file history as to why the lower limit was 
added. The case was remanded to the Federal Circuit 
for proper consideration of the prosecution history 
estoppel in view of the new rule. 

The Court provided additional guidance on the 
infringement analysis under the doctrine of equivalents. 
The doctrine is to be applied on ao element by element 
basis and not to the invention as a whole. Equivalency is 
to be assessed at the time of infringement and the 
intent of the infringer has no role in the analysis. With 
respect to the so-called "tripartite .. test and the "insub
stantial differences,. approach to the doctrine of equiva
lents analysis, the Court indicated that the linguistic 
framework was less important than whether the test is 
probative of the essential inquiry: Does the accused 
product or process contain elements identical or equiva
lent to each claimed element of the patented invention? 
The court noted different linguistic approaches may be 
more suitable to particular cases, depending on the 
facts. The Court went on to state "We expect that the 
Federal Circuit will refine the formulation of the test for 
equivalence in tlte orderly course of case by case deter
minations, and we leave such refinement to tltat court's 
sound judgment in this area of its special expertise." 

Seal-Flex, Inc. v Athletic Track and Court Con
struction, 98 F. 3d 1318, 40 USPQ2d 1450 (Fed. 
Cir. 1996) (J. Newman. J. Rader and J. Bryson) 

In a patent infringement case, Plaintiff-Appellant 
challenged a summary judgment holding two athletic 
track surface patents invalid based on an on-sale bar. 
'!be decision was based on the act of shov'ling a track 
builtfor a first customer to a potential second customer 
and offering to construct another one like it for the 
second customer. This activity took place prior to the 
critical date. The trial court concluded that because the 
track had been "extensively developed," the "offer" 
started the bar period, and citing UMC Electronics 
Co. v United States, 816 F.2d 647, 2 USPQ2d 1465 
(Fed. Cir 1987), cert. denied, 484 U.S.1025 (1988), also 
found that questions about whether the track was still 
undergoing testing and evaluation were not material. As 
to the existing track produced for the first customer, 
the trial court found that a factual question remained 
over whether that sale was an invalidating event or an 
experimental sale. 

The Federal Circuit held that the trial court applied 
an incorrect standard in finding that because the track 
had been "extensively developed" the inventor's 
marketing efforts started the bar period. The coutt 
stated that the general rule is that the on-sale bar clock 
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starts when a completed invention is offered for sale. 
"[T]he issue, is not how much development had 
already been done, but whether the invention was in 
fact complete and known to work for its intended 
purpose." 40 USPQ2d at 1452. The Federal Circuitfound 
that the correct question to ask was if in fact the track 
required evaluation under actual conditions of weather 
and use before it was known whether it would work for 
its intended purpose. The court also noted that the 
policy of the on-sale bar does not tolerate a prolonged 
evaluation period while the inventor commercially 
exploits the invention, and in a totality of the circum
stances type consideration, the purpose of, and the 
need for the testing and evaluation period, must be 
considered. "When ao evaluation period is reass:mably 
needed to determine if the invention will work for its 
intended purpose, the 102(b) bar does not start to 
accrue while such determination is being made. This is 
a factual issue, aod could not be found adversely to the 
non-movaot on summary judgment." 40 USPQ2d at 1454. 
Material factual issues identified by the court included 
whether evaluation is reasonably necessary and whether 
the period of evaluation was reasonable in view of the 
nature of the invention. 

Weighing the facts of the case, the court viewed 
the period at issue as only a few days or weeks between 
the time the first customer's track was c;>mpletely 
installed and the contacts with the second potential 
customer were made. According to the inventor, it was 
not known whether the traek was satisfactory until it 
was subjected to a winter freeze and thaw cycle, that it 
was necessary to evaluate the track in actual conditions 
of use, and that he had used a new technique in con
stmcting the track that required considerable repairs 
during its first summer of existence. On the other haod, 
the court noted that the Defendant presented no 
evidence negating the need to evaluate the track under 
actual conditions of use. The court also reviewed the 
specifications of the patents in question, and highlighted 
the fact that each stated that the invention pertains to 
an "all-weather surface," aod that an object of the inven
tion is "to provide a process wherein the susceptibility 
of the materials to the deleterious effects of sunlight, 
moisture and weathering are substantially decreased." 
40 USPQ2d at 1454. The court held that a genuine 
factual dispute existed and that it was necessary for the 
trier of fact to determine: "whether the invention was 
completed and known to work for its intended purpose, 
or whether the inventor was continuing to develop aod 
evaluate the invention: whether the inventor was merely 
exploring the market, or had made an unconditional 
offer to sell a completed invention." 40 USPQ2d at 1454. 

Steelcase, Inc. v Haworth, Inc. , 954 F.Supp 1195 
(Jv.D. Mich. 1997) (.M.J. Scovill. J. McKeauue) 

In a patent infringement case, Plaintiffs moved to 
compel privileged documents to which Defendant 
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sought the court's evaluation of the scope of waiver 
when a defendant asserts the advice-of-counsel defense 
to a charge of willful patent infringement. The parties 
agreed that good faith reliance on opinion of counsel is 
relevant to rebutting a claim of willful infringement, and 
that assertion of the advice-of-counsel defense oper
ates as a waiver of an otherwise applicable attorney
client privilege. 

Initially, the court found that questions concerning 
the scope of waiver of the attorney-client privilege in 
patent cases where willful infringement is an issue are 
unique to patent litigation and therefore, took guidance 
from the Federal Circuit. Citing Ortbo Pharmaceutical 
Corp. v Smith, 959 F.2d 936, 22 USPQ2d 1119 (Fed. 
Cir. 1992), the court noted that the importance of the 
opinion of counsel does not depend on its legal cmTect
ness, and that the issue is whether counsel's opinion 
was thorough enough, as combined with other factors, 
to instill a belief in the infringer that a court might 
reasonably hold that the patent is invalid, not infringed, 
or unenforceable. Accordingly, the alleged infringer's 
intent and reasonable beliefs were cited as the primary 
focus of a willful infringement inquiry. 

The court concluded that the scope of waiver of the 
attorney-client privilege must be broad enough to illu
minate the issues found relevant by the Federal Circuit, 
but no broader. More specifically, it was held that a 
defendant asserting the advice of counsel defense is 
deemed to have waived the privilege as to all communi
cations between counsel and client concerning the 
subject matter of the opinion. Additionally, all docu
ments in the client.~ hands that refer or relate to counsel's 
opinion, or that represent information relayed to counsel 
as a basis for the opinion must be produced. 

On the question of the scope of waiver as it pertains 
to the attorney's state of mind, the court found that the 
waiver appears narrow. For additional guidance the court 
reviewed related decisions of other federal district 
courts. Looking to the decision in 'lltom EMI North 
America, Inc. v Micron Technology, Inc., 837 F.Supp 
616, 29 USPQ2d 1872 (D. Del. 1993), the court cited 
the Delaware District Court's finding that: "facts of 
consequence to the determination of a claim of willful 
infringement relate to the infringer's state of mind. 
Counsel's mental impressions, conclusions, opinions, 
or legal theories are not probative of that state of mind 
unless they have been communicated to the client." 
954 F.Supp 1195. The court found that disagreement 
existed on the issue, and identified conflicting decisions 
of other district courts that extended discovery in these 
circumstances to items known to or considered by 
counsel when the opinion was formulated. The court 
concluded that consistency with existing Federal Circuit 
precedent, required the conclusion that the state of 
mind of the client is paramount and the attorney's state 
of mind is not relevant. 
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Hollymatic Corp. v Framll1X Lorp., No. 1:96·CY.. 
156, 1996 U.S. Dist. Lexis17712 (w.D. Mich. 
Oct. 9, 1996) (J. Enslen) 

On Defendant's motion for summary judgment 
concerning the issue of infringement of Plaintiffs patent 
covering a paper product, and contributory infringe
ment of Plaintiffs related patent covering a paper feed 
system, the United States District Court for the West
ern District of Michigan found that material issues of 
fact remained as to direct infringement. The court 
granted summary judgment to Defendant on the issue 
of contributory infringement of the paper feed system 
patent, since the alleged contributory infringement took 
place prior to issuance of the patent. 

The court found that there was evidence of manu
facturing and sale of a small amount of paper that alleg
edly infringed. Defendant argued that the de minimis 
exception to infringement applied. The court found that 
the de minimis exception excuses only those limited 
manufactures and usages that are definitely non
commercial in nature or which do not take advantage of 
the teachings of the patent. Citing Roche Products, 
Inc. v Bolar Phannaceutical Co., 733 F.2d 858, 221 
USPQ 937 (Fed. Cir. 1984), the court noted that while 
manufacture and sale may be relatively inconse
quential, the Jaw recognizes patent infringement when 
even a single product is made or sold for commercial 
purposes. The court found that the evidence in this 
case suggested that a commercial purpose existed in 
the possible manufacture and sale of patented prod
ucts, and denied summary judgment. 

The court also addressed the issue of infringement 
under the doctrine of equivalents based on Defendant's 
separate act of manufacturing and using approximately 
$500 worth of allegedly infringing paper. Based on this 
activity, Defendant sought summary judgment on the 
ground that this use was also de minimis and was solely 
for the experimental purpose of determining the 
accuracy of statements of function made during the 
prosecution history of the paper product patent. 
Douglasv United States,181 USPQ 170 (Ct. Cl.1974), 
was cited for the proposition that de minimis sales and 
use of an infringing product for experimental purposes 
do not violate 35 U.S.C. §271. It was noted that the 
exception is quite natTow and is limited to those experi
ments designed to answer purely scientific inquiries 
and not those intended to adapt the patented product 
for use in business. In denying summary judgment, the 
court found that there was a' material issue of fact in this 
case on the question of whether Defendant's testing 
was conducted for a commercial, not purely scientific 
purpose, so as to disqualify the activity for a de minimis 
exception. 
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ATD Corp. v I;ydalJ, Inc., No. 94-CV-74320-DT, 
1997 U.S. Dist Lexis 2527 (E.D. Mich. Feb. 27_ 
1997) (J. Rosen) 

In this patent infringement case, after a trial on 
patent infringement charges, the jury found that Defen
dant did not infringe several asserted claims of two of 
Plaintiffs patents, was deadlocked on the question of 
infringement of one claim, and found several asserted 
claims invalid including the claim upon which it dead
locked on the infringement issue. Plaintiff moved for 
JM 0 Lon the issues of validity and infringement. Plaintiff 
also moved for a new trial on the issue of infringement. 
Defendant moved for JMOL on the issue of infringe
ment of the one claim on which the jury was unable to 
decide. In support of its request for a new mal, Plaintiff 
asserted that the court committed reversible error by 
admitting the Defendant's own patent on the accused 
device into evidence in support of its non-infringement 
case. Additionally, the argument was raised that the 
verdict was against the weight of the evidence. 

On the question of whether Defendant's patent 
was relevant and admissible, the court interpreted 
Hoganas AB v Dresser Industries, Inc., 9 F. 3d 948, 
28 USPQ2d 1936 (Fed. Cir. 1993), as only requiring 
evidence "that the defendant's patent was issued by the 
PTO with knowledge of the plaintiff's patent; and from 
the issuance of the defendant's patent with knowledge 
of the plaintiff's patent, it can be inferred that the PTO 
found the accused product to be non-obvious with 
respect to the plaintiffs patent." Based on the fact that 
during examination ofD<'iendant's application, Plaintiffs 
patents were made of record and considered, the court 
inferred that the PTO considered Defendant's product 
to be non-obvious with respect to Plaintiffs patents. 
Accordingly, the court concluded that no error was 
committed in allowing Defendant's patent into evidence 
since it was relevant to the equivalence issue and to the 
question of substantial differences. 

In reviewing whether substantial evidence sup· 
ported the jury's verdict of patent invalidity, the court 
noted that Defendant introduced a number of prior art 
references and expert testimony concerning the prior 
art, establishing a substantial basis for the jury to have 
found the claims invalid. The court concluded that 
although Plaintiff presented opposing testimony, con
ducted cross examination to contradict Defendant's 
evidence, and presented secondary consideration 
evidence of non-obviousness, the evidence was not so 
one-sided that a properly instructed reasonable juror 
could not have reached the rendered verdict of 
invalidity. 

The court also denied Defendant's JMOL motion 
reasoning that sufficient evidence was presented for a 
reasonable jury to have returned a verdict of infringe
ment of the claim. 
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Tee Air, Inc. v Nippondenso Mfg. USA, Inc., No. 
91-C-4488, 1997 U.S. Dist. LeJds 1081 (N.D. 
Ill. Jan. 28, 1997) (J. Mannj111{) 

In a case decided by the U.S. District court for the 
Northern District of Illinois, a Michigan Defendant, 
Nippondenso Manufacturing and its foreign parent were 
charged with patent infringement and both were found 
to have literally infringed certain cooling fan mold claim, 
and claims to a method of manufacturing fans. 
Nippondenso's foreign parent manufactured fans abroad, 
and imported completed assemblies into the United 
States through Tech Air. The court found that the 
directly imported fans infringed the method of manu
facturing patent. However, Defendant's parent also manu
factured fans abroad and sold them to foreig!f auto
motive manufacturers for assembly into vehicles abroad. 
The non-party vehicle manufacturers then imported 
some of the fans assembled in vehicles into the United 
States. Defendants argued that this activity cannot, as a 
matter of law, constitute infringement since they were 
not importers within the meaning of 35 U.S. C. §271 (g). 
Defendants urged that section 271 (g) provides no rem
edy against a foreign manufacturer who does not itself 
import allegedly infringing products into the United 
States. 

The court noted that section 271 (g) was enacted to 
provide meaningful protection to owners of patented 
processes by making it unlawful to import goods made 
abroad pursuant to patented processes. Plaintiff argued 
that section 271 (g) was enacted to cover the activity of 
Defendants and that the manufacturer was the primary 
target of the U.S. process patent holders on whose 
behalf section 271 (g) was enacted. The court disagreed 
and found that the offending act is the importation of a 
product made through the use of a patented process 
and its sale within the U.S., and that the primary target 
is the importer. Accordingly, the court interpreted 
section 271 (g) as applying only to the entity that actually 
imports the product into the U.S. or the entity that sells 
the product after it reaches the U.S. 

Plaintiff also argued that Defendant was liable 
because it sold fans abroad with the full knowledge that 
they would subsequently be imported into the U.S., 
since Defendant actively participated in its customers' 
production, marketing and development activities. 
Plaintiff argued that at the very least Defendant ii.ided 
and abetted its customers to import the fans into the 
U.S. The court disagreed finding that section 271 (g) 
does not impose liability for infringement on a foreign 
manufacturer merely because it can foresee that a buyer 
of its products may import it into the U.S. The court 
further found that Defendant had no influence on what 
automobiles were imported into the U.S. and that in 
spite of its close relationship with customers, there was 
no evidence that Defendant actively participated in or 
aided or abetted in the importation of fans into th~ U.S. 
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Additionally, Plaintiff argued that indemnification 
agreements that were in place between Defendant and 
some of the automaker-importers constituted evidence 
of intent to induce infringement. The court noted that 
an indemnification agreement will generally not 
establish an intent to induce infringement, and cited 
Hewlett-Packard Co. v Bausch & Lomb, Inc., 909 
F.2d 1464, 15 USPQ2d 1525 (Fed. Cir. 1990), for the 
proposition that: ''The specific intent required to prove 
induced infringement could only be inferred when the 
primary purpose is to overcome the deterrent effect 
that the patent Jaws have on would-be infringers." The 
court found that Defendant's primary purpose of the 
indemnification agreements was to secure the sale of 
goods and concluded there was no evidence of.iotent to 
induce infringement. 

Herman Mille~ Inc. v The Travelers Jndem. Co., 
No. 1:96-CV-671, 1996 U.S. Dist. Lexis 19899 
(JY.D. Mich. Dec. 13, 1996) (J. BeJJ) 

Following a court decision on summary judgment 
motions in a patent infringement case, the parties settled. 
Based on the underlying infringement suit, Herman 
Miller sought indemnification for attorney fees and 
settlement amounts from its insurance carrier. Defen
dant insurance carrier successfully moved for summary 
judgment based on the language of the involved 
"general liability" policies. In arguing that the patent 
dispute was covered, Plaintiff urged that covered occur
rences defined as "advertising injury" in the policies 
encompass patent infringement claims, and that the 
exclusion sections of the policies fail to include patent 
claims as an explicit exclusion. The policies specified 
that the covered advertising injuries include such 
injuries that arise from acts of piracy and idea misap
propriation. The court found that within the context of 
the policy, these terms do not cover patent claims based 
on either direct or induced infringement. Piracy was 
interpreted to mean misappropriation or plagiarism 
found in an advertisement itself. Idea misappropriation 
was found to be a separate doctrine that stands apart 
from the statutory categories of copyright, patent and 
trademark protection. The court also relied on prece
dent in concluding that the absence of an exclusion 
cannot create coverage. 

Allmond Assoc., Ine. v Hercules, Inc., Nos. 93-
40524, 93-40529, 1997 U.S. Dist Lexis 4930 
(E. D. Mich. Mar. 31, 1997) (J. Gadola) 

In a case involving a dispute over a patent license, 
AJlmand received a non-exclusive license to use 
Hercules' patents and technology for a molding 
process. The agreement also specified that Plaintiff 
would purchase its entire requirements of a certain 
liquid reactant used in the process from Defendant. 
Subsequently, Plaintiff experienced problems with the 
process that involved the quality of the products molded 
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from the reactants, tool degradation caused by the reac
tants, long cycle times, and fumes that emanated from 
the molding process. Plaintiff brought suit for recovery 
of damages under various theories including allegations 
that Defendant used fraud and misrepresentation to 
induce Plaintiff into the contract and the relationship. 
Defendant argued that the "economic loss doctrine" 
barred this tort claim since the situation was one where 
any alleged damages arose out of a commercial sale of 
goods and any losses were purely economic. The court 
noted that Michigan courts apply the economic loss 
doctrine exclusively in cases involving the sale of goods 
where the UCC applies. The court was faced with a 
mixed goods-services situation in this case, and was 
required to determine if the predominate purpose_9f 
the parties' dealings was for the sale of goods or the 
rendering of services. In reviewing the evidence, 
including the language of the agreements, the court 
concluded that the main thrust of the relationship upon 
which the Plaintiff based its fraud claim was the 
purchase and sale of the liquid reactant goods, invoking 
the UCC. The court also concluded that the economic 
loss doctrine applied, since all of the alleged mis
representations by Defendant concerned the quality 
and characteristics of the liquid reactant. Accordingly, 
summary judgment was granted in favor of Defendant 
on the fraud claim. 
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Endnotes 

1. This compilation provides an overview of recent 
developments and is not intended tb comprehensively 
address the broad areas of intellectual property law or 
the invidivual subjects treated herein. It further does 
not represent the views of the individual authors or 
their employers. The authors would like to thank 
Mitchell M. Musial, a law clerk at Harness, Dickey & 
Pierce, PLC, for his assistance in preparing this paper. 

2. Recent unpublished copyright related decisions of the 
Sixth Circuit that may be OI interest include: :Artist 
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Rights Enforcement Corp. v Storball, Nos. 95-1010, 
95-1057 1996 U.S. App. Lexis 36527 (6th Cir. July 23, 
1996) (unpublished) (appealed from the E.D. Mich.), 
Artie Fields Prodnction, Inc. v Channel Seven of 
Detroit, Inc., No. 95-17361996 U.S.App. Lexis 25333 
(6th Cir. filed Sept. 16, 1996) (unpublished) (appealed 
from the E.D. Mich.), Bell Data Network Comm., 
Inc. v Symbol Tech., Inc., No. 96-1064 (6th Cir. filed 
May 29, 1997) (1997 U.S. App. Lexis 13023) (unpub
lished) (appealed from the E.D. Mich.), and J. Tho
mas Dist., Inc. v GTeenline Dist., Inc., 41 USPQ2d 
(6th Cir. 1996) (unpublished) (appealed form the E. D. 
Mich.). Compuserve, Inc. v Patterson, 89 F. 3d 1996, 
39 USPQ2d 1502 (6th Cir. 1996), was appealed from 
the Southern District of Ohio and centers around a 
declaratory judgment action under copyright law. 
The case discusses personal jurisdiction --t!ased, at 
least in part on "electronic link" type contacts between 
the Defendant/ Appellee and Ohio. Johnson v Jones, 
39 USPQ2d 1631 (E.D. Mich. 1996), was decided 
outside the time scope of the present review but may 
be of interest for its treatment of copyright infringe
ment and Lanham Act violation issues. 

3. Phinney v Verbrugge, Nos. 175485, 175857, 176940, 
1997 Mich. App. Lexis 176940 (Mich. Ct. App. April4, 
1997), addresses the question of jurisdiction over 
issues that arguably arise under federal copyright 
law, when the registration requirement of 17 U.S.C. 
411(a) has not been met. 

4. In 1991 the U.S. District Court for tbe Southern District 
of New York held that creating and selling course 
packs was copyright infringement. Basic Books, Inc. 
v Kinko's Graphics Corp., 758 F.Supp. 1522, 18 
USPQ2d 1437 (S.D.N.Y. 1991) 

5. American Geophysical Union v Texaco, Inc., 60 
F.3d 913, 35 USPQ2d 1513 (2d Cir. 1994), cert. 
dismissed, 116 S. Ct. 592 (1995). 

6. These factors include the likely degree of purchaser 
care, the strength of the mark, the relatedness of the 
products, the identity of marketing channels used, 
the similarity of the marks, evidence of actual 
confusion, intent, and the likelihood of expansion of 
product lines. 

7, 'The Federal Trademark Dilution Act was enacted in 
January 1996 and allows owners of famous marks to 
obtain injunctions against dilution of their marks. 15 
U.S.C. §1125 et seq. 

8. Section 1127 of the Act sets forth those factors that a 
court may consider when attempting to determine 
whether a mark is distinctive and famous: 

(A) the degree of inherent or acquired distinctive
ness of the mark; 

(B) the duration and extent of use of the mark in 
connection with the goods or services with which 
the mark is used; 

(C) the duration and extent of the trading area in 
which the mark is used; 

(D) the geographic extent of the trading area in which 
tbe mark is used; 
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(E) the channels of trade for the goods or services 
with which the mark is used; 

(F) the degree of recognition of the mark in the 
trading areas and channels of trade of the mark's 
owner and the person against whom the injunc
tion is sought; 

(G) the nature and extent of use of the same or 
similar marks by third parties; and 

(H) whether the mark was registered under the Act 
of March 3, 1881, or the Act of February 20, 1905, 
or on the principal register. 

9. 1. Similarity of the marks; 

2. Similarity of the products/services covered by the 
marks; --

3.,,,• Sophistication of the consumers; 

'''·4i'·iPfetlatory intent; 

5. Renown of the senior mark; and 

6. Renown of the junior mark. 

10. The CAFC decisions rendered over the past year 
include several unpublished cases with a Michigan 
connection. In Musco Corp. v Qualite, Inc., 41 
USPQ2d 1954 (Fed. Cir. 1997) (unpublished), the 
Federal Circuit reversed tbe U.S. District Court for 
the Western District of Michigan's decision holding 
that Qualite infringed Musco's lighting patents. The 
CAFC held all three patents invalid for lack of 
enahlement because the patent specifications failed to 
disclose the basis for making certain selections in the 
.~t~l/1\ of tiJe process. In Kearns v Wood Motors Inc., 
i')'aitnler-Benz Akteigeselschaft and Dr. lng h.c.F. 
Porche A:G., No. 96-1314 (1997 U.S. App. Lexis 791) 
(Fed. Cir. [date] 1997) (unpublished), the CAFC 
affirmed the U.S. District Court for the Eastern District 
of Michigan's decision setting the amount of an abuse
of-discovery sanction. In Donnelly Corp. v Gentex 
Corp., N~. 1103 (1997 U.S. App. Lexis 13031) (Fed. 
Cir. Aug. 19, 1997) (unpublished) (reported in table 
case format at 95 F. 3d 1168), the CAFC vacated the 
decision of the U.S. District Court for the Western 
District of Michigan holding several patents invalid. 
The presentation of the appeal was found deficient 
because of confusion over which claims were before 
the court. In Code·Aiarm, Inc. v Electromotive 
Technologies, Inc., Nos. 96-1368, 96-1369, 96-1385 
(Fed. Cir. June 4, 1997) (1197 U.S. App. Lexis 13031) 
(unpub,lished), the CAFC affirmed the decision of the . 
U.S' Dji!trict Court for the Eastern District of Mich
igan, 'titFdarnages. The trial court's application of the 
entire market value rule and the award of enhanced 
damages was upheld. See also Kearns v General 
Motors Corp., 39 USPQ2d 1949 (Fed. Cir. 1996), a 
case from the Eastern District of Virginia, where the 
CAFC held that the decision of the U.S. District Court 
for the Eastern District of Michigan (Kearns v General 
Motors Corp., 33 USPQ2d 1696 (Fed. Cir. 1994)) 
(unpublished), was res judicata in Virginia as to five 
patents that were before the Michigan court, but not 
as to sixteen other patents. -
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